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GHT EMBRACE 
I write in regard to A Too-Friendly 
Embrace {June 17]. I agree that China's 
onomic ties with Southeast Asia are 
not a win-win situation. 

: But you argued that China is using 
= Cambodia as a buffer against Vietnam. 

a In doing so, you neglected the fact that 
+ the Sino-Vietnamese rift already ended 
*- after the collapse of the latter's main 
S benefactor, the Soviet Union. Instead, 

_it should be argued that China's ties 
-with Cambodia are part of its strategy 
_ to balance the influence of the United 
= States, China's long-term competitor. 
.. You also argued that Taiwan is a stum- 
< bling block in China's relations with 
'utheast Asia. Instead, I hold the view 
hat as long as China is not asking 
southeast Asia to sever economic ties 
th Taiwan, countries in the region 
i ill always feel free to accept the China 
version of the “one-China” policy. 


SITTHIPHON KRUARATTIKAN 
Bangkok 











































UNHELPFUL SCOLDING 
Instead of a schoolmarmish scolding of 
parties in the Five-Power Defence Ar- 
rangements—because of history long 
past—when the arrangement is doing 
some good in regard to terrorism, you 
should cover the Tripartite Council, 
which was set up in 1971 among Indo- 
1esia, Malaysia and Singapore to han- 
e piracy and other problems in the 
Strait of Malacca. [Chasing Pirates, Edi- 
orials, June 17.] By some coincidence, 
the Tripartite Council was set up to pre- 
mpt a proposal by Japan to broaden 
'egional cooperation in a manner sim- 
lar to current efforts by Washington 
o muscle its way into the territorial 
, waters of the three sovereign states. 


MICHAEL HAAS 
Los Angeles 
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can troops in South Korea should dem- 


onstrate how regional politics have 
changed. A web of bilateral relation- 
ships has helped China escape Amer- 
ica's balancing role in East Asia and 
exert regional dominance. As evident in 
South Asia, China is shifting from an 
alliance relationship toward leadership. 
The enemy of China's friend is also its 
friend, a position that will perhaps give 
Beijing the chance to dominate dis- 
putes once arbitrated by Washington. 
America's Asian "hub-and-spoke" sys- 
tem and its reliance on Japan are 
crumbling under Chinese pressure. 

With the rapid expansion of its 
naval capabilities—aimed at Taiwan 
and the Spratly Islands—China will 
soon have the means to overturn what 
remains of East Asian stability. Amer- 
ican focus could prevent the crisis, but 
with ongoing problems in the Middle 
East, this is unlikely. Only Japan can 
provide the political, economic and 
military sway necessary to give Beijing 
pause and prompt it to focus on cru- 
cial internal reform. 


ADAM C.M. SOLOVE 
Arlington, Virginia 


RIGHT APPROACH 

Hugo Xiong's response in Dont Sell. 
China Short [Letters, Jan. 29] is justi- 
fied. After the “forced” democracy 
imposed on the former Soviet Union, 
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thousands of Russians in the hinter- ~ 


land suffered as a result of the end of 
socialist state aid. Big changes should 
not be put in place without properly 
examining and extrapolating their 
repercussions on the people. 


F.N. DENNIS 
Malacca 


CORRECTION 

In an item on our China Briefing page 
in the June 24 issue, we should have iden- 
tified the American chip maker AMD 
as Advanced Micro Devices. 
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in the face of escalating violence 
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court could prove a more daunting challenge 


CHINA BRIEFING AND BUSINESS DIGEST 

IN THE MOOD FOR COMPROMISE 
Confrontation with Beijing won't win votes. Ahead 
of elections, Hong Kong's democrats are starting a 
dialogue with the government. A summer thaw? 
STEEL BOOM TO BUST: Private steel makers are 
bearing the brunt of Beijing’s crackdown 


INNOVATION 


32 


35 
39 


å Far Factorn Ppnnamip Deuiniu 


BROTHER'S TRANSFORMATION 

Once a maker of antiquated sewing machines and 
typewriters, Brother Industries has transformed its 
business with compact, multifunction fax machines 
MALL FEVER: Malls spread across the Philippines 
LOOSE WIRE: Weird gismos 


Brother's 


page 32 


Cover photo: Comstock Images /Alamy 






Cooling 
Chinese steel 
page 30 





rebirth 





“Oo 


Stocks 


Hedge Funds 
Bonds 


Insurance 










Cool gadgets at 
the tech show 
page 39 


July 1, 2004 Vol: 167 No: 26 


MONEY 


WHERE TO PUT YOUR MONEY 

42 MANAGING ASIA'S MILLIONAIRES: The number of 
households in Asia with assets of $1 million-plus 
rose to r.9 million in 2003, collectively controlling 
in excess of $6.19 trillion. That represents a huge 
opportunity for Asia's wealth managers 
Plus: A man for all seasons 

47  THECONFIDANTS: Private bankers can often find 

Asia Life themselves playing a financial Jeeves to then 

page 61 wealthy clients 

50 ANTICIPATION IS KEY: Interview with Kathryn Shih, 
head of Asia-Pacific private banking, UBS 


CURRENT 


54 FAILING THE GRADE 
Indian criminals are making fortunes by stealing 
exam papers. That's casting doubt on the education 
systems ability to function as a meritocracy 

58  INREVIEW: In flux—the changing face of English 
Plus: In defence of globalization 


ASIA-LIFE 


Testing times for 61 CHINA EXPRESS 

Indian students A booming economy has made China a magnet for 

page 54 business travellers. But how can you ease the pain 
of being on the road and make the most of your 
trip? We have the answers in this month's Asia Life 


REGULAR FEATURES/COLUMNS 


3 LETTERS: China; Japan's military; piracy 
6 EDITORIALS: Seoul's black day; the Philippines 
8 INTELLIGENCE: Karzai's White House rant 


12 REGIONAL BRIEFING 
A SPECIAL REPORT ON 24 THE 5TH COLUMN: Lessons from the Cold Wa: 


PRIVATE BANKING 52 ECONOMIC MONITOR: Malaysia stretched 
53 PRICES & TRENDS 


. Wealth Managers 60 TRAVELLERS’ TALES: We're still weird 


69  CEOCALL: Lakshmi Narayanan, Cognizant 


"At Your Ser vice page 42 Technology Solutions 


1 llo 1 9nnÁ Far Eastern Economic Keview 











Korea's Black Day 


t decision not to negotiate with terrorists is correct, and sends a message to North Korea 


V TERRORISTS IN [RAQ have murdered Kim Sun Il, the 
South Korean national whose ransom was that his government 
should back down on its decision to send an additional 3,000 
_ troops to the Middle Eastern nation. Many in Roh Moo Hyun's 
- government will be reflecting on whether they did the right 
- thing in refusing to negotiate with terrorists. But painful as it 
is to comprehend Kinrs barbaric killing, they deserve to be 
assured that they made the only decision possible. 

<. That decision won widespread support from ordinary South 
‘oreans. Fully realizing what terrorists operating in Iraq are 
apable of, they understood what was at stake when Seoul 





esolved to stand firm. They re likely to have had Pyongyang and 


m Jong Il on their mind. It won't have escaped their notice 
at they live next door to the only country in the modern world 
1at has made kidnapping foreign nationals a matter of state 
‘policy, and which was recently so unashamed about extracting 
a ransom for the return of Japanese abducted to teach North 
Korean spies the Japanese language and culture, and their fam- 
ilies. Indeed, the decision on the Iraqi deployment has added 
resonance this week, as six-party talks reconvene in Beijing. 
— Mr Roh and his predecessor, Kim Dae Jung, are wrong to 
hink that Kim Jong Il can be constructively engaged into becom- 
nga kinder, gentler version of himself. The only reasonable pol- 








icy is to seek the end of Stalin's best-known North Korean dis- 
ciple. But even hard-core engagement advocates recognize the 
dangerous precedent in showing Kim Jong Il that the South will 
negotiate and back down if even one South Korean citizen is 
threatened. If Mr. Roh had wavered on South Korea's com- 
mitment to Iraq's reconstruction, he would have signed away 
his country's foreign policy. This is what was at stake in the 
life of one man in Iraq. 

Of course, none of this made Mr. Roks decision any eas- 
ier. But he can at least be assured it was the right one by the 
example set by Japanese Prime Minister Junichiro Koizumi. 
When Tokyo was faced with the same dilemma earlier this year, 
Mr. Koizumi, too, stood firm against a demand that he bar- 
gain on Japan's foreign policy. Tokyo was lucky to have had its 
citizens freed, while South Korea was not. But that does not 
change the correctness of the decision. 

What also makes Mr. Rob's decision laudable, if still painful, 
is the implicit understanding that in its alliance with the United 
States, such relationships involve responsibilities. And some of 
this carries a higher cost than others. Someday, we may look 
back on this year as the point when Seoul's foreign policy began 
tentative steps towards far greater responsibility. That is also 
what was at stake in the life of one man in Iraq. 





N o2 Nu Taxes The Philippines should resist easy money 








YOU KNOW something's a bad idea 
rhen no one wants to take credit for it. 
hat's what happened with a proposal, now 
opped, in the Philippines to tax senders 
f mobile-phone text messages. This week, 
oria Macapagal-Arroyos office denied 
it the idea came from the presidential 
palace. Let's hope Mrs. Arroyo, with her 
- election victory finally confirmed, will resist 
other dodgy ideas on how to plug the hole 
. in the country's yawning budget deficit. 
| The problem with taxing text mes- 
. sages has nothing to do with the worthi- 
ness (or otherwise) of the technology. In 
fact, text messages can be a pain—many 
of us will have frantically dived for our 
phones before, to turn off insistent beeps 
that herald such dubiously useful mes- 
ages as "hi. wat r u up 2?" There's no way 
f knowing how many of the 140 mil- 
n text ueesagee sent each day by 14 mil- 


lion Filipinos are at this level of profun- 
dity. (But probably, lots are; and Filipinos 
are no exclusive group here.) And how 
useful is it for mobile users to get text 
messages of thoughts-of-the-day from 
their favourite celebrity? Still, it's no busi- 
ness of ours how people choose to spend 
their money. Our concern lies with how 
governments decide to tax them. 

Because they are cheap—costing pen- 
nies to send—text messages swamp the 
Philippine airwaves. By the same token, 
politicians hoped that a, say, 20% tax on an 
already paltry sum won't go noticed. For 
when you add it all up, taxing text could 
reportedly bring in nearly 14 billion pesos 
($250 million) a year. Easy money. 

And easy money is precisely the rea- 
son to oppose such taxes. It’s usually best 


to resist any novel form of taxation as 


this only gives governments ideas about 


what other areas of life to tax. 

The fact is, the Philippines’ budget 
deficit stems from an old problem: the 
inability of the state to collect on all the taxes 
it already imposes. To make matters worse, 
a shortfall in revenues means that the gov- 
ernment must borrow to plug the hole, and 
an increased debt burden usually shows up * 
in an even wider deficit in following years. 
But rather than dream up new taxes, the 
way around this is to reform tax collec- 
tion. If this were even as efficient today as 
it was during the Ramos administration, 
the Philippines wouldrit have a deficit. Hav- 
ing done this once, it isn’t beyond the abil- 
ity of state institutions to do so again—if 
made to try harder. 

As she begins a new term, the chal- 
lenge for Mrs. Arroyo is to avoid the temp- 
tation of bad ideas. There's often a good rea- 
son why some proposals are untried. — 











Confessions of the World's Most Demanding ClOs. 


“\We have met 
the competition, 
and it is us.” 


An OOCL container ship is only the most visible element of an enormously 

complex enterprise that moves goods from, say, Shanghai to Kilkenny 
“With our IT, we do that better than our competitors. So we compete 
against our own benchmarks. 

HP helped us get there - to migrate from mainframe to open systems 
and to adopt standards-based technology for real-time communication 
with partners. So OOCL can adapt to market-driven changes much faster 
than other carriers. 

Today, IT costs have dropped sharply, and we project double-digit growth 
for the next five years. 


Now we'll try to beat that. 
-Ken Chih, ClO 
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Karzai Complains 


About Pakistan 


Afghanistan's President Hamid Karzai has complained 
bitterly to United States President George W. Bush about 
neighbouring Pakistan's alleged continued support for 
Taliban guerrillas seeking to overthrow his government. Dur- 
ing their meeting in Washington on June 15, the Afghan 
leader spent nearly half the time criticizing his Pakistani 
counterpart, Pervez Musharraf, and claiming that Islamabad 
was undermining attempts to hold elections in Septem- 
ber, according to senior Western diplomats in Kabul. The 
message seems to have got through: Musharraf phoned 
Karzai on June 20. Details of their conversation are not 
known, but the diplomats believe that U.S. officials urged 
Musharraf to make the call. The envoys say the Bush admin- 
istration has been pressuring Pakistan to do more to cap- 
ture and kill remnants of Al Qaeda in Pakistan, but they add 
that the U.S. has been less energetic in pushing Pakistan to 
crack down on the Taliban, who ruled Afghanistan until late 
2001. The Americans are providing detailed intelligence 
to Pakistan's army about Al Qaeda camps and compounds 
in the tribal area of South Waziristan by the border, but they 
are not supplying such intelligence about Taliban camps 
in Baluchistan province. Diplomats say that the Taliban 
are now operating in much larger groups than before and 
are targeting United Nations voter-registration teams as they 
fan out across Afghanistan. (See article on page 14.) 


SPOTLIGHT ON ADB LENDING 

A prominent U.S. senator has written to the head of the Asian 
Development Bank requesting information about its efforts 
to tackle alleged corruption in ADB lending programmes. 
Richard Lugar, the Republican chairman of the Senate For- 
eign Relations Committee, sent a letter to Tadao Chino on 
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Intelligence 


LETTING OFF STEAM: Karzai meets Bush 
in Washington 


June 15 requesting information about steps the ADB has 
taken to “minimize the misappropriation of funds.” Lugar 
also asked Chino whether the ADB has ever agreed to “sub- 
mit to external audits of its financial reporting, operations 
and compliance,” and if not, why not? “Given the impor- 
tance of the ADB’s mission to fight poverty, it is impera- 
tive that all ADB funds reach their intended targets,” the 
senator wrote. Lugar held a hearing in Washington on 
May 13 which launched a continuing review of anticorrup- 
tion efforts by multilateral banks, including the ADB and 
the World Bank. As part of this review, Lugar recently sent 
one of his aides to Cambodia to collect information on ADB 
and World Bank projects. 


VIETNAM GRAFT UNDER SCRUTINY 

In late August, Vietnam's Communist Party will begin scru- 
tinizing alleged corruption at three government ministries 
that handle transport, industry and education. The probe 
is part of a long-delayed project undertaken by the party's 
central committee on internal affairs, with assistance from 
Swedish consultants and a Swedish government grant of 
$753,000. The goals: to uncover the practice of corruption 
at all levels of the bureaucracy, propose solutions, and grap- 
ple with *the low efficiency of anticorruption campaigns 
in Vietnam," says one project document. Through ques- 
tionnaires and direct interviews, party investigators will zero 
in on projects spearheaded by the three ministries in Hanoi 
and Ho Chi Minh City and in provinces including northern 
Son La and Hai Duong, central Nghe An and Thua Thien 
Hue, and southern Dong Thap. Investigators will also exam- 
ine the dealings of low-level officials in 20 places. Results 
are due in January 2005, and are to be made public. Recently 
the internal-affairs committee submitted a report to the 
Politburo that details corruption-busting measures adopted 
by six other countries including China and South Korea. "It 
will help leaders to find appropriate solutions to be applied 
to Vietnam," says Le Van Lan, an internal-affairs committee ` 
member who serves as the vice-director of the Swedish- 
funded project. 


PRAISE FOR INEPAL AND SRI LANKA 

Two strife-ridden South Asian countries receive high marks 
from the United States government for their efforts to tackle 
trafficking in people. John Miller, the U.S. State Depart- 
ment's special adviser on human trafficking, tells the Review 
that Nepal, despite its Maoist insurgency and political tur- 
moil, has taken giant strides in recent years in seeking to 
stop the illegal trade. Miller, who on June 14 released the 
State Department's annual trafficking report that roundly 
criticized countries such as Bangladesh, Japan and Burma 
for not doing enough to shut down the trafficking business, 
praises Nepal for using former victims along its bor- * » 
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Confessions of the World's Most Demanding CIOs. 


“Within Philips’ semiconductor division, | need to keep IT flexible so we 
can respond to changing market conditions instantly. 

"As a leader for connected consumer applications, we challenged HP to 
improve our efficiency. They responded by introducing a service-centric 
computing model (based on HP OpenView and the HP Utility Data Center) 
into our largest facility. 

"Now we treat computing as a utility. We've improved IT delivery 
processes, eliminated excess IT capacity and reduced hardware acquisition 
costs while still remaining equipped to handle peak loads. We're currently 
deploying the solution globally, and I'm sleeping better knowing market 


fluctuations won't slow us down." 


- Mathieu Clerkx, CIO, Philips Semiconductors 


Solutions for the adaptive enterprise. 
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ders to spot the smugglers and their human cargo. Miller 
also praised Sri Lanka for its efforts, including the recent 
arrest of an American sex tourist, despite years of guer- 
rilla warfare with the separatist Liberation Tigers of Tamil 
Eelam. Miller says his office had put both countries on its 
“best practices" list. 


JAKARTA CooPERATES IN MURDER PROBE 
Washington is pleased with recent cooperation it has received 
from Indonesian officials in probing the August 2002 killing 
of two American teachers in the rugged province of Papua. 
U.S. Ambassador Ralph Boyce said during a mid-June visit 
to Washington that efforts to get help from Jakarta last year 
to investigate the murders had been “a slog,” but added 
that in recent months “the degree of cooperation has dra- 
matically improved." Boyce added that Federal Bureau of 
Investigation agents were currently in Indonesia and were 
finding that "today there was political will on all sides." 
The envoy said he hoped this visit by the FBI, the fourth 
since the killings, would result in a resolution that would 
allow Washington to resume military ties with Jakarta. U.S. 
military aid to the Indonesian military was suspended in the 
early 1990s due to human-rights violations in East Timor, 
which was then controlled by Indonesia. Since the killings 
in Papua, the U.S. Congress has withheld funding for train- 
ing Indonesian officers in the U.S. until Jakarta helps to 
complete the investigation. Boyce said he would like to 
see the resumption of training for Indonesian officers in 
areas such as controlling the military's budget and improv- 
ing civilian control of the forces. 


SECURITY FORUM GETS SECRETARIAT 

The Asia-Pacific region's premier security organization, the 
Asean Regional Forum (ARF), is to get a secretariat at last, 
but it won't be the independent body some leading nations 
want. It will be a unit within the secretariat of the Associa- 
tion of Southeast Asian Nations, according to secretariat offi- 
cials. The new Jakarta-based unit will provide logistical, 
administrative and other assistance to the chair of ARF, 
which rotates among Asean’s ro members. Asean intends 
the unit to preserve ARF's “institutional memory" by acting 
as the central archive and clearing house of ARF informa- 
tion, documents and data, the officials say. M.C. Abad, Jr., 
the Asean Secretariat's spokesman, will head the new unit, 
they say. Members have talked about establishing a head- 
quarters to service ARF since soon after its formation in 
1994. Japan formally proposed a separate secretariat two 
years ago, but Asean opposed the idea, worried that ARF 
would lose its informal, consensus-based character and 
become institutionalized. The new arrangement will be 
unveiled at the Asean ministerial meeting, an annual gath- 
ering of foreign ministers, which will be held in Jakarta 
_ on June 29-30. At the ARF ministerial meeting, to be held 
in the city on July 2, ARF will admit Pakistan, expanding its 
membership to 24 countries. = 
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Ambassador Boyce 
notes dramatic 
improvement in 
Indonesia's cooper- 
ation in probing a 
murder case 
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OF YOUR OWN PRIVATE WORLD. 
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SERVICE. SET AMIDST A PLAYGROUND 


OF COOLING WATERS, WARMING 


SUNSHINE AND FRAGRANT GARDENS. 





AN EXPERIENCE BOTH 


EXHILARATING AND REJUVENATING 


THAT UNFOLDS AT WHATEVER 


PACE YOU PLEASE. A DESTINATION 


FOUND ONLY AT FOUR SEASONS. 











CONTACT YOUR TRAVEL CONSULTANT, 





VISIT WWW. FOURSEASONS.COM OR 
IN HONG KONG CALL (800) 96-8385, 


OR CALL SINGAPORE (65) 6232-5926. 
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Regional Briefing 


THIS WEEK 





It’s Official: Arroyo Won the Election 


A congressional committee on June 20 finally 
declared incumbent Gloria Macapagal-Arroyo the 
winner of the Philippine presidential election. 
Arroyo beat film star Fernando Poe Jr. in the 
contentious poll to win her first electoral man- 
date since she assumed the presidency in 2001. 
The opposition had accused Arroyo's camp of 
widespread irregularities in the May ro vote. 
The army and police remain on alert ahead of 


Sjajnay 





ARROYO: Happy winner 


the June 30 presidential 
inauguration. Arroyo 
received 12,905,808 
votes—just over 1 million 
more than Poe, according 
to the final count, which 
took six weeks to complete. 
A legal challenge to declare 
the count illegal was 
rejected by the Supreme 
Court on June 22. (See 
related article on page 22.) 





With the murder of South 
Korean hostage Kim Sun Il at 
the hands of Islamic militants in 
Iraq, the Seoul government 
remained undaunted. President 
Roh Moo Hyun condemned the 
beheading of the 33-year-old 
businessman and translator as a 
"crime against humanity," but 
vowed to press ahead with a 
controversial decision to send 
3,000 additional troops to help 
in the reconstruction of Iraq. 
After months of dawdling, the 
government defied public 
opinion on June 18 and declared 
that the first batch of new 
troops-some 900—would be 
deployed by August. But Roh 
wasn't counting on the compli- 
cation of Kim's killing, whose 
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body was found by United 
States troops on June 22. 
Shocked South Koreans had 
earlier watched video footage of 
Kim begging hooded captors to 
spare him. The episode has not 
made Roh's support for the U.S. 
any easier. 
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ATROCITY: Victim Kim Sun I| and captors 


The cabinet approved a 
plan for Japanese troops 
to remain in Iraq after an 
interim government takes 
over in Baghdad at the 
end of June. The decision, 
which has triggered 
protests, will let more 
than 500 Japanese 
soldiers continue their 
humanitarian and 
reconstruction work as 
part of a United 
Nations-authorized 
multinational force. 


The problems of Mit- 
subishi Motors grew 
when Standard & Poor's 
cut its credit rating from 
B- to CCC+ and ques- 
tioned its viability. In a 
further blow, Japanese 
insurance firms said they 
might demand compen- 
sation for damages they 
had paid out on the 
company's cars. The 
latest bad news came 


. Shortly after the company 
g ^ announced additional 


cost cuts. A $4 billion 
rescue package was 
announced on May 21. 


Raising the pressure on 
Japanese banks to 
reform, regulators 
ordered UF] Bank to fix 
internal controls and said 
they might consider 


A GROUP OF 24 Hmong 
refugees from Laos left 
Thailand for a new life in à 


the first of 15,000 — 





under « anew scheme. a 





ai camps, Mir a 
lingering legacy of the 
Viet War. 


criminal charges against 
the bank for allegedly 
hiding documents and 
computer data in order to 
understate the size of bad 
loans. The Financial 
Services Agency also 
censured the bank for 
missing an earnings 
target by more than 30%, 
the maximum allowed 
under FSA rules. 


HONG KONG 


Hong Kong’s PCCW and 
Australia’s Telstra Corp. 
said they will together 
fork out $311 million to 
buy out a $1.2 billion loan 
facility extended to their 
Reach joint venture. The 
partners also agreed to 
provide $25 million each 
in working capital for the 
ailing Hong Kong-based 
undersea cable operator, 
which they said should 
cover the firm’s needs 
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through to the end of 
2005. In addition, Telstra 
said it would recommend 
to the board the write-off 
of $143 million that the 
company paid to Reach 
last year for future 
capacity use. 


PAKISTAN | 


United States President 
George W. Bush 
upgraded relations with 
Pakistan by formally 
naming it as a major non- 
Nato ally. The move will 
make Pakistan eligible for 
priority delivery of 
defence materials and is 
seen as a reward for its 
key support in the war 

on terrorism. 


REGIONAL SECURITY 


China, Russia and four 
Central Asian nations 
(Uzbekistan, Tajikistan, 
Kazakhstan and Kirgyzs- 
tan) strengthened their 
security alliance by 
inaugurating an anti- 
terrorism centre in 
Tashkent that will serve 
as a think-tank and 
clearing house to share 
information between 
alliance countries. During 
a meeting in Tashkent of 
their Shanghai Coopera- 
tion Organization, the 
leaders of the six nations 
also promised to support 
Afghanistan in bolstering 
its stability. Chinese 
President Hu Jintao, 





meanwhile, said his 
country would offer $900 
million in credit to other 
alliance countries. 


| __SRILANKA | 


The military denied 
charges by the Liberation 
Tigers of Tamil Eelam 
separatist group that it 
had assisted a breakaway 
rebel commander. The 
Tigers split in March 
when their second- 
highest military leader, 
Karuna, said he wanted to 
run the east of the island. 
He has since gone 





GONE: Tiger Karuna 


underground, but the 
Tigers say the issue could 
derail the peace process. 


Sri Lanka will re-impose a 
100% tax on foreigners 
buying land, claiming that 
locals are being priced 
out of the domestic 
market. Resentment and 
house prices have risen 
as expatriates from India, 


SECURITY FORUM: Shanghai group meets in Tashkent 





Hong Kong, Singapore 
and Europe buy holiday 
homes. The government 
claims that the sales do 
little to boost Sri Lanka’s 
economy. The govern- 
ment also said it would 
investigate earlier sales 
to make sure they were 
made legally. 


The government 
announced plans to 
introduce a 12.5% 
value-added tax on 
April 1 next year. Intro- 
duction of the much- 
delayed tax is aimed at 
boosting revenues to 
help bridge a huge 
deficit. The Congress 
Party-led coalition also 
announced plans to 
increase credit to the 
farm sector by nearly 
one-third to 1.05 trillion 
rupees ($23 billion) in 
the year to March 2005. 


3 India and Pakistan will 


set up a new telephone 
hotline between their 
foreign ministries to alert 
each other of potential 
nuclear risks. The rivals 
also agreed to continue a 
moratorium on nuclear- 
weapons testing in place 
since 1998. 


NORTH KOREA 


| 


A fresh round of six- 
nation talks on North 
Korea’s nuclear pro- 

gramme were due to 


_ open in Beijing as the 


REVIEW went to press on 
June 23. But prospects 
for a breakthrough 
dimmed after Pyongyang 
demanded that 
Washington drop its 
insistence that the North 
completely dismantle 

its programme before 
receiving aid. 








FOOTBALL PLAYER: GMM Grammy's Paiboon 


BOUNCING BID 
Thailand's bid to take a 30* stake in top British 
football club Liverpool has now bounced from the 
public to the private sector, casting a new set 
of doubts on the estimated $ 110 million deal. 
GMM Grammy, Thailand's biggest entertain- 
ment company, recently announced that it would 
pick up where the government left off after Prime 


Minister Thaksin Shinawatra cancelled plans to 


finance the deal through a state lottery. 

Paiboon Damrongchaitham, GMM Grammy's 
founder and chairman, claims to be cobbling 
together a coalition of Thailand's leading corpo- 
rations to finance the deal. Among others, Pai- 
boon says he has held talks with Advanced Info 
Services, the communications company major- 
ity-owned by Thaksin's family. 

Still, Paiboon was forced to reverse course 
after media analysts sounded warnings that the 
Liverpool investment would raise Grammy's risk 
profile and likely dampen its share price. On June 
22, Paiboon announced that he would pursue a 
Liverpool deal as a personal investment instead. 

Bangkok-based media analysts contend that 
Paiboon's bid to get Thailand's media and com- 
munications concerns under the same umbrella 
will be difficult, because many of those compa- 
nies are now competing to take stakes in Thai- 
land's state-owned television stations. 

A Liverpool deal would likely include Asian 
TV rights to some club matches. Dividing that 
concession among Paiboon and Thailand's other 
big multi-media concerns, analysts say, could be 
as cumbersome to negotiate as the initial deal 
has proved to be. Shawn W. Crispin 
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PAKISTAN 


Trouble Every Day 


President and army chief Pervez Musharraf is fighting bach. He's managing political affairs 
in military regalia and striking at the army's enemies. But Pahistan appears to be becoming more 


polarized and unstable, and no solution is immediately apparent 





By Ahmed Rashid/IsiAMABAD 


PRESIDENT Pervez Musharraf may not 
agree that Pakistan is growing increas- 
ingly unstable, but his military's efforts to 
establish control in politics and security 
are certainly becoming more apparent. 
Gen. Musharraf, dressed in full military 
regalia and sporting rows of medals as 
army chief, has for the first time taken 
to sitting in the National Assembly's 
presidential chamber and meeting with 
legislators. Hundreds of military body- 
guards swarm through the assembly build- 
ing when he arrives, causing an uproar 
among opposition politicians. Even mem- 
bers of the army-backed ruling party, the 
Pakistan Muslim League (PML), while 
accepting the reality that the army rules 
the country, express cynicism about the 
military's intrusion in parliament. 

Musharraf has taken these unprece- 
dented steps in order to drum up political 
support for the dismissal and replacement 
of Prime Minister Zafrullah Khan Jamali. 
The nonconfrontational, unassuming 
Jamali was Musharraf’s choice for the job 
after general elections in 2002. But dif- 
ferences have arisen between the two over 
Musharraf's determination to vest con- 
siderable power in a military-dominated 
National Security Council and his reluc- 
tance to give up his job as army chief 
and become a civilian president by the end 
of this year, as he has promised the PML. 
Army officers also complain that Jamali 
has been unwilling to publicly voice sup- 
port for Musharraf's agenda. 

PML leaders say Jamali will be forced 


COPING WITH UNREST: Police officers detain 
a religious student during a Karachi rally 
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DIFFICULT TIMES: Musharraf (/eft); activists protest after the killing 


out of office by the end of June. "The deci- 
sion now is not if he goes, but who will 
replace him," says a party leader who is 
close to Musharraf. 

If there is anger that the army rather 
than the elected government continues to 
micro-manage the political process, there 
is much greater anger at its inability to 
curb daily violence in the country. 

[n June alone, attacks across the coun- 
try by Al Qaeda-linked terrorists, sectar- 
ian Islamic extremists and ethnic nation- 
alists have left more than 200 people 
dead. In early June, after Sunni extremists 
carried out two large massacres of Shias 
in Karachi and unknown assailants killed 
a leading Sunni cleric, riots and protests 
shut down many parts of the city—Pak- 
istans business and commercial centre 
for several days. In all, 80 people died and 
nearly 250 were injured. On June 1o, an 
ambush on the convoy of the Karachi 
Corps commander, Lt.-Gen. Saleem 
Hayat, killed his driver, 10 soldiers and 
three policemen. Then on June 17, lead- 
ing politician Munawar Soharwardi of the 
opposition Pakistan People’s Party (PPP) 
was killed by unknown assailants. 

“There is an unprecedented country- 
wide breakdown of law and order,” says 
MP Sherry Rehman of the PPP. 

Since September 11, 2001, the army 
has tried to differentiate between its foes, 
cracking down on foreign elements in 
Al Qaeda, while applying far less pressure 
on the remnants of the Taliban living in 
Pakistan, Pakistani extremists at home, 
. and those fighting in Kashmir. That selec- 

‘tive approach has kept mainstream 
Islamic parties on side with the army. 
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Foreign Minister Khurshid Kasuri, in 
an interview with the REview in Hong 
Kong, pointed out that the government 
wanted to resolve local conflicts politically 
rather than militarily, "because, you see, 
the collateral damage is Pakistanis." 

But as Kasuri acknowledges, the 
army's military efforts continue. In the 
north, in a military offensive against 
Al Qaeda and local Pashtun tribesmen 


that began on June 9 in the tribal belt of 


South Waziristan, on the border with 
Afghanistan, some 60 militants and civil- 
ians and 20 soldiers have died. 

On June 18 the army scored a major 
success by killing extremist leader Nek 
Mohammed and four of his companions 
in a missile strike. A former Taliban com- 


mander, Mohammed, with the help of 


ENEMIES, POLITICAL 
AND OTHERWISE 


. Musharraf has expanded 
his political activities, 
lobbying legislators for a 
new prime minister 


e Attacks by terrorists, 
extremists and nationalists 
killed more than 200 
people in June alone 


* The army scored a success 
by killing an extremist 
leader in a missile strike. 
Islamic parties condemned 
the killing 









of opposition politician Munawar Soharwardi 
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WAS PAKISTAN CULPABLE ON SEPTEMBER 11? 


A United States commission investigating the September 11, 2001, 
terrorist attacks has criticized Pakistan for its support of the Taliban 
in Afghanistan, where Al Qaeda leader Osama bin Laden was based. 
“Pakistan did not break with the Taliban until after 9/11, 
although it was well aware that the Taliban was harbouring bin 
Laden," the 9-11 Commission said in a recent report. “The Taliban's 


ability to provide bin Laden a haven in the 
face of international pressure and UN sanc- 


tions was significantly facilitated by Pakistani 
support. Pakistan benefited from the Taliban- 


Al Qaeda relationship, as bin Laden's camps 
trained and equipped fighters for Pakistan's 
ongoing struggle with India over Kashmir." 

Speaking with the Review in Hong Kong 
during a stopover on his way to a regional 
conference in Qingdao, China, Pakistani 
Foreign Minister Khurshid Kasuri responded 
for the first time to this passage: 


First of all, if what it said is that the Taliban 
didn't have the capacity to keep bin Laden, 
that's their opinion. We don't share that 
opinion. But then, if you're going to start 


asking questions of this kind, then let's ask: 


Who got bin Laden to Afghanistan? The 
question will be asked: Who glamourized 


jihad against godless communists? Who regarded mujahideen 
as heroes? And whose money and whose technology organized 
these people? Then, who was happy when the Taliban took 
over? Was it Pakistan? Was it not the United States? Was it not a 


number of other countries in the world? 


v 
v 


dominance over the country's three 
smaller provinces. Baluchistan has be- 
come more volatile after the reports that 
Musharraf is preparing to dismiss Jamali, 
who is a Baluchi tribal chief. 

Jamali isn't going easily. Musharraf 
has asked him to resign, but he has 
refused to do so and is seeking a com- 
promise, according to a senior aide to the 
prime minister. In Islamabad, Musharraf 
refused to answer reporters' questions 
about Jamali's sacking. 


NO QUICK SOLUTION 
Replacing Jamali may not help much. 
There is no guarantee that a new prime 
minister would do a better job at running 
the country, when Musharraf retains total 
control over all policy decisions. Moreover, 
ousting Jamali would also erase whatever 
credibility has been given to the controlled 
parliamentary democracy that the army 
introduced in 2002. 

Although Jamali’s departure may 
increase domestic tension, there will be 
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KASURI: Who created Osama bin Laden? 


They were welcomed because the world thought the warlords 
had destroyed Afghanistan in the civil war following the with- 
drawal of the Soviet Union. Now, they were welcomed, because 
everybody thought they would come and bring peace. And they 
did bring peace. And they said they would control drugs, and they 
did control drugs. But nobody had anticipated their extremism, 


and their policies, which were quite out of 
sync with the 21st century. 

Now, your writers [who authored the 
report] have the luxury of walking away. 
Look at 20 commissions on this, not just 
one commission. But you have had the 
luxury of walking away from the cauldron. 

They walked away, and we didn't have 
the luxury of walking away, because we 
were their neighbours. You can't change 
geography. So, simply by walking away, you 
don't reduce your responsibility. 
Afghanistan is a country that is landlocked, 
and it has always depended on Pakistan to 
provide transit facilities. The point l'm trying 
to make is, let's not be selective about "this 
couldn't have happened or that couldn't 
have happened." 

Of course, we always had very close 
relations with the people of Afghanistan. 


The commission says, they couldn't have 
done this without Pakistan's support. Of course, any government 
in Afghanistan would depend on Pakistan, because it's land- 
locked. Because there is no other way. What can we do? We have 
lived with governments that have been hostile to Pakistan, also. 


So | think this is a limited view of the situation. 


few protests from Washington, which has 
consistently let Musharraf have his way to 
prevent greater instability should he lose 
power. "There's great recognition by Pres- 


ident Bush for what President Musharraf 


is doing," says Kasuri. 

The Bush administration wants the 
army to step up efforts to find Al Qaeda 
leader Osama bin Laden, and wants Pak- 
istan to provide troop support in Iraq after 
the U.S. handover to an Iraqi government 
on June 30. The latter may not be easy. 
"We will send troops to Iraq only if certain 
conditions are fulfilled," says Kasuri. Pak- 
istan has been asked to send troops as part 
of a United Nations protection force, 
Kasuri emphasizes, and so the UN would 
have to agree to go there first. What's 
more, he says, “it must look as if the peo- 
ple of Iraq want us." 

On June 16 Bush declared Pakistan a 
major non-Nato ally of the U.S. That same 
day the commission investigating the Sep- 
tember 11, 2001, terrorist attacks in the 
U.S. said the Taliban's ability to provide 


A] Qaeda a safe haven in Afghanistan “was 
significantly facilitated by Pakistani sup- 
port." (See article above.) 

Now that Al Qaeda is encouraging 
local militants to take on the military 
directly, the army may have little choice 
but to clamp down on all extremists. Such 
a crackdown will be politically resisted by 
the mainstream Islamic parties and 
resented by Islamic-minded officers in the 
army, who think Musharraf's alliance 
with the U.S. has gone too far. Moreover, 
other sources of violence and unrest have 
emerged for which the army has no clear 
policy and even less political support to 
implement one. 

The army's popularity and credibility 
may be at their lowest ebb, but it is likely to 
retain control as long as there is no unified 
opposition against Musharraf. Instead, 
Pakistan is swiftly becoming a more acutely 
polarized and unstable state, and no polit- 
ical cure is immediately apparent. & 

David Plott in Hong Kong contributed ` 
to this article 
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Total vision 

That's what you get when 
you manage your shipping 
with UPS CampusShip" 
You'll have the overview 
wherever you operate 
What's more, anybody In 
any department can access 
UPS shipping services. You 
decide. Setting boundaries 
for some or autonomy foi 
others, whilst still 
overseeing costs. That way 
you Can reduce errors 
track budgets and make 
sure every detail ol 
shipping is billed properly. 
There's no installation 

No costly software. Get out 


vision working for you 


www.ups.com 


Your employees are making 
shipments out there. 


How do you control it all from here? 
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JAPAN 


Faint Praise 


Though real reforms have been rare, Junichiro Koizumi has projected a strong image 
and picked good assistants. That may not be enough to mahe him a winner 


COULD JUNICHIRO KOIZUMI be Japan's most successful 
prime minister since the high-growth years of the 1980s? Well, 
probably—but that isn't saying much. Koizumi arrived in 
office three years ago, when Japan was at its lowest ebb 
since World War II. The economy had barely grown for 
more than 10 years, the banking system was ready to crum- 
ble and a succession of leaders had failed to stop the drift. 

Upon taking office, Koizumi said Japan needed wrench- 
ing change, and he started a drive to accomplish just that. 
Today, the Japanese economy has recorded two quarters 
of what, for it, has been spectacular growth. The econ- 
omy grew at an annualized rate of 7.4% in October-Decem- 
ber 2003 over the previous quarter, and then 6.1% in Jan- 
uary-March. Stumping over the weekend for upper-house 
elections on July 11, Koizumi reminded voters of his first 
catch-phrase as prime minister: "It's as I said: ‘No recovery 
without reform." 

Voters will soon have a chance to judge how much credit 
to give Koizumi and his party for both the recovery and reform. 
On the surface, the upper-house elections look innocuous: 
The chamber's powers are limited to delaying or modifying 
legislation, and only half its seats are up for grabs. But the 
elections also reflect a leader’s ability to marshal popularity 
for his party. So even when a leader of the ruling Liberal Demo- 
cratic Party (LDP) isn't specifically seeking re-election, his party 
will often judge him based on the party’s performance and 
begin to contemplate a change if the performance isn't good. 
Over the past 15 years, four out of five upper-house elec- 
tions have been followed within a year by the prime minis- 
ter being forced out of office. 

The exception was Koizumi in 2001. Then, he was the 
newly anointed head of government—a fresh face, with an 
appealing promise to shake Japan out of its malaise. Banks 
were creaking under tens of trillions of yen in bad loans 
that jammed up the financial system. The resulting fall in 
lending led to a reduction in demand, which sent prices falling 
and acted as a headwind against growth. 

Those days are almost hard to remember now that Japan 
is the world's most-surprising advanced economy, outstripping 
even the United States in growth. Corporate earnings are 
expected to expand both this year and next, which would mean 
four straight years of increased profits for the first time since 
the late 1980s. More important, some of the structural prob- 
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GRADING KOIZUMI 


B Financial-System Reform 
Delegates well. The appointments , 
of Heizo Takenaka and Toshihiko 
Fukui to key financial positions "34 M 
have been qualified successes = 


Restructuring the Economy 

Little progress in reforming the postal savings 
system or wasteful highway corporations. 
Economic recovery depends heavily on demand 
from China 


Foreign Policy 

Unlike predecessors, at least Koizumi 

bothers with this. Faced down Pyongyang over 
abductions of Japanese. Cemented the U.S. 
military alliance 


Leadership 
Plain-spoken and telegenic, Koizumi projects 
much-needed confidence to Japan 


Overall 

In the past, “good” Japanese prime ministers 
have been ones who did little wrong. Koizumi 
actually has some positive accomplishments. 





ttie Blue Wolf Productions /Corbis; AFP (inser) 


lems seem to be easing. Lending by regional banks has been 
growing for several quarters, possibly indicating a turnaround 
for the banking sector as a whole. Many economists predict an 
end to deflation in a year or so. 

All of which makes Koizumi a miracle-worker, right? No 
way, say opponents. They point to his failure to deliver the ' 
major structural shake-ups he promised, like privatizing 
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the wasteful, semi-public highway corporations and deliv- 
ering meaningful reform of the postal savings system. 
Instead, they say, Koizumi has provided a trickle of well- 
meaning but minor initiatives such as establishing spe- 
cial deregulation zones, which have allowed some sea 
ports to operate round the clock. 

What's more, Japan's economic turnaround owes 
much to the strength of other countries. In addition 
to the U.S., China has been a key source of demand. 
Japan's exports to China jumped 33% in 2003, account- 
ing for four-fifths of its export growth. Domestic factory 
investment has taken off as well, to manufacture the 
products being exported. 

“I don't think the economy is good because of 
Koizumi's policies," said Katsuya Okada, leader of 
the Democratic Party of Japan, the main opposition 
group. "It's because of private businesses who have 
given up on the government and decided to work hard 
themselves." 


‘SURPRISINGLY COMPETENT 

In fact, most analysts seem to grade Koizumi merely as 
“surprisingly competent.” When he took office, he showed 
little interest in financial affairs, which were at the heart 
of Japan's problems. Koizumi has made up for that with 
some smart delegation. He entrusted banking policy to 
Heizo Takenaka, an academic economist who imposed 
more rigorous examinations of banks. When critics within 
the LDP lashed out against Takenaka, Koizumi stood firm. 
Major banks are at last carrying out meaningful overhauls 
of their loan portfolios, and Takenaka is so popular that 
Koizumi recently persuaded him to run in next month's 
elections to boost the LDP’s reformist image. 

Koizumi also appointed Toshihiko Fukui as Bank 
of Japan governor. Thomas Byrne, a senior credit officer 
at Moody's Investors Service, said that Fukui “probably 
has eased deflationary pressures.” 

Voters, however, are not exactly ecstatic. Of course, 
they like the feel-better mood that has washed over Japan 
during Koizumi's watch. But they didn't like his decision 
to let the Self-Defence Forces—Japan’s military—join 
a multinational force in Iraq. And they didn't like the 
way he rammed through parliament a plan to reform 
the nation’s pension system to cope with an ageing soci- 
ety. Ironically, the pension-system reform was also a 
reminder for some critics of long-term problems that 
Koizumi has not fully addressed—like public debt that has 
swollen to 17096 of GDP. 

Koizumi's approval rating slid over the past month 
from 54% to a none-too-stellar 40%, according to a poll 
released on June 22. So while Koizumi is expected to 
remain in power for another two years, after which 
his term as LDP leader comes to an end, political ana- 
lyst Shigenori Okazaki assigns a 40% probability to his 
__ being forced to resign early. This, he thinks, will hap- 
"pen if the LDP wins less than 50 of the 121 upper-house 

seats up for grabs. & 
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IPOs 


A Giant Stirs 


Indian software titan Tata Consultancy Services 


kicks off a landmark listing 





By Joanna Slater/MUMBAI 


FOR YEARS, a steady stream of investment bankers has visited 
Bombay House, headquarters of India’s Tata group, with a sin- 
gle goal in mind; persuading the conglomerate to list its crown 
jewel, software giant Tata Consultancy Services. But through 
the tech boom and beyond, TCS remained in private hands, 
even as its smaller peers executed successful listings. 

On June 10, the Tata group finally ended the suspense. 
With TCS initiating the listing process, India's largest-ever 
[PO is now in the pipeline. Market watchers say the 13% stake 
on offer is likely to bring in $1 billion-1.3 billion. The com- 
pany's market debut could come as early as mid-July. 

For the first time, investors are getting a glimpse inside 
the company that started the country’s tech revolution and 
grew into a colossus. With offices in 32 countries and $1.1 bil- 
lion in revenues in the nine months to December 2003, 
TCS has size and reach unlike any other Indian software com- 
pany. But it also differs in potentially significant ways from 
its local rivals, Infosys Technologies and Wipro. It has slightly 
lower profit margins, a broader array of services and a greater 
reliance on a single customer, General Electric. 

The TCS listing comes at a politically sensitive juncture. 
India’s markets have recovered somewhat from the turmoil 
that followed the national election in May, but investors are 
waiting for a signal from the new government on its com- 
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MAKING HISTORY: Ratan Tata, chairman of Tata Sons, whose 
software arm is to be listed in India's largest IPO 


mitment to economic reforms. The government is due to pres- 
ent its budget in parliament on July 8. If the budget isn't viewed 
as pro-reform, stocks could tumble and the Tata group may 
postpone the listing. On the other hand, the budget may also 
lift investor sentiment. “If it's a good budget, you could get a 
lot of foreign investors coming back in strength,” says Jon 
Thorn, managing director of the India Capital Fund. 

Bankers and analysts say there shouldn't be any short- 
age of interest in the TCS mega-listing, provided it’s priced 
attractively. The stock could debut at anything between 750 
and 1,000 rupees ($16 and $22) per share, they say. Mean- 
while, stocks of other Indian tech firms like Infosys and Wipro 
could suffer in the short term as investors sell shares in 
their portfolios to allocate resources to TCS. 

“This is a wonderful coming-of-age party for the Indian IT 
industry,” says Jayant Sinha, a partner at consultancy McKin- 
sey & Co. in New Delhi. “There are now three very able, suc- 
cessful competitors that have emerged with north of $1 billion 
in revenues and with a lot of momentum behind them.” 

Analysts say they've been pleasantly surprised by the num- 
bers unveiled by TCS in its draft prospectus filed with India's 
stockmarket regulator. While TCS has slightly lower profit 
margins than Infosys, some experts had expected even lower 
margins given the amount of work TCS does at its clients’ 
premises, rather than in India, where it’s less expensive. Some 
analysts say that TCS has saved on costs by reining in mar- 
keting spending and employees’ salaries. 

Ganesh Duvvuri, a tech analyst at brokerage Motilal Oswal 
Securities in Mumbai, says the comparatively high propor- 
tion of work TCS does overseas is a potential source of con- 
cern. So too, he says, is the fact that 17% of revenues in 
2003 came from General Electric. The biggest clients at 
Infosys and Wipro, in contrast, account for no more than 
8% of revenues, he says. While GE is a huge customer that 
transfers knowledge to its Indian software suppliers, it’s 
also known for driving a very hard bargain. 


IMMINENT WINDFALL 

Analysts point out that TCS's size allows it to handle very large 
projects. “They do a lot of low-end work, but also serious, high- 
end consulting and [IT] architecture,” says an analyst who, 
like several others, asked not to be named because his firm is 
involved in the IPO. A TCS spokesman declined to comment 
on the company’s upcoming listing. 

Investment bankers have been preparing the groundwork 
for the IPO for at least two years, says a financier involved with 
the deal. Tata Sons, the Tata group parent company, stands to 
make a windfall as it turns an internal division into a publicly 
traded entity. For years TCS provided Tata Sons with a lucra- 
tive stream of cash. So when it came to listing the software 
arm, there was a “kind of split in the house” on whether to go 
public, Tata Sons Chairman Ratan Tata told the Review in 
December. No longer: With each week TCS moves closer to ` 
making history on India’s stockmarket. & 
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yields some fruit—for a few days, at least 


By John McBeth/]AKARTA and 
Bertil Lintner/BANGKOK 


ARMED WITH EVIDENCE from witnesses and Indonesian 
intercepts of e-mail and satellite-phone traffic, Swedish pros- 
ecutors arrested two exiled leaders of the Free Aceh Movement 
(Gam) on suspicion of violating international laws. The 
Indonesians claim that their material shows that Gam lead- 
ers in Sweden have been sending instructions to their forces 
in Aceh, including orders to burn schools, kidnap village chiefs 
and carry out bomb attacks, according to Indonesian officials 
and other people familiar with the investigation. 

But on June 18, three days 
after they were taken into cus- 
tody, a Swedish court released 
self-styled Aceh “Foreign Min- 
ister” Zaini Abdullah, 63, and 
“Prime Minister” Malik Mah- 
mud, 64, saying the evidence 
presented was insufficient to 
hold them. Stockholm prosecu- 
tors decline to comment on 
their continuing investigation 
into the two men and 80-year- 
old Gam chief Hasan di Tiro, 
who escaped arrest because of 
ill health. 

The three men had been at 
the forefront of peace talks with 


Jakarta. But when those broke BRIEFLY DETAINED: Acehnese leaders Malik (/eft) and Zaini 


down in April last year, the 
Indonesian armed forces the next month launched a year-long 
campaign against Gam fighters on the ground. At the same 
time, the government embarked on a strategy to neutralize 
Gam’s political leaders by proving that they were breaking the 
law in their adopted homeland. 


KEY EVIDENCE 
Their painstaking evidence-gathering included months of 
eavesdropping on e-mail messages and phone calls between 
Aceh and Sweden. One of the key pieces of evidence shipped 
to Swedish public prosecutor Thomas Lindstrand was a lap- 
top computer, captured in a raid on a Gam hideout in Aceh, 
according to the sources familiar with the probe. Lindstrand 
“himself visited Indonesia in March to question witnesses. 
Indonesian Foreign Ministry spokesman Marty Natelagawa 
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Jakarta’s effort to legally neutralize exiled separatists 
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claims the hard drive contained “incriminating” material that 
helped build the case against the three leaders. He gave no 
details, but Indonesia has focused on seven criminal acts 
allegedly committed by Gam guerrillas between 2000 and 
2004. These include the bombing in September 2000 of 
the Jakarta Stock Exchange, which killed 15 people. 

Indonesian and Western diplomats say the prosecution 
of di Tiro and Zaini, both naturalized Swedish citizens, and 
Singaporean-born Malik, would deal a heavy blow to the 
political arm of Gam, which has been fighting for independ- 
ence since 1976. But Gants spokesman in Stockholm, Bakhtiar 
Abdullah, seeks to play down the significance of the arrests. 
“The accusations against our leaders are groundless and fab. 
ricated,” he says, while adding: “Our history has shown us that 
it doesn't matter if our leaders are arrested." 

Ishak Daud, Gant's East Aceh district commander, vows 
that the group will fight on against a 40,000-strong military 
force that has become a virtual army of occupation. "This won't 
undermine our struggle," he told the Review in a telephone 
interview. "On the contrary, it has induced a spirit in us to con- 
tinue pursuing our clear mission. We are confident it will only 
benefit us . . . we can pursue our struggle by explaining our 
mission in Aceh before an international court." 

The military claims to have 
killed more than 1,900 Aceh- 
nese guerrillas and captured 
1,150 since launching its mili- 
tary campaign in May last year. 
That leaves an estimated 30% of 
the original rebel force remain- 
ing. The government also 
claims to have seized 1,000 
weapons, or less than half of 
what is thought to be in the 
Gam inventory. 

[n tandem with the mili- 
tary campaign, government offi- 
cials worked behind the scenes 
to convince the Swedes that 
their crackdown on the activities 
of Gam's exiled leaders was 
legally justified. This was after 
Stockholm had made it clear that it was not illegal for Swedish 
citizens and residents to provide moral support for revolu- 
tionary and political movements around the world. If 
Jakarta wanted to take action against Gam, the Swedes advised, 
then it would have to come up with concrete evidence show- 
ing that the guerrillas were taking orders for specific acts of 
violence from the Stockholm-based leadership. 

"It was a gradual process," recalls former Foreign Min- 
ister Ali Alatas, whose visit to Stockholm in March last year 
set the plan in motion. "Gradually, we succeeded in getting 
across to them that here are Swedish citizens perpetrating vio- 
lent acts and aiding, abetting and leading a rebellion in a 
foreign country. Does Swedish law allow this, we wanted to 
know? If it doesn't, then please do something about it." = 

Rin Hindryati contributed to this article 
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ELECTION UPSET: 
Grace Padaca 
celebrates as she 
is sworn in as the 
new governor of 
Isabela province 


PHILIPPINES 


Provincial 
Power Pla 


Elected governor of Isabela, a radio anchor 








finds that defending her victory in court is another, 


perhaps more difficult challenge 


By James Hookway/MANiLA 


GRACE PADACA isn't the kind of politician usually found in 
the rural heartland of the Philippines. She has no private army 
at her disposal, nor sweeping hectares of sugar or coconut 
plantations. Because of a childhood bout with polio, she walks 
with the help of crutches. 

Yet Padaca, 40, was elected governor of the fertile farm- 
ing province of Isabela in northeast Luzon on May 10, beat- 
ing her rival from one of the country's prominent political 
clans by a sizeable margin. Now the independent-minded 
candidate has another, perhaps more difficult fight on her 
hands: making sure her election victory stands up in court. 

Shuttling between her lawyer's office and the crumbling, 
Spanish colonial-era election-commission headquarters in 
Manila, Padaca is discovering that winning an election is 
only half the battle in the Philippines. Here, democracy is 
something conducted through lawsuits and tribunals as 
often as the ballot box. 

Earlier this year, presidential candidate Fernando Poe Jr. 
was accused of being a foreigner and thus ineligible for the 
presidency. Now that his opponent, incumbent President Glo- 
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ria Macapagal-Arroyo, has won the painfully slow ballot count, 
Poe's supporters have mounted their own legal challenges 
over the way the vote was tallied. Despite Arroyo's victory, 
announced on June 20, there is a possibility of farcical denoue- 
ment: While Arroyo is sworn in as president in Cebu City 
on June 30, Poe, a movie actor by trade, has said he may stage 
his own inauguration in Manila. 

The legal aftermath of the May ro election has now spread 
to grass-roots contests. Padaca, for example, has been in Manila 
for three weeks defending her own win against allegations that 
she coerced voters with the help of communist guerrillas. 
Padaca rejects the charges and regularly appears on televi- 
sion to publicize her case. She spends much of her time in 
the capital discussing strategy with her lawyers. "If I dort fight, 
then things can happen quietly in the dark,” she tells the REVIEW. 

At her proclamation as Isabela's new governor on June 
14, lawyers acting for the former governor, Faustino Dy 
jr., delayed Padaca's oath-taking for more than two hours. 
Rebuffed by the election commission, Dy and his legal team 
will take their mission to nullify the Isabela election result 
to the Supreme Court. 

Whatever the eventual outcome of the legal wrangling, 
Padaca has already captured the imagination of the Philip- 
pines. For some Filipinos, she has become a symbol of what 
democracy is supposed be, rather than the protracted legal 
tussles that electoral contests often become. "Ordinary peo- 
ple who felt helpless against dynasties and political machin- 
ery have gotten the starch back into themselves," says TV talk 
show host and political activist Solita Collas-Monsod. "Grace 
has shown them that they can make a difference. She has 
restored our confidence. She has given us hope." 

Padaca's election win is noteworthy because it is com- 
paratively rare. Away from the institutions of liberal democ- 
racy in Manila, broad swathes of the Philippines are still 
run by a patchwork quilt of local power brokers. It's like this 
in much of the developing world. Democracy may be active 
in Asia's cities, but out in the hinterland, people often live with ` 
a different social structure: feudalism. 


July |, 2004 


The Region 


[n the Philippines' case, a dynasty established by the late 
President Ferdinand Marcos still runs large chunks of the 
main island, Luzon. On the small Dinagat Island in the south, 
the Ecleo family rules unchallenged, thanks to the help of a 
bizarre Christian cult founded by the clan's patriarch. 

In Isabela, the Dy family has run things for 32 years, 
thanks in part to a series of alliances with other power bro- 
kers, including Marcos. The family is accused of bringing 
little during these years to the small farmers they represent, 
despite Dy Jr.'s efforts to expand education and promote 
investment. But breaking the Dy family's monopoly on power 
was always going to be difficult; Padaca ran for Congress 
against one of the clan in 2001, but lost. 

Yet Padaca, the daughter of poor schoolteachers and 
trained as an accountant, could have won if she had been a lit- 
tle better organized. She had one valuable asset in her favour— 
her 14 years as a political commentator on local radio sta- 
tion Bombo Radyo. 

Every day, from 6 a.m. to 9 a.m., she read the news, 
threw light on political abuses and occasionally railed at 
national leaders, too. Burned out from her radio job, she quit 
in 2000 to become an auditor. After failing to be elected a 
congresswoman in 2001, she tried to become governor 
this year, determined to give people in 
Isabela a real choice. 

This time, incumbent Governor Dy was 
supported by Arroyo's political party plus a 
major opposition party and a variety of reli- 
gious sects. He also enjoyed the considerable 
financial resources of his family, as well as his 
own wealth from his successful logging and 
construction enterprises. Dy also had the 
backing of 34 of the province's 36 local may- 
ors. Even so, Padaca—helped by a small team 
of diverse supporters, including members of the Catholic 
Church—won by 44,000 votes. Isabela voters were tiring of 
their traditional leaders. 

“I told the people of Isabela that if we don't stop the Dy 
dynasty now, then we never will,” she says. “At least voters 
knew I won't be starting a new dynasty of my own—I'm sin- 
gle and don't have any children.” 

Word from the valleys of Isabela is that some members of 
the Dy clan may now encourage a recall referendum, like the 
one that removed California Governor Gray Davis and installed 
Amold Schwarzenegger in his place earlier this year. With their 
influence still strong among local mayors, the Dy family would 
have a good chance of signing up the necessary 25% of voters 
needed to get recall proceedings started. 

The Dys' immediate plan, however, is to secure Padaca's 
disqualification and get the Supreme Court to overturn her 
inauguration. The family's lawyers say Padaca worked hand 
in hand with the communist New People's Army to force peo- 
ple to oust Faustino Dy Jr.—an allegation which Padaca 
denies and others find absurd. Said Raul Roco, a former sen- 
_ ator and one of Padaca's few political allies, “32 years as the 
ruling political leaders in Isabela, and they're terrorized by a 
woman who walks on two crutches? Incredible." & 


Philippine Daily Inquirer 
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COURT CASE: The 
election could 
ultimately be decided 
in the Supreme Court 
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Lessons From the Cold War 


By Robyn Lim 


The writer is professor of international relations 
at Nanzan University in Nagoya, and the author of 
The Geopolitics of East Asia 


Margaret Thatcher's eulogy at Ronald Reagan's funeral reminds 
us of the vital role they played in winning the Cold War. There 
may also be a few lessons here in how to end the North Korean 
nuclear crisis without war. Whichever way one looks at that, 
China holds the key. 

The critical point ofthe Cold War was a vote in the West Ger- 
man parliament in 1983. Despite huge protests, fanned by 
Moscow, the parliament voted to station Pershing IIA ballistic 
missiles in West Germany to counter the threat posed by Soviet 
SS-20 missiles. The SS-20s were potential alliance busters—the 
first accurate Soviet missiles that could reach Western European 
capitals but could not reach the continental United States. But 
the West Germans, backed by Thatcher and French President 
Francois Mitterrand, stood firm. The crisis was resolved only 
when the Soviet politburo realized that the Pershing IIA could 
fly into the Kremlin from a West German base in only six min- 
utes, with even less warning time. No time to hit the bunkers. 
Thus the advent of Reagan, the most hardline U.S. president 
in recent history, induced the Kremlin to come up with Mikhail 
Gorbachev—a relative moderate who thought he could reform 
Soviet communism. The rest, as they say, is history. 

Similarly, the United States today will not be able to resolve 
the North Korean nuclear crisis unless it is able to make a 
credible threat to the survival of Kim Jong Il. Nuclear weapons 
are essential to the preservation of the regime in Pyongyang, and 
it is a delusion to think Kim will give them up through negoti- 
ations. Moreover, no U.S. president can live with the risk that 
North Korea might sell fissile material to terrorist groups. 


China probably sees that the U.S. is beginning to 


play to its strengths on the Korean peninsula ,, 


China has done much to help create this Frankenstein's 
monster, even though it has been unable to control North 
Korea's dangerous brinkmanship. So what will China make 
of U.S. plans to withdraw the bulk of American combat forces 
from South Korea? China will probably see that the U.S. is 
beginning to play to its strengths on the Korean peninsula. 

Although there are divided counsels in Beijing, the politburo 
is unlikely to see the Pentagon's plans as a sign of American 
weakness. True, U.S. ground forces are stretched thin in Iraq, 


24 Far Eastern Economic Review 





A 


and America can no longer afford to have one-tenth 
of its ground combat power bogged down in South 
Korea. Thus one of the two brigades of the Second 
Infantry Division will be going to Iraq soon. Reports 
suggest that U.S. Secretary of Defence Donald 
Rumsfeld intends to send the remaining brigade by 
the end of 2005. Hence, the consternation in Seoul. 
But President Roh Moo Hyuris government has not 
been attuned to U.S. security interests, and has 
become a de facto ally of China. 

Moreover, America retains nuclear, conventional 
and maritime forces that it could use to devastat- 
ing effect against the North. With U.S. ground forces 
no longer hostage to North Korea, China may think 
that the risk of a U.S. pre-emptive strike on North 
Korea's nuclear facilities is becoming more likely. 

The development of nuclear “bunker busters,” 
which can target deeply buried command structures 
and weapons caches, is flying not far beneath the 
radar screen in the U.S. Some say such weapons are 
"unusable" because the U.S. does not know where 
all the North Korean facilities are. And the risk of 
fallout will be unacceptably high. All of this may 
be true. But what really counts is what Beijing thinks. 
Can it afford to assume that the U.S., if vital inter- 
ests were at stake, would not use tactical nuclear 
weapons on China's Manchurian frontier? 

Currently, North Korea, which has long de- 
manded that all U.S. forces be withdrawn from the 
Korean peninsula, is complaining even as it is 
getting what it has long demanded. Pyongyang is 
howling that America is clearing the decks for a pre- 
emptive strike on the North's nuclear facilities. That 
is unlikely to be true. But would it be unhelpful if 
China were to think that it were? 

China is no disinterested broker in the six- 
talks. Thus the consequences of the U.S. withdrawal 
of ground forces may be to raise pressure on China 
to rein in North Korea. Yet China is already respond- 
ing to this growing pressure by saying it does not 
believe the North has a uranium-enrichment plant. 
So changing the calculus in Beijing is not going to 
be easy. Beyond that, the trickiest part might be 
Japan. Junichiro Koizumi's unilateralist approaches 
to North Korea are not driven only by domestic 
politics, but also by fear: Fear of a refugee outflow 
if Pyongyang collapses; fear that war, including pos- 
sibly the use of nuclear weapons, might be becom- 
ing more likely on the Korean peninsula. 

It's always hard to deter enemies without fright- : 
ening allies. But there's a lesson to be learned from 
Reagan and Thatcher in standing firm. = 
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Asian Powers Strive for 
Better Relations 


Two emerging Asian powers with a history of chilly 
relations are seeking to improve their ties. High-level 
government officials from China and India met on 
June 21 in the port city of Qingdao in northeastern 
China. Both sides said they hoped the meeting would 
encourage a closer relationship between their nations. 
Indian External Affairs Minister Natwar Singh met 
his Chinese counterpart, Li Zhaoxing on the sidelines 
of a regional conference of foreign ministers. 

A spokesman for China said it was the first meeting 
between the two ministers. Relations between the 
giant nations have been troubled by growing rivalry on 
both economic and military matters as well as by 
China's long-standing friendship with Pakistan, with 
which India's relations have only recently begun to 
thaw. India and China fought a brief border war in the 


IMPROVING TIES: Singh meets Li 





Himalayas in 1962. 
Four years ago, the two 
agreed to expedite 
a decision on their 
still-disputed mutual 
border. That agreement 
has led to increased 
trade between the coun- 
tries, which reached 

* $5 billion in 2002. 


CONTROVERSIAL ARMS SALE TO TAIWAN 
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China is establishing its 
first orphanage for 
children of parents who 
died from Aids in the 
central province of 
Henan. Children from 6 
to 9 years old will be 
admitted to the orphan- 
age, according to 
China’s Xinhua official 
news agency. After 
denying for many years 
that it had been signifi- 
cantly affected by Aids, 
China last year esti- 
mated that it had about 
840,000 people with HIV 
or Aids. But experts say 
that the problem may be 
much bigger and 
increase to 10 million 
victims by 2010. 


BANKS 


Three state-owned banks 
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each of them to try to 
outdo the others by 
offering better coupon 
rates than they would 
otherwise need to. 


OIL 


The United States and China have continued to clash repeatedly over the 
question of American military sales to Taiwan. A delegation from Taiwan 
visited Washington recently to discuss plans for an $18 billion purchase of 
arms from the U.S. Beijing said it was clear that separatists on Taiwan were 
fighting reunification with China, Beijing's long- standing goal. Meanwhile, 
the U.S. urged Taiwan to increase its defence capabilities. In early June, 
Taiwan's cabinet approved a special budget to buy advanced weaponry from 
the U.S. including eight submarines, modified Patriot anti-missile systems 
and a fleet of anti-submarine aircraft. Some critics say that the weapons, 
which are to be delivered over a 15-year period, will not arrive in time to 
help Taiwan repel any attack from China in coming years. Others say that 
Taiwan cannot afford the purchases. 


plan to raise a total of 
$2.3 billion in separate 
bond placements next 
month. The three, China 
Development Bank, 
Export Import Bank of 
China and Industrial & 
Commercial Bank of 
China (Asia), will essen- 
tially be competing with 
each other for the inter- 
est of investors, which 
analysts say may force 





Japan said it is concerned 
about the construction of 
new Chinese natural-gas 
drilling rigs close to its 
exclusive economic zone 
in the East China Sea. A 
Japanese spokesman said 
China could "take out 
resources" from Japan's 
exclusive zone even 
though the rigs are to be 
in Chinese territory. >> 
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Volkswagen cut prices in 
China by up to 11.7%, 
responding to a similar 
price cut from rival 
General Motors. Car sales 
in China fell 2096 in May 
compared with April, the 
second straight month of 
decline. Several interna- 
tional car makers have 
announced plans to 
invest some $13 billion 
over the next few years, 
roughly tripling annual 
capacity in China to 
about 6 million vehicles. 


TRADE 


The Brazilian government 
said on June 21 that it 
had reached an agree- 
ment with China to end 
Beijing's ban on Brazilian 
soybeans. The ban was 
imposed because of 
alleged contamination by 
carboxin, a fungicide 
harmful to humans. 
Brazilian soybeans have 
been banned from China 
for two months, eating 
into what is more than 
$1 billion in oilseed trade 
between the two nations. 


EXERCISES 


China and Britain have 
conducted their first-ever 
joint naval exercises. The 
drills are the latest in a 
string of similar engage- 
ments that China's 
military has had with 
forces from other coun- 
tries in recent months. 
Earlier this year, China 





AFP 





held joint exercises with 
France; last year, it 
conducted exercises with 
Pakistan and with India. 
The exercises with Britain 
were expected to last six 
hours and involve about 
550 crew from both 
sides. Included in the 
activities was a two-hour 
search-and-rescue drill. 


Former President Jiang 
Zemin presided over the 
promotion to full general 
of 15 military and para- 





Ne 1 P e 
" a r, ) 9 l ] p 


LI 


STAYING POWER: Jiang may keep job 


military officers on June 
20, according to China's 
state-run media. Analysts 
said that Jiang's involve- 
ment signals that he will 
continue to be in charge 
of China's military, a post 
he retained after stepping 
down as president in 
2002, when he was 
replaced by current 
President Hu Jintao. The 
analysts said that the 
promotion of Jiang's top 
bodyguard was a particu- 
larly important sign that 
the former president will 
stay in his post. 


MILITARY MISSION: China and Britain in joint exercises 





BUSINESS DIGEST 


CHIP MAKER POSTPONES IPO 

Chip maker CSMC Technologies postponed its initial public offer- 
ing because it was worried that investors would continue to show 
their recent lack of enthusiasm towards Chinese companies that 
rely on exports. CSMC had already halved its fund-raising target for 
the IPO to $87.5 million, but on June 21, only days before it was 
to begin trading in Hong Kong, the company said that it couldn't 
agree on a final offer price with underwriter Citigroup. Analysts said 
that a recent sell-off of Chinese stocks on worries that interest rates 
would rise had curbed demand for IPOs. Some companies, how- 
ever, were successful. Ping An Insurance, China's second-largest 
life-insurance company, was planning to begin trading on June 24 
and had picked a price-HK$ 10.33 per share ($1.33)—in the middle 
of its preferred trading range. 


TRADING ALLEGATIONS 

Trade rows that saw China accusing some of the world's top opti- 
cal-fibre producers of dumping products below cost and the United 
States slapping tariffs on Chinese furniture makers roiled rela- 
tions between the two countries. The furniture battle saw the U.S. 
Department of Commerce reject many of the claims from American 
furniture makers that Chinese producers were dumping goods. Ana- 
lysts said that the proposed U.S. tariffs are relatively small for 
most items and weren't likely to affect U.S. consumers or the mar- 
ket share of big Chinese sellers significantly. Analysts say that China 
produced about 40% of all furniture sold in the U.S. last year. The 
one area in which the U.S. did impose substantial penalties was bed- 
room furniture made mostly by smaller Chinese factories. The tar- 
iff of almost 20096 on wooden bedroom furniture will effectively price 
these producers out of the market. 


UPDATING THE BANKRUPTCY LAW 

China's legislature is considering new bankruptcy legislation that 
would update a law passed 18 years ago. Drafters of the law say 
that it could be passed early next year. Proponents say that it will 
do a better job of defining critical terms such as insolvency, as well 
as stipulating rules governing the hierarchy of creditors. The exist- 
ing law addresses only state-sector bankruptcies, while the new 
law will establish guidelines and principles for private-sector bank- 
ruptcies. The old law tended to favour debtors over creditors, 
according to legal experts, while the new law will promote the inter- 
ests of creditors more. 


BEIJING BOOSTS ENERGY PRICES 

Beijing has decided to raise electricity prices for many consumers 
to help avoid power shortages in major cities during the summer. 
Parts of southern China are already enduring scheduled power cuts 
and factories have been ordered to use power more efficiently. 
China's State Electricity Regulatory Commission said that shortfalls 
in electricity supply will likely persist for the rest of the year because 
of strong demand. China recorded a 16% year-on-year increase in 
electricity consumption in the first five months of 2004, according 
to the Shanghai Securities News. 


Elsewhere in the Review: 


A Guide to Business Travel in China (page 61) 
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Honc KONG 


Talk of Compromise 


After weehs of tension between Beijing and the pro-democracy camp in Hong Kong, a spirit of 
accommodation is in the air ahead of elections. A new political force may also be emerging 


ANY DOUBTS the Chinese government 
had about Hong Kong people's determi- 
nation to defend their freedoms would 
have been dispelled on June 4. At the 
annual candlelight vigil in Victoria Park 
to commemorate the 1989 massacre of 
student protesters in Beijing's Tiananmen 
Square, some 80,000 people turned out, 
according to organizers. Police put the 
number closer to 50,000, but either way, 
it was significantly larger than in 
previous years. What was impres- 
sive was not just the turnout, but 
the dignified resolve of ordinary 
citizens from all walks of life to 
show their disappointment with 
Beijing's recent decision to put 
democratic reforms in Hong 
Kong on hold. 

The June 4 turnout presages 
an even bigger public show of 
disappointment at a planned 
march on July 1, the anniversary 
of Hong Kong's 1997 handover 
to Chinese rule. “We are very dis- 
appointed with Beijing's decision 
and the only way to show our will 
is to be present on July 1,” says 
Herman Tang of the Democra- 
tic Development Network, an 
activist group of academics and profes- 
sionals. Organizers say they expect 
around 300,000 people to join the 
march—less than the 500,000 who 
marched on July 1 last year, yet still size- 
able in a city of 7 million. 

But don't expect an angry confronta- 
tion with Beijing on the streets of Hong 
Kong. For, perhaps more significant than 
the coming march is the change of polit- 
ical climate in the territory after the April 
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26 decision by China's legislature to rule 
against universal suffrage in elections for 
Hong Kong's chief executive and legisla- 
tive council. Since then, a surprising dia- 
logue has begun between the Hong Kong 
government and democratic activists. 
Meanwhile, a conservative middle 
ground—in favour of political reform 
but opposed to confronting Beijing—is 
emerging ahead of Hong Kong's legisla- 





DIALOGUE: Tung meets Yeung Sum, head of the Democratic Party 


tive elections in September. While reveal- 
ing the limits of Hong Kongers' tolerance 
for confrontation with Beijing, this spirit 
of accommodation may also signal their 
broader involvement in politics. 
Worried that continued tension with 
Beijing will cost them popular support, 
the pro-democracy camp—comprising 
labour unions, lawyers and the opposition 
Democratic Party—approached the Hong 
Kong government for talks in mid-June. 


By Michael Vatikiotis/ HONG KONG 


The government responded by inviting 
democracy activists to meet Chief Exec- 
utive Tung Chee-hwa for the first time 
in more than a year. Its positive response 
may help the government recover some 
of the ground it lost by bowing to Beijing's 
diktat. "Before, they appeared to be will- 
ing to let the central authorities' larger 
concerns determine their actions. In this 
case they look as if they are standing up 
to Beijing in Hong Kong's inter- 
est," says a senior Western diplo- 
mat in Hong Kong. 

The talks at Tung's office 
on June 17 and 18 were held in 
what one participant, Audrey Eu 
of the Article 45 Concern Group, 
describes as a "cordial atmos- 
phere." Tung told Eu's group 
that he was in a “listening 
mode." The group asked Tung 
not to bow to Beijing's wishes 
without consulting Hong 
Kong's people and stressed the 
need to push forward with polit- 
ical reforms. 

Tung said that he found the 
talks "useful" and promised fur- 
ther discussions. He said he was 
willing to help Democratic Party 
members barred from visiting the main- 
land to gain access to officials in Beijing. 
Even hardline Democratic Party legislator 
Martin Lee sounded upbeat about the 
talks: *Rather than put things negatively 
and be seen to be confrontational, we now 
put the issue positively. I just hope that 
Beijing will reciprocate." 

That's a big question. Sceptics believe 
that the government's conciliatory tone is 
mainly tactical, to placate the public and 
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SCARY SLOGAN: Deemed offensive by Beijing, the call for people power is likely to be toned down at the rally planned fo: 


appear open to change ahead of the July 1 
rally and the September legislative polls. 
The strident name-calling and intimida- 
tion of democracy activists in the past few 
weeks clearly has not helped Beijing gar- 
ner support for its political allies in the 
run-up to the polls. 

With all eyes on the September elec- 
tions, political forces are gearing up to win 
the votes of what analysts see as the silent 
majority—those who want democratic 
reform, but not at the expense of stability 
in Hong Kong and good relations with Bei- 
jing. “All the political camps now realize 
that the silent majority in Hong Kong does- 
nit want confrontation and are looking for 
support from this middle ground,” says 
Bernard Chan, a conservative legislator 
who represents the insurance industry. 

This middle ground is typified by peo- 
ple like Raymond Ng, a doctor who joined 
the July 1 rally last year largely because he 
was upset with the government's handling 
of the economy and the threat to civil lib- 
erties posed by proposed security legisla- 
tion under Article 23 of the Basic Law, 
Hong Kong’s mini-constitution. Today, he's 
feeling better about the economy and is 
buying an apartment. “I am quietly confi- 
dent that things will improve," he says, 

adding that he is happy to see the Demo- 
- cratic Party seeking a dialogue with Beijing. 


"People want compromise." He's not sure 


yet whether he will join the July 1 march 

Tapping into this sentiment are veteran 
politicians and fresh faces, some of whom 
could win in September and emerge as a 
new political force in Hong Kong. They 
include the chairman of the pro-business 
Liberal Party, James Tien, whose opposi- 
tion to the new security law helped to get 
the unpopular bill shelved. He told local 
media that his party had doubled its size in 
the past few months and is expanding its 
support beyond the business community 
to grass-roots constituencies. 


AIMING FOR THE MIDDLE GROUND 
Then there are professionals like Audrey 
Eu of the Article 45 Concern Group- 
named after the provision for an elected 
chief executive in Hong Kong's Basic Law 
A confident and glamorous lawyer, Eu 
says she thinks her growing popularity 
in opinion polls stems from people's 
respect for lawyers because they represent 
the rule of law. 

Legislator Bernard Chan has also 
raised his profile recently by moving to 
the centre, making mild criticisms of the 
government and expressing sympathy for 
political change. He urges more business 
people to enter politics. "Business needs 
to wake up. We need more seasoned and 
trained people in politics. You cannot just 
ignore the call for political reform." 
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Metallic Blues 


Beijing’s bid to cool key industries is bringing 
hard times to China’s steel-making capital 


By Anthony Kuhn/TANGSHAN, HEBEI PROVINCE 


FOR THE FIRST three months of this year, business was red- 
hot for steel trader Han Junquan. Every day, lorries queued in 
front of Hans spot at the Shuguang wholesale-steel market 
in Tangshan, an industrial city about two hours' drive from 
Beijing. They headed for construction sites around the coun- 
try, piled high with bundles of steel pipes and rods, as Han 
racked up sales averaging roo tonnes a day at up to the equiv- 
alent of $440 a tonne. 

But beginning in March, all this came to a clanging halt. 
To slow double-digit growth in industries deemed overheated 
steel, cement, aluminium—the central government ordered 
banks to tighten credit and new projects to be scrapped. Today 
Shuguang market is desolate; its 50-or-so cranes tower motion- 
less over stacks of metal rusting under a blazing sun. Han says 
he and his colleagues all use the same metaphor to describe 
what hit their business: "It's like Sars, but for steel," he says, 
referring to last year's outbreak of Severe Acute Respiratory 
Syndrome that staggered China's economy. 

Even in Tangshan, which produces a fifth of China's steel, 
few would dispute that prices had reached unsustainable lev- 
els or that the industry was full of fly-by-night firms. But many 
locals feel that Beijing has applied the brakes too hard, wip- 
ing out scores of legitimate and profitable enterprises. The 
coercive, command-economy measures deployed by the 
government are simply the wrong tools for the job, some econ- 





STUDY IN STOICISM: Tangshan steel trader Han Junquan 
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omists say, and could even aggravate the boom-bust cycles 


DO 


they're intended to prevent 

“Administrative measures should not be aimed at enter- 
prises,” Wei Jianing, vice-director of the Macroeconomic 
Department at the State Council's Development Research Cen- 
tre, recently told the official China Business newspaper. "They 
should be aimed at local governments" and their spending on 
wasteful projects that pump up demand for steel. 

China's booming construction, appliance and car-making 
industries have made it the world's largest steel producer and 
consumer. Steel output rose 1796 last year to 247 million tonnes, 
a quarter of the world's total. Steel prices rose 21% last year, 
according to official data, and an additional 40% in the first 
quarter of 2004. Investors poured $16 billion into steel pro- 
duction last year, up from $8.5 billion in 2002, with two- 
thirds of the money lent by state banks that are already strug- 
gling under billions in bad loans. From Beijing's viewpoint, the 
sector was growing into a dangerous financial bubble. 

In December, the State Council, China's cabinet, ordered 
a halt to what it saw as excessive investment in steel. But even 
before that, Tangshan had been *restructuring" the indus- 
try, says Tangshan government spokesman He Yanqing. 
Last year, the city shut down 228 steel makers that produced 
less than 500,000 tonnes a year or violated industrial poli- 
cies, says one Tangshan government official who asked not to 
be named. In April, state media reported, Tangshan banks 
stopped lending to local steel companies. The central and local 
governments also banned the sale of several low-grade steel 





products and ordered the closure of low-capacity smelters. 
[n the first four months of this year, Tangshan shut down 
another 125 steel makers, the official Xinhua news agency 
reported. This reduced the city's production capacity by 7 mil- 
lion tonnes, equal to the entire annual output of the city's 
largest state-owned steel mill, Tangshan Iron and Steel Co. 





The shake-out seems likely to continue—the city government 
issued a set of "guiding opinions" last August recommending 
the closure of all but 10 of Tangshan’s steel makers. 


DISAPPEARING CLIENTS 


Exactly how many steel mills Tangshan has is a matter of 


dispute. The government claims there are 56, excluding Tang- 
shan Iron and Steel, but state media report that—including 
the many private firms run by peasant households—the actual 
total could be 300 or more. Last year, private steel makers 
accounted for half the city's industrial output. 

What is clear is that the steel boom has breathed life 
into this city that was reduced to rubble in a devastating earth- 
quake in 1976. The industry employs 120,000 people, accord- 
ing to official figures, some 50,000 of whom work at Tang- 
shan Iron and Steel. It's not clear how many people have been 
thrown out of work by the closure of small steel mills. 

Until then, many former peasants like Han, 49, had prof- 
ited handsomely. Han set up his company, Zhichengda Co., 
at the end of last year, leaving his fields for fellow villagers 
to farm. Despite the crackdown on the industry, demand 
was still heavy and Han worked long hours to meet orders. 


lulv 1 FNNA 


OVERHEATED: Investment in steel production doubled las! 
year to $16 billion, much of it in state-bank loans 


Like most local private firms, Han's wares wert 
cheaper than those at state-owned firms. 
Then Beijing's austerity drive hit home. As new construc 


tion projects were aborted, Han's clients disappeared. He 
unloaded his inventory at a loss of $120 a tonne. His colleagues 
followed, sending prices plunging to a low of $290 a tonne 
in late May. Han says he was just able to survive by raising cap 
ital from his investors, mostly his relatives 

Han now hopes the worst is over, citing a 20% rebound 
in steel prices since the end of May. But others fear that the 


second half of the year could be even worse, as con 
projects in progress are completed and Beijing bars new ones. 


Uuctiorn 


“It’s just our bad luck," Han muses. His stoicism is evident 
in the folksy aphorisms that decorate his small office. "Sit qui- 
etly and reflect on your own shortcomings," says one. "We're 
Confucian merchants," he explains 

Still, Tangshan’s metal sellers say they can’t help but feel 
that many things are wrong-headed or unfair about th 
ernment's measures to cool the industry. For one, they ques 
tion whether the steel sector is really overheated. They con 


tend that investors would not be piling into the sector if there 
were no profits left to chase. 

Many observers charge that Beijing's measures are slanted 
in favour of state-owned firms. While snuffing out small 
private firms, the government has encouraged giants like 
Tangshan Iron and Steel to forge alliances with Gi 
ThyssenKrupp and South Korea's Posco, and to buy stakes in 
iron-ore mines overseas. In the past three | | 
21 top steel makers, mostly state-owned, have abso 
of local banks’ loans to the industry. 


many s 


The official rationale for closing down small, private steel 
mills is that their products are shoddy, they waste or even stea 
resources such as electricity and water, and they befoul the 


environment. They often operate with the tacit si 
officials or work at night to avoid detection. Econo 
Jianing says that these problems are for industry and envi 
ronmental regulators to solve, and should not be the target oi 
macroeconomic policies. 


Getting rid of the small firms does not really cause unen 
ployment, officials argue, because the peasants who run th 
can just return to their farms. But it was scant income from 
agriculture that forced them off their farms in the first place 
"Every time China exerts macroeconomk ontrols, slashing 
at the economy, it is always the poorest farmers who ultimately 
pay the cost," says Zhong Dajun, a Beijing-based economist 
who runs his own research centre. 

Economists argue that using market mechanisms such 
interest rates would allow investors to calculate potential 
returns and steel makers to decide for themselves whether to 
upgrade or get out of the business. Instead, by axing entire 
categories of companies and products, the government risks 
sending the most competitive part of Tangsh: 
try towards an unalloyed meltdown. = 

Nancy Zhang in Beijing contributed to this artich 
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Oh Brother: 


A Bold 


Move 


In the 1980s, Brother Industries’ core products were becoming 
obsolete. The company boldly modernized its business, launched hit 
new products and reaped rewards. But the competition is watching 


THERE'S ONLY ONE thing to do when your 
mainstay products are doomed to become 
museum pieces: Reinvent yourself. Back 
in the late 1980s, Japan's Brother Indus- 
tries did just that. Sales of its sewing 
machines were sagging as fewer women 
sewed clothes at home. Its other big prod- 
uct—the typewriter—was becoming obso- 
lete in the computer age. 

Yoshihiro Yasui, then president and 
now company chairman, made a big gam- 
ble. He shifted the 70-year-old company's 
focus to yet another sluggish product in 
its line-up: fax machines. At the time, 
Brother was a tiny also-ran in this area, 


SPESE NER. SS VE UR Re ze LS o RR 
BROTHER'S 
TURNAROUND 


Brother Industries trans- 
formed its business by: 


* Identifying a niche 
market 


* Building a low-cost fax 
machine packed with 
functions 


* Cutting back on procure- 
ment costs by making 
main parts itself 


32 Far Eastern Economic Review 


By Ichiko Fuyuno/Toxvo 


too. But Yasui figured that if he could 
somehow produce fax machines that were 
cheaper and smaller than those of rival 
companies, he could be on to a winner. 

“A company can’t survive unless it 
adapts itself to change," says 65-year-old 
Yasui, who became chairman of the com- 
pany last year. 

The gamble paid off: Brother's fax 
machines were a hit, first in the United 
States and later in Japan, helping to turn 
around the company's fortunes. The 
company posted record sales from fiscal 
1997 to fiscal 2003, reaching Y425 billion 
($3.9 billion) in the year ended March 31 
from ¥409 billion the year before. The 
price of Brother's shares, meanwhile, rose 
five times in value over the last four years 
to around ¥1,000 in June. 

Brother's transformation from an anti- 
quated maker of typewriters and sewing 
machines to a cutting-edge manufacturer 
of fax machines offers inspiration to other 
ailing Japanese manufacturers: Be brave. 
Modernization and a bold shift in direc- 
tion could bring new fortunes. 

Brother's engineers were able to make 
use of their expertise in precision tech- 
nology gained from typewriters and sewing 
machines to make fax machines that were 
smaller and packed with more functions. 
Fax machines, including multi-function 
models that include a printer, scanner and 
copier, have become such an important 





part of Brother's business that they now 
account for more than 6096 of Brother's 
total sales, compared with 1596 for sewing 
machines and less than 196 for typewriters. 
Despite being a latecomer to the market, 
Brother now holds the No. 2 position in fax- 
machine shipments to the U.S. after 
Hewlett-Packard, according to market- 
research company Gartner Dataquest. 
Other data show Brother is No.2 in ship- 
ments to Europe and No. 3 in sales in 
Japan, after Sharp and NEC. 

"Brother knows how to take advan- 
tage of its technology and reinvent 
itself," says Takeshi Ishizuka, a senior 
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analyst at Mizuho Securities in Tokyo. 

Yasui was eager to develop new prod- 
ucts ever since he started working for 
Brother in 1961, fresh from graduating 
from college. At that time, the company, 
founded by his father and uncle, was 
heavily dependent on sewing machines 
But Yasui spent a chunk of his time devel- 
oping teletype and printing technologies. 

By the 1980s, when Yasui was execu- 
tive managing director, Brother's business 
was beginning to falter. Demand for 
sewing machines and typewriters was 
falling, but there was another reason. Over 
the years, Brother had dabbled in mak- 
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ing a range of other products, from elec- 
tric organs to microwave ovens to washing 
machines. But most of these products 
were losing money because of the com- 
pany's little-known brand name. 

Yasui urged the company's younger 
engineers to come up with business ideas 
that could transform the company's for- 
tunes. Out of about 30 ideas, Yasui picked 
three—the colour copier, the fax machine 
and a service to sell videogame software 
through vending machines—hoping that 
at least one of them would work out 
Then, he discontinued of the 
unprofitable businesses and shifted the 
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Brother's typewriters already had strong 
brand recognition. Yasui sent a young 
employee to research the market, and 
concluded that the company could be 
competitive if it could sell a model that 
was cheaper than any rival product. Yasui 


a hit in the U.S. With its cheap fax 
machine, Brother then began to develop a 
cheap multi-function fax machine and 
tapped an emerging customer segment 
that few other companies had noticed: The 
growing number of venture businesses 


BROTHER TAPPED AN EMERGING SEGMENT THAT FEW 
COMPANIES HAD NOTICED—VENTURE BUSINESSES 
THAT USED SMALL OFFICES AND COMPACT EQUIPMENT 


ordered his engineers to quickly develop 
a fax machine that cost just $399—about 
$100 cheaper than those of rivals. “We 
were desperate, and there was no way 
out," Yasui says. 

Brother's engineers scrambled to cut 
procurement costs by 40%, manufacturing 
the main parts, instead of buying from out- 
side suppliers. Everything from design and 
development to testing was done simulta- 
neously. The new machine, called Fax-Goo, 
was released in 1992 and promptly became 


MONEY-MAKING MELODIES 


In an effort to revive his sagging business, Yoshihiro Yasui, 
chairman of Brother Industries, didn't just focus on fax 
machines. He also ventured into another, entirely unrelated 


area: karaoke. 


Yasui's original plan was to lease karaoke machines 
to bars, then send them a constant stream of music via a 
telephone line. That was innovative by 1980s standards, 
when CDs were the norm. But few in Brother agreed 
on Yasui's plan, saying it would be too risky and involve 


too much work. 


So Yasui created a karaoke-business subsidiary called 


that required small offices and inexpen- 
sive compact office equipment. 

In 1995, Brother launched a small dig- 
ital fax machine that also included a 
copier, printer and scanner, which accel- 
erated the growth of Brother's fax busi- 
ness. Since then, Brother has been rolling 
out inexpensive compact fax machines 
almost every year. 

Despite its success in the U.S., 
Brother initially struggled in Japarís com- 
petitive fax-machine market. It finally 


gained ground last year with a product 
called MyMio. MyMio is as thin as a home 
fax machine and is the size of a PC screen, 
but comes complete with a colour copier, 
cordless phone, printer, colour scanner 
and PC fax—for just $363. "Brother has 
suddenly become a fast-seller since the 
launch of MyMio," says Yasuyuki Koga, a 
salesman at Bic Camera, a discount elec- 
tronics shop in Yurakucho, Tokyo. 

Meanwhile, attention has turned to 
transforming Brother's sewing machines. 
A machine is now available that can stitch 
digital images straight onto your clothes. 

Brother plans to keep its focus on fax 
machines, and to push sales of periph- 
eral products such as printer-ink car- 
tridges, Yasui says. So far, Brother has 
had few direct competitors in the small- 
office market. But as rival companies 
learn from Brother's tactics, competition 
is inevitable: “Brother can't avoid facing 
fierce competition,” says Hisashi Mori- 
yama, a senior analyst at JPMorgan Secu- 
rities Asia in Tokyo. & 





Xing (pronounced Ex-ing) in 1992. It took off as karaoke was 
booming in Japan. Xing's karaoke machines, called Joysound 
or HyperJoy, are still popular. 

But in the mid-1990s, karaoke bars started failing amid 
fierce price competition. Struggling clients couldn't pay back 
lease fees for the machines, leading Xing to shoulder a 
mountain of bad loans and suffer big losses. 

Xing needed to reinvent itself. An Xing employee who 
happened to be a former rock musician, Yoshihiro Suzuki, 
hit on the idea of selling downloadable cellphone ringtones. 
Xing already had the content it needed—all those tracks 
from the karaoke business. Some executives were scepti- 
cal, but they approved the plan because the budget was a 
tiny ¥500 million ($45,000). 

At the end of 1999, Xing launched the pokemero (pocket 
melody) Joysound service and business grew rapidly. Among 
the estimated 100-plus Japanese companies providing 


FINE-TUNING: Xing staff experiment with sounds 


ringtones today, Xing has the most customers—more than 7 
million. For $2.80 a month, customers can download up to 
15 ringtones from a selection of 15,000. Some 200 new 
melodies are added to the service every month. 

Many of Xing's engineers are music-school graduates 
who are picky about music and are constantly finding ways 
to improve the service. Now, they can offer a ringtone that 
mixes the sound of live music with digital sound that they 
have generated on a computer. 

Another service allows users to download karaoke music 
to their cellphones, complete with lyrics that appear on the 
screen, just like karaoke. Mayumi Kobayashi, an Xing 
employee, says she sings cellphone karaoke in her car when 
she's caught in a traffic jam. "It's good because | don't 
bother anyone," Kobayashi says. Ichiko Fuyuno 





READY TO 
SHOP: 
Crowds in the 
countryside 


RETAII 


Mighty Malls 


| Innovation 





In the Philippines, Shoemart shopping malls are springing up in the provinces—drawing 
crowds and creating jobs, but mahing it tough for local retailers to compete 


DARK HALLWAYS AND dead escalators greet visitors to Cooy- 
eesan Hotel Plaza, a shopping mall in the northern Philip- 
pines whose decay signals trouble—or promise—for Filipinos. 
Which way the balance tips will depend on local consumer 
habits, the regional economy and plain old luck. 

Until early last year, the mall, on the outskirts of Baguio 
City in northern Luzon, about five hours’ drive from Manila, 
was still bright and lively. Now its 6o retail tenants have been 
winnowed to three, surviving amid rows of boarded-up shops 
and itinerant vendors who spread sneakers on the floor 
beneath scribbled signs. 

Cooyeesan's downfall began with plans for a 100,000- 
square-metre mall on a hilltop across town, featuring a Shoe- 
mart department store. Some tenants opted to relocate to 
the new mall, $M Baguio City, and others simply shut down 
after the mall's grand opening in November. 

“It’s David and Goliath,” says Rodrigo Tiu, Cooyeesan's 
executive vice-president for finance. He is a 40-year-old Baguio 
native whose family sank 650 million pesos ($11.5 million 
at today's rate of exchange) into developing the mall four years 
ago on a vacant lot owned by his grandmother. 
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By Margot Cohen/MANILA AND BAGUIO CITY 

Shoemart's giant footprints are moving rapidly across the 
provincial landscape as Philippine developer-operatot SM 
Prime Holdings chases profits beyond the mall-saturated cap- 
ital, Manila. And much like the controversial American retail 
behemoth Wal-Mart, the new malls powered by Filipino bil- 
lionaire Henry Sy are drawing increasing criticism for squelch- 
ing local retailers while promoting inexpensive Chinese goods 
over local products. 

The flip side, supporters say, are thousands of new jobs 
and affordable consumer items for low-income Filipinos, 
along with air-conditioned havens that offer ice-skating and 
other amusements. 

The debate is unlikely to cool down as Shoemart execu- 
tives pursue what they call an “aggressive” expansion pro- 
gramme. The Shoemart team now operates (8 malls in the 
Philippines, including 10 outside Manila, and is looking to 
pour more concrete in provinces such as Leyte Batangas and 
Negros Occidental. The group even opted to delay investment 
in its massive Mall of Asia project in Manila to focus on provin- 
cial sites like Baguio. 

“We should expand faster to the provinces. That is >» 
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where the future growth will be," says Jose Sio, executive vice- 
president of SM Investments Corp., which owns 5696 of 
SM Prime Holdings. "If we just keep on waiting, we are 
like many others. But if the economy improves and the nation 
stabilizes, Shoemart will be leading." 

The Philippines suffers from scant foreign investment 
and troubled exports, and SM's initiative is a rare sign of con- 
fidence in the sluggish economy, a reminder that domestic 
consumption is one of the few bright spots in the picture. 

And SM is thriving on it, with net income for the first 
quarter hitting 1.2 billion pesos, an 8% increase from a year 
earlier. One of its central strategies is tapping into funds 
received by families of Filipinos living and working over- 
seas. These workers sent their relatives an estimated $7.6 
billion last year, a major factor in fuelling domestic con- 
sumption. The Shoemart team plans its next moves by 
checking the location of workers' families with the Depart- 
ment of Labour and seeking to lure those families into malls 
with foreign-exchange outlets that offer slightly higher rates 
than elsewhere. 

Some Philippine families have responded with devo- 
tion. Residents of more-remote islands hop on an all-night 
ferry to the mall on Cebu Island, which draws an average of 
113,000 visitors a day. After a quick breakfast at Jollibee, a pop- 
ular Philippine fast-food outlet, they shop all day and take the 
night ferry back home. Shoemart executives made sure to pro- 
vide space in the mall for the ferry companies to provide reser- 
vations and check-in staff. 

But to keep the crowds flowing through Shoemart depart- 
ment stores, the main tactic is low prices. That, in turn, 
means a rising share of imports from China. Up to 4096 
of store products now come from China, compared with 596 
just five years ago. 

Sio offers no apologies to his countrymen. "Unless the 
Philippines can improve its productivity, and unless our econ- 
omy could entice foreign investors coming over here, the trend 
will be more and more products imported—not only from 
China but from Vietnam and Laos," he says. 
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PARADISE FOR SHOPPERS: The Baguio mall has local 
retailers worried 


In many cases, local retailers find it tough to compete with 
Shoemart's prices. In Baguio, the chamber of commerce 
reports that revenues at many local restaurants and shops have 
dived 40% or more since Shoemart arrived. 

“It’s not fair for us," says Baguio clothing merchant 
MaryFlor Lao, gazing at her empty boutique as she gets a 
foot massage. 

“If you ask me, it's better [if Shoemart] does not come in. 
It will kill the small businesses," says Fidel Cu, president of 
G7 Bank, a local bank in central Naga City, where Shoemart is 
now examining the prospects for launching a mall. 

But Naga's mayor, Jesse Robredo, believes that the project 
could create 2,000 new jobs, attract visitors and boost Naga's 
prestige as a rapidly developing provincial hub. *We believe 
in free enterprise. We do not like to obstruct development proj- 
ects in the city," says Robredo, who sees the main challenge 
as helping local suppliers of food, beverages and dry goods 
find a niche in a new mall. His message to Shoemart: "If you're 
coming, we'll be ready." 


LOCAL CONCERNS 

That's not as easy as it sounds. Take northern Bulacan 
province, where a Shoemart was launched late last year. Bula- 
can's governor, Josefina dela Cruz, worried about competition 
with local merchants and says she tried to help a Bulacan 
ice-cream producer known as Milko find an outlet at the mall. 
She says she ran into resistance from Shoemart because of 
concern that the product might undercut the price of multi- 
national ice-cream brands while failing to meet quality stan- 
dards. Milko eventually got a foothold in the mall, but the gov- 
ernor says there is still no progress on her request to find space 
for kiosks pitching other local foodstuffs. 

Sio maintains that mall tenants are selected on the basis 
of their long-term commitment and potential to "contribute 
to the crowd in the mall." But some Bulacan suppliers say 
they're not interested anyway, because of steep fees for pro- 
moting and displaying their products. 

Perhaps most remarkable are the good wishes extended 
to SM Baguio City even by people the new mall has hurt. Dolly 
Cid, a Baguio bookstore owner, says she goes to Shoemart 
every evening with her husband after they close up shop. 
While the mall has eaten into her own sales by some 20%, 
she rhapsodizes over its vast assortment of nuts and gourmet 
coffees and its panoramic view of Baguio's twinkling lights. 
“I don't even crave a trip to Manila," she says. “I have the mall 
here, and it's beautiful." 

Tiu himself, presiding over the desolate Cooyeesan mall, 
says Shoemart “is good for Baguio—it gave a lot of oppor- 
tunities for people.” Sio says that SM Baguio City has cre- 
ated 5,818 jobs, out of about 130,000 jobs generated by its 
malls nationwide. 

Tiu now hopes to convert his mall into a facility for schools 
or call centres. “We didn’t put up 650 million just to give up," - 
he says. “I think things will turn around." = 
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Not Wired, Just Weird 


A robotic lizard and a pocket-sized breathalyser were among some of the weird and 
wonderful wizardry on display at this year’s CommunicAsia tech show 


WANDERING AROUND last week's technology exhibition, Com- 
municAsia, in Singapore, I was struck by the gulf between the big 
players—with their huge, noisy stands, populated entirely by well- 
shaped, scantily-clad men and women all under the age of 25— 
and the somewhat forlorn little booths in the ghettos at the back. 
I’m sure this is not a phenomenon exclusive to CommunicAsia 
but it seemed to be particularly acute there. Sure, there were some 
cool gismos on display among the big boys, but I found the most 
interesting stuff off the beaten track, most of it in the alleys and 
byways of exhibition hall 6 (just past the toilets, and turn left.) Here 
is a selection, some of which may not actually be easily available 
until the manufacturer finds a local distributor: 

If you've ever used services like GoToMyPC (www.gotomypc.com), 
youll know the benefits of being able to access your home or office 
computer when you're not there. With the software running on 
the computer in front of you and the computer you're trying to 
access, you can access and run programs on the latter as if you 
were there, so long as the two are hooked up to the Internet—and 
they're both on. But what happens if you forgot to leave the 
computer switched on when you left the office? You're stuck. 
Unless, that is, you happen to have a Korean product called 
RemoteBooter (http://rbooter.co.kr/english) from Seoul-based Sam- 
Ick Electronics Industry. 

The RemoteBooter is a PC card that slots into your com- 
puter (Windows desktops only: This won't work with Macs 
or laptops) and connects via your phone line. When 
the RemoteBooter receives a call from a pre-arranged 
number it will switch on the remote computer. The 


SMALL, LIGHT 
AND PRICEY: Bluespoon 
hands-free headset 
from NextLink 








basic $5 model (called, confusingly, Tel- 
Booter) responds just to a call tone, and 
will reset or power on, depending on 
its status. The fancier models, from the 
$30 PhoneBooter to the top-of-the-range 
MultiBooter ($200), have a variety of extra 
features, particularly for the security-conscious. 
The exhibition hall was packed with people 
sporting the latest tech fashions. A couple of years 
back this meant sticking something the size of a 
kitchen utensil in your ear. This year it means 
replacing it with a beetle. Yes, the hands-free head 
set has shrunk dramatically, and it now seems 
to be considered deeply passé to have anything 
with a boom mike. The Bluespoon Headset from 
Danish company NextLink (www.nextlink.to) bills 
itself as "the smallest and lightest headset in the 
world" and, according to the salesman at their 
booth, the most expensive. Indeed, the digital ver 
sion is reassuringly steep at $350, but that is 





because it uses military technology to cut out 
background noise. A cheaper, slightly heavier 
nondigital version is the Chameleon, which costs 
a mere $120. Calling them spoons makes sense 
until you spot that the headsets have one leg, 
which curls into the contours of the ear to make 
it very hard to dislodge—even, I'm assured, while 
one is playing golf. 

The Korean exhibitors seemed to dabble in à 
whole range of items, most of which don't seem to 
be linked in any obvious way. The inventing genius 
| guess, doesn't always follow a straight line. Seju 
Engineering of Taejon, for example, makes highly 
specialized reserve batteries about the size >» 
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of pins that are used in weapons such as Multiple- 
Launch Rocket Systems, Self-Destruct Fuse 
grenades and the Objective Individual Combat 
Weapon (scary looking machine-guns). But it also 
makes an all-in-one alcohol and gas detector—a 
hand-held device that can measure whether or not 
you're over the alcohol limit for driving and 
whether you have gas. (I'm kidding: The latter will 
tell you whether there's a gas leak.) 
Seju Engineering overseas sales 
manager Song Joni 
thoughtfully provided a 
bottle of Ballantines sin- 
gle malt whisky for potential customers 
to drink prior to testing the product. 
The Safe-Mate retails for about $20 
while the fancier Safe-Drive, includ- 
ing a key ring and a flashlight 
(presumably to see where you've 
dropped your car keys) sells for closer to $30. 
The tiny stall exhibiting a robotic snail, a lizard 


DEAR JEREMY 


E-Mail to Help You to Dodge Spam 


LUMBERING 


and a sumo-wresting robot seemed to be the most popular. By the 
time I managed to get past the scrum to meet Seo Kyoung Phil, 
president of Kwangju-based Seohee Information Technology, 
all his brochures had gone and he looked almost as worn out as 
his lizard, Doddy (http://tinyurl.com/38ny4). Doddy is lime and 
green, comes in a build-it-yourself kit and sells for $23.50: Seo 
has only been selling it to local schools as a learning kit, but 
he’s gradually waking up to the reality that he may have a cult fig- 
ure on his hands. Overshadowing Daro the robotic snail and 
an as yet unnamed quadrupedal walker robot, Doddy has 
“been by far the most popular” of his range, says Seo. 
It's not hard to see why: Using an ingenious 
leg-action, Doddy strides slowly forward 
as if every step were his last, his front legs 
dropping in an alarmingly similar way 
to my own after three days tramping 
the back lanes of CommunicAsia. 
Unchallenged, I make Doddy the official 
mascot of this and all sprawling tech shows 
that don't provide Segways. = 
More musings and gadgets at loosewireblog.com 
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provider gives you. In fact, you don't 
need to use it at all. Once you're on 


l've written a fair bit about spam and 
viruses in this column, and | hear your 
pain. It's clearly not over, especially for 
those of you on slow connections who 
have to sit and watch while someone's 
rubbish slowly fills your Inbox. Reader 
Peter Nelson writes from Hanoi: 
"There is only one thing in my life 
which annoys me on a daily basis and 
that is spam. And the number of times 
[the government-owned] server we 
use here gets infected and scrambles 
our systems with spam and worms or 
viruses ...” All this, despite Nelson's 






computer having the latest anti-virus 
software installed and updated 
weekly. Nelson continues: “I just 
cannot believe that something cannot 
be done to stop these people. Is it the 
security industry itself which does 
this to sell their protection? | find it 
unbelievable that the world is power- 
less to stop this." 

Strong stuff, and | can well under- 
stand his frustration. No, | don't think 
the security industry is sending out 
viruses (or 





spam, for that matter) just to 
make business for themselves. 
But | do think the people who 
sell us Internet services could do 
more to protect us. But they 
don't, so here's my tip for 
avoiding the download blues: 
Set up a second e-mail 
address, if you've not done so 
already. You don't need to use 
exclusively the e-mail account 
your local Internet service- 


j ) 


the Internet you can access any e-mail 
account you like—so long as it's yours. 
Use an e-mail service like AlienCamel 
(www.aliencamel.com) or OSpamNet 
(www.Ospam.net). Or a free Web- 
based e-mail service like Yahoo. 
What these services do is catch 
spam (and, in most cases, viruses) 
for you, so, depending on your set- 
tings, you don't need to download 
junk mail at all. It just stays on the 
server, not in your Inbox. Most have a 
very high success rate, but will allow 
you to double check what they're 
catching—just in case a legitimate 
e-mail gets caught. 

After you've set up the account, 
redirect your mail from your 
infested Internet service-provider to 
the new account, and then alter 
your e-mail program to pick up mail 
from there. That way you don't need 
to hand out new e-mail addresses to 
people. (If you're travelling a lot, you 
could also try AT&T Global, an 
excellent dial-up account that does 
a near perfect job of catching spam 
and stripping off viruses.) It should 
save you some grief. 
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PRIVATE BANKING 


Managing Asia's 


New Millionaires 


The number of households in Asia with assets of $1 million or more rose 21.4% 
to 1.9 million between 2002 and 2003, collectively controlling in excess of 
$6.19 trillion. That represents a huge opportunity for Asia's wealth managers 


AS ASIANS GET RICHER, they are creat- 
ing a host of opportunities for banks 
across the region. Private banking— 
where financial institutions manage the 
finances, investments and personal mat- 
ters of the rich and super rich—is tak- 
ing off across Asia as the number of high- 
net-worth individuals in the region 
explodes. Banks big and small are aggres- 
sively expanding their private-banking 
divisions in hopes of attracting wealthy 
clients and their families. 

But in the region's three biggest 
economies—Japan, China and India— 
regulations have proved a major entry bar- 
rier, one that forces foreign private banks 
to adopt different strategies to overcome 
it. But so sure are they of the scale of the 
opportunity here, that they are aggres- 
sively building their presence even as they 
lobby to be let in. 





Lifted by strong economic growth 
across the region, the number of house- 
holds in Asia with assets of $1 million 
or more rose 21.4% to 1.9 million 
between 2002 and 2003, according to the 
Boston Consulting Group. In all, those 


households had $6.19 trillion worth of 


assets, up 2296 from 2002, and account- 
ing for 22.696 of the $27.40 trillion per- 
sonal wealth of high-net-worth individ- 
uals worldwide. 

The latest world wealth report issued 
by investment bank Merrill Lynch showed 
that the number of high-net worth-indi- 
viduals—defined as people with financial 
assets of at least $1 million, excluding 
home real estate—was growing fastest 


among certain countries and regions of 


Asia. In Hong Kong, for example, the 
number of millionaires rose to 45,000 last 
year, an increase of 3096 from 2002. India 


By Joel Baglole/HoNcG KONG 


now boasts 61,000 millionaires, a rise 
of 2296 in one year. The number of high- 
net-worth individuals in South Korea 
climbed 1896 in 2003 to 65,000, while 
China saw its number of millionaires 
grow 1296 to 236,000. 

"Business in Asia has grown very rap- 
idly in the past five years," says Enid Yip, 
executive director of the private banking 
arm of Credit Suisse Group, who is based 
in Hong Kong. "We face severe competi- 
tion here in Asia," she adds. Wealthy indi- 
viduals have turned increasingly to private 
banks to manage their money since the 
1997-98 Asian financial crisis. 

"Because of the crisis, clients have 
become more international in their out- 
look," says Monica Wong, chief execu- 
tive for Asia at HSBC Private Bank 
(Suisse) in Hong Kong. "Also, since the 
crisis, people have become more >> 
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open to having their money managed 
professionally rather than do it them- 
selves," she adds. 

In a sign of the strong demand for pri- 
vate banking, Wong has this year hired 70 
new bankers. They join her existing team 
of 350 bankers, who together handle 
6,000 clients and $54 billion of assets 
in Asia. A private banker typically handles 
40-50 clients at a time. Many banks cap 
the maximum number of clients each 
banker can manage at one time. 

Studies show there is plenty of room 
to grow in private banking. According to 
Barclays Bank, two-thirds of Asia's indi- 
vidual wealth is not being managed by pri- 
vate banks. In fact, only 796 of the per 
sonal wealth in Asia is currently sinc 
managed by private banks within Asia, 


according to Barclays. The majority of 


money in Asia that is being professionally 
managed is being done so from the 
United States and Europe. 

"If I could get even two or three per- 
cent of the money that's not being pro- 
fessionally managed, I would be doing 
well," 
Barclays Private Bank in Asia. 


says Nigel Sze, chief executive of 


MORE THE MERRIER 


Percentage growth in the number of high- 
net-worth individuals, 2002-03 
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trolling less than 196 of the market. 

Not surprisingly, banks of all kinds 
have been charging into private banking. 
Today, global financial giants HSBC and 
Citigroup compete for wealthy customers 
with investment banks such as Goldman 
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Taiwan is the most profitable and important 


1 a í è 33 
growth market for private banking in the region 


Citigroup forecasts that private bank- 
ing in Asia, excluding Japan, will grow at 
an annual rate of 1096 over the coming five 
years. Private banking in the region 
remains heavily fragmented, with big play- 


ers such as UBS—which has $50 billion of 


assets under management in Asia—con- 


NIGEL Sze, BARCLAYS PRIVATE BANK 


Sachs and JPMorgan Chase, as well as with 
boutique private banks such as SG Pri- 
vate Banking and Banca del Gottardo. 

To snag lucrative clients, private banks 
offer an array of products and services that 
cover nearly every aspect of life. Private 
bankers help clients invest in everything 
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from stocks and bonds to hedge funds 
and currencies. They also help people buy 
cars and homes, manage their taxes and 
plan the handover of their businesses and 
wealth to their children and grandchil- 
dren. Some high-net-worth individuals 
have as many as 1o private bankers. 

The criteria to join a private bank 
vary. At UBS, clients need a minimum 
of $1 million in bankable assets to open an 
account with the Swiss bank. At JPMor- 
gan Private Bank, prospective clients must 
have a minimum net worth of $25 million 
and $10 million of liquidity, and accounts 
cannot be smaller than $5 million. “We tar- 
get ultra-high-net-worth clients," says 
Michael Fung, chief executive of JPMor- 
gan Private Bank in Asia. 

Top-end clients can have as much as 
$1 billion placed with a private bank, while 
many clients start out with accounts of 


Investing in knowledge always reaps the best dividends. 








$1 million and raise that amount slowly over 
time. Bankers say most client accounts 
average between $2 million and $5 million. 

Bankers in the region say they're espe- 
cially keen to tap into China and India, 
where there's very little professional wealth 
management being done. However, reg- 
ulations bar foreign financial institutions 
from conducting private banking in those 
countries. Some private banks have 
opened representative offices in major 
cities such as Beijing and Mumbai and are 
aggressively lobbying government officials 
to allow in foreign competitors. But 
bankers say there's currently no indication 
of when Beijing and New Delhi may allow 
them to operate in their domestic markets. 
Residents of China and India are prohib- 
ited from investing offshore. 

Similarly restrictive for foreign pri- 
vate banks is Japan—though some banks 
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BOOM: HSBC's Wong is expanding her team 


have gained access to the market 
through joint ventures with Japanese 
financial institutions and special oper- 
ating licences. Bankers say Japan's 
restrictions are particularly frustrating 
as the country is home to the wealthi- 
est individuals in Asia. According to the 
3oston Consulting Group, of the $6.19 
trillion of individual wealth in Asia, 
$4.52 trillion, or 7396 of it, is in Japan. As 
with elsewhere in Asia, much of the 
wealth in Japan sits in bank savings 
accounts or time deposits, where it earns 
almost no interest. 

“Japan and China are big markets. But 
they're very restricted. We'd love to be 
there, but we can't get in right now," says 
|PMorgans Fung. 

Markets that are open and where indi- 
vidual wealth is growing include Hong 
Kong, Taiwan, Korea and Australia. Many 
bankers single out Taiwan as a particularly 
robust market, citing its booming hi-tech 
industry and manufacturing base, as well 
as the access companies there have to 
mainland China as factors driving the 
wealth creation. 

"We expect that 3096-3596 of our new 
business will come from Taiwan over the 
next two to three years," says Barclays' 
Sze, noting that Taiwan is doing a lot of 
the high-end, value-added manufacturing 
for companies based in mainland China. 
"Taiwan is the most profitable and impor- 
tant growth market for private banking in 
the region," he adds. 

Despite the current hurdles to man- 
aging wealth in China, India and Japan, 
many bankers say they are nevertheless 
beefing up operations in the region in 
anticipation that those markets will even- 
tually open more to foreign private 
banks. Bankers also stress that people in 


Value of assets under 
management, 2003 


$ billion 
4,520 


369 
282 
237 
224 17.3 
215 6.8 
Singapore 144 12.9 
India 71 19.7 
Thailand 38 29.1 
Indonesia 29 22.1 
27 12.9 
29.3 


growth 
23.8 
10.8 
18.3 
41.9 


Japan 
Taiwan 
Hong Kong 
Australia 
China 


South Korea 


Malaysia 
New Zealand 19 
16.1 
18.0 


Philippines 12 
Pakistan 9 
Asia total 


Global total 27,400 
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people in the region get rich. "As a result 
of China, the creation of wealth in the 
region has been very strong, particularly 
in Hong Kong, Taiwan and Korea," says 
Daniel Truchi, chief executive of SG Pri- 


vate Banking, Asia-Pacific, who is based 
in Singapore. 

Countries where business is lagging 
include the Philippines, Malaysia and 
Indonesia. Political worries and concern 


A MAN FOR ALL SEASONS 


Private bankers try to cultivate long- 
term relationships with clients, 
hoping to handle the financial assets 
of entire families for generations. To 
help to ensure a lasting arrangement, 
private banks go to great lengths to 
keep clients happy, offering them 
perks such as golf clinics, wine 
tastings and art exhibits. Some banks 
even help polish clients with classes 
on business etiquette and table 
manners, as well as courses for their 
children on investing. 

Paul Giles, who's been building 
private-banking busi- 
nesses for 25 years, 
emphasizes the impor- 
tance of relationships 


by explaining that most 

bankers change jobs 

every two years, and r North America 
when they leave their 

employer they almost Asia-Pacific 
always take their Latin America 


wealthy roster of 
clients with them. Giles 
stresses that clients' 
loyalties lie with 
bankers they trust and 
have confidence in, not 
in the brand name of a 
large or prestigious 
financial institution. 

"The top thing is service," says 
Giles, adding, "What clients notice is 
how quickly their phone call is 
returned. Whether | make a client 896 
or 12% it doesn't matter at all to that 
person's bottom line or their lifestyle. 
They'll still sell their Mercedes every 
three years." 

The frequent movement of 
bankers—and their clients—from one 
employer to another can be jarring for 
financial houses as they often lose 
hundreds of millions of dollars of 
business with the departure of just 
one banker. Giles says it can take five 
years or longer for a private bank to 


build a profitable business, and even 
longer to cement its reputation in 
wealthy social circles. 

“Private banking is an individual 
game. It’s not a team game. Bankers 
manage clients and focus on them,” 
says Giles. He adds that because of 
the transient nature of the business, 
many banks prefer to hire women as 
private bankers rather than men. 
“Women will stay in a job if the work- 
ing environment is good. Men will 
move for the next 10 cents on the 
dollar,” he says. 


GETTING EVEN RICHER 





about the financial systems in those coun- 
tries has prompted many wealthy peo- 
ple to move their assets to safe havens 
in Europe and the U.S., leaving little left 
for private banks in Asia. = 


Bankers almost always travel first 
class, stay in top hotels and dine at 
exclusive restaurants. However, they 
are also at the beck and call of 
clients, and much of their job con- 
sists of greeting people at the air- 
port, arranging to have flowers sent 
or fruit baskets picked up, and 
placing or cancelling investment 
orders at all hours. 

Private bankers can often be 
asked to carry out personal requests, 
such as lobbying to get a client's 
child into an exclusive boarding 

school or university, 
helping to finalize the 
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impulse purchase of a 
new home or car, even 
arranging the details of 
a family funeral or 
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HSBC's Monica Wong echoes the 
sentiment, saying, "The biggest chal- 
lenge in this business is recruiting and 
retaining talented people." In order to 
keep private bankers in their jobs as 
long as possible, managers say 
it's important to offer flexible working 
hours, strong expense accounts 
and support for their bankers when- 
ever they run into disagreements 
with clients. 

The life of a private banker can be 
both luxurious and degrading. Top 
private bankers can earn $1 million a 
year, two-thirds of it from commis- 
sions, stock options and bonuses. 





ixi baptism. "It's not all 
champagne,” says one 
banker. 

Clients can also be 
headstrong, opinion- 
ated and difficult. 
Private bankers say 
they're used to being 
yelled at. In Asia, 
clients are also known 
for being actively 
involved in the manag- 
ing of their assets, and 
as such can be very demanding. 

"You're almost always dealing 
with strong characters," says Giles. 
"Every good decision was the 
client's. Every bad decision was the 
client manager's." He says that 
private bankers typically have a 
business administration or econom- 
ics degree. And he says that it's 
important that private bankers be 
well-groomed, conservatively attired, 
knowledgeable about current events, 
have political and social connections 
in order to snare new clients—and 
retain a sense of humour. 


Joel Baglole 
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GAM produces award-winning results by providing clients with access to great fund 
managers from all over the investment world. 
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Private bankers can often find themselves playing a 


financial Jeeves to their wealthy clients 


By Tom Holland/HowNc KONG 


IN THE REMAINS OF THE DAY, Kazuo Ishiguro's Booker Prize- 
winning novel of below-stairs life in a 1930s English stately 
home, Lord Darlington famously delegates his butler, 
Stevens, to explain the facts of life to a young nephew. If Dar- 
lington were alive today, and were an Asian business tycoon 
faced with broaching an embarrassing subject with his 
children, he would be more likely to send, not for the but- 
ler, but for his private banker. 

The rich are a wary lot, always on guard against deceit and 
fraud. But once they have taken the plunge and entrusted their 
money to a banker, they tend to extend that trust to other, more 
intimate, areas of their lives. 

So, just as the perfect butler should be more than a good 
servant, the consummate private banker must be much, 
much more than a money manager. She—and most client 
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officers in Asia today are women—must by turns be general 
factotum, friend, confidante, adviser, therapist and special 
emissary. And like a good butler, a private bank can serve 
a family through generations. 

“As a client officer you are aware of your clients’ family 
problems, their affairs and infidelities, their hopes and aspi- 
rations,” explains Paul Giles, a 25-year veteran of private bank- 
ing in Asia. "It's an important part of the business. 

A private banker will work assiduously at cultivating à 
personal relationship with his clients. That can involve 
anything from meeting a client at the airport to partnering 
them in a round of golf; all in addition to offering top-qual- 
ity investment advice. 

Sometimes, however, the advice isrit just financial. “I have 
advised clients' children on their spending habits—and on 
their choice of marriage partners," recalls Giles, who is cur- 
rently setting up a private-banking operation for boutique 
Hong Kong investment house Crosby. Once, says Giles, he 
was even dispatched by a Hong Kong tycoon to visit a way- 
ward daughter, then studying in Canada, to dispense con- 
traceptive advice on behalf of her worried parents 

That is an extreme example of the demands the rich make 
upon their private bankers, but the theme is increasingly com- 
mon. Maria Elena Lagomasino, chairman and chief executive 
of JPMorgan Private Bank in New York, explains that pri- 
vate bankers spend a lot of time nowadays dealing not so much 
with the clients themselves but with their children. *Our 
clients are people with a very high probability that their >» 
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money will outlive them," she explains. "What takes up their 
thinking is what happens after them; how they can make sure 
their children get not just their wealth, but their values." 

The problem is especially acute in Asia, where almost all 
the region's wealthy have made their fortunes in the past 50 
years. That money is held tightly by a few elderly patriarchs, 
who are reluctant to acknowledge their mortality and discour- 
age all talk of inheritance. *Even today I cannot ask my father 
if he has made a will," complains the grown-up daughter of a 
wealthy Hong Kong businessman—a man who in recent years 
has survived both serious illness and a kidnapping. 

"These children have a hard time 
speaking to their parents about what 
happens after they've gone," says 
Lagomasino, explaining that the 
problem worries private bankers, too. 
Private banks put a lot of effort into 
acquiring clients and work hard to 
retain them. If a client's heirs then 
take their money elsewhere, that 
investment is lost. A private bank that 
can earn the loyalty of both client and 
children, however, will have secured 
its fees for decades to come. "I amor- 
tize my investments over 100 years. 
Those are the economics of the busi- 
ness," explains Lagomasino. 

JPMorgan, and other banks like 
it, spend a lot of time arranging sem- 
inars on wealth management for 
clients' family members and coun- 
selling sessions for rich kids who 
stand to get a lot richer on the death 
of their parents. These are sensi- 
tive topics, but as Lagomasino 








region the same "family office" services they provide in Europe 
and North America. "We know from our experience in Europe 
that very wealthy families often need specific value-added serv- 
ices, like global custody," says Jean-Claude Erne, Singapore- 
based managing director for Asia of Pictet & Cie, the 200- 
year-old Geneva private bank. 

Extremely rich families, with investable assets of more 
than $100 million, typically have relationships with 10 or 12 
banks as well as with any number of brokers, fund managers, 
lawyers, accountants and real-estate agents. The result is a 
welter of statements, trading reports, fee schedules, tax doc- 
uments and legal certificates that few 
clients can hope to keep up with. 
"Some very wealthy families don't 
actually have a very clear picture of 
their exposure at all," says Erne. 

The family office aims to con- 
solidate all that business onto a sin- 
gle platform. One bank will act as 
global custodian for all the family's 
investments, assessing overall expo- 
sure and providing a single, regular 
position report. It will liaise with the 
family's other banks and brokers, 
provide all the essential adminis- ` 
tration and book-keeping services 
they need and ensure the fees the 
family pays its various advisers are 
competitive. It will get involved in tax 
and succession planning, and ensure 
a clear legal structure for the family's 
holdings to avoid what Erne calls 
problems of family governance: dis- 
putes between members. 

"The big families have become 
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explains, they need to be addressed, IT'S ALL MINE: Asia’s patriarchs won't discuss succession incredibly well organized," says Gra- 


and "there are no university courses 
in being very rich." 

The objective is to teach clients what Lagomasino describes 
as the concept of stewardship: the notion that wealth does 
not belong to the individual client, but must be passed on intact 
to succeeding generations. For private bankers, the reward is 
the kind of loyalty that for over a century has kept one New 
York family banking with JPMorgan, through five successive 
generations. According to Lagomasino, the day when each fam- 
ily member first visits the bank to learn about their money has 
become an important rite of passage into adulthood. 

[n an attempt to establish that kind of continuity in Asia, 
private banks are increasingly offering their clients in the 
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ham Wainer, group head of clients 
and portfolio management at London hedge-fund manager 
GAM. "They have leveraged the techniques of the institu- 
tional world and become like institutions themselves." 

According to Wainer, the rich today are behaving more and 
more like large pension funds or multinational corporations. 
They conduct regular performance reviews and hold beauty 
parades in which banks pitch against each other to win advi- 
sory mandates. He believes there is little room any more for 
the old-fashioned idea of private banker as personal friend 
and trusted family counsellor. "The personal-service side 
has been over-egged,” he says. 

Giles at Crosby disagrees, however. He argues that wealthy 
Asian families will never consolidate all their money into sin- 
gle, transparent holding structures, lest they become a tar- 
get for litigation, either from outsiders or from other family 
members. “I frequently get told by wives not to tell their 
husbands about their assets," he says. 

With so little trust around within families, the future of 
the private banker as butler, discreet, dependable and wise, " 
seems assured for a long time to come. = 
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For further information, please contact 
Daniel Truchi 

CEO. SG Private Banking, Asia Pacific 
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INTERVIEW: KATHRYN SHIH 





Anticipating the Client’s Needs 


The core goals of private-banking services are to preserve wealth, transfer it safely 
to the next generation and ensure they know how to protect it 


KATHRYN SHIH heads the Asia-Pacific private banking divi- 
sion of UBS AG. With total invested assets of $523 billion—and 
around $50 billion of that in Asia—UBS, based in Zurich, Switzer- 
land, operates one of the world’s biggest private-banking busi- 
nesses. Shih is based in Hong Kong and heads a team of more 
than 200 private bankers across Asia, including Japan. Clients 
must have a minimum of $1 million in bankable assets to open 
an account with UBS Wealth Management. Joel Baglole of the 
Review spoke to her recently. Excerpts: 


WHERE ARE YOU SEEING WEALTH GENERATED QUICKEST IN ASIA? 


If you're looking at wealth creation, obviously there's China. A lot 
of wealth is being generated in China and in Greater China, 
including Hong Kong and Taiwan. And that wealth growth in 
China is being driven largely by entrepreneurs. A lot of wealth 
management in Asia has traditionally been done offshore, and 
centred in places such as Hong Kong and Singapore. 


WHAT ARE THE UNIQUE CHALLENGES OF DOING PRIVATE 

BANKING IN ASIA? 

Asia is quite spread out geographically. It can take nine to 12 
hours of air travel to cross all of Asia. Also, there are a lot of 
different languages spoken here in Asia. And lots of different 
cultures. As such, bankers need knowledge of individual mar- 
kets in Asia. There's a lot to know. Also important is for bankers 
to understand the Asian family and Asian values. Asians want 
their children to get a very good education and prepare them 
to take over the family business. Part of our jobs as private 
bankers is to help make that happen. 


HOW DO HIGH-NET-WORTH INDIVIDUALS IN ASIA DIFFER FROM 
THOSE IN THE UNITED STATES AND EUROPE? 

In Europe and the U.S. there is more of a delegation of wealth 
management, whereas clients here want to have a say in their 
investments. Asian clients are often very hands-on, although 
that has been shifting since the financial crisis of 1997-98. Pre- 
crisis, Asians relied a lot on their own decisions and looked 
mostly at their home markets. However, the crisis changed 
the outlook of many people as they realized that they have to 
diversify and get information beyond their own expertise. Since 
the crisis, I think, people have seen the virtues of not putting 
all their eggs in one basket. 


WHAT WOULD YOU SAY IS THE NO. ! GOAL OR PRIORITY OF 
HIGH-NET-WORTH INDIVIDUALS IN ASIA? 


One of the important goals is for people to stay wealthy. The sec- 
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ond goal is to transfer their wealth to the next gen- 
eration and ensure they know how to protect it. Our 
efforts tend to revolve around those goals. 


WHAT ARE SOME KEY PRODUCTS YOU OFFER 
CLIENTS IN ASIA? 

First, you need to understand your clients and their 
financial, tax and family situations. The products 
we offer are driven by where a client is and where 
they want to go. It all depends on each client's indi- 
vidual situation. That said, we offer products rang- 
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ing from stocks and bonds to insurance, curren- 
cies and hedge funds. 


WHAT MAKES A GOOD PRIVATE BANKER? 


A good private banker must have integrity. A lot of 
trust is put on a private banker. A private banker 
must also be a good listener. But to really distin- 
guish yourself, a private banker must go the extra 
mile for clients and anticipate needs before they 
are expressed. 


DESCRIBE THE LIFE OF A PRIVATE BANKER. 


Very often, as a trusted adviser, we know a lot 
about a family. Sometimes more than the chil- 
dren. You get used to attending christenings and 
funerals of clients. The hours are long because 
often you need to execute things as soon as pos- 
sible. If it takes you until 10 p.m. to accomplish 
something, then you have to do it. Often we're 
placing orders from Asia during European or U.S. 
business hours. 


WHAT HAPPENS WHEN YOU GET SOMETHING 
WRONG? 


' We will investigate what went wrong and try to 
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determine if it was the bank's fault. If it was, we will take respon- 
sibility for that mistake and work quickly to resolve it. We try to 
understand our clients' needs to avoid things going wrong. How- 
ever, sometimes clients aren't sure what they want to achieve. A 
good private banker will always pull a client back to the reterence 
point and clarify the aim or goal of an investment. 


WHAT EXTRAS OR PERKS DO YOU OFFER CLIENTS? 


We run a lot of seminars introducing new concepts or investment 
products to clients. We also host lifestyle events for clients such 
as golf tournaments, golf clinics, wine tastings, art exhibits, what- 
ever they enjoy. We've also begun to hold seminars for clients 
on China and Chinese culture, which helps broaden people's per- 
spective and understanding of China. 


WHAT IS THE VIRTUE OR BENEFIT OF SIZE? 


With size comes a strong balance sheet. Clients want to ensure 
the bank they're with is very sound and stable in order to pro- 
tect and preserve their wealth. Also, being a large bank, we can 
employ a lot of bankers to help meet clients’ needs 


WHAT'S THE MOST DIFFICULT PART OF YOUR JOB? 

I wouldn't classify anything as difficult. It's challenging and 
rewarding. The market here in Asia is growing very fast. It's excit- 
ing to be in Asia during such a strong period of growth. = 
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MALAYSIA 


A Bit Stretched 


After years of spending on physical infrastructure, the 


government is having trouble settling its bills 
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By Leslie Lopez 

Jimmy Lim, a hardware-materials supplier to sev- 
eral contractors involved in the construction of a 
2.5 billion ringgit ($657.9 million) railway project 
in Malaysia, is an angry man. The government's 
delay in making progress payments to the project's 
chief contractor, DRB-Hicom Group, has pre- 
vented suppliers like Lim from being paid. “We 
need to survive, but the government is making 
it very difficult," he says. 

Lim's gripes aren't isolated. Companies that 
have long relied on the Malaysian government 
for business are complaining of payment delays, 
stoking concerns that Kuala Lumpur's finances 
may be a little stretched. A senior government off- 
ical says the government is aware of the budgetary 
shortfall, and is considering a supplementary 
budget to meet the short-term funding gap. 

Much of the shortfall is due to spending on 
infrastructure projects during the Mahathir 


FEDERAL LARGESSE 
Malaysia's federal budget has been 
in deficit for years 
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Mohamad administration. Of the 160 billion ring- 
git ($42 billion) allocated under Malaysia’s 2001- 
05 spending plan, almost 80% has been disbursed, 
say government officials. Now several ministries, 
such as the Education Ministry, are discovering 
that their development budgets have been 
exhausted. Government officials say that unless 
Kuala Lumpur approves fresh funding alloca- 
tions, cash-strapped ministries may have to dip 
into their operating budgets to settle outstanding 
payments to contractors. " 

Herein lies Kuala Lumpur's dilemma. The new 
administration of Prime Minister Abdullah Ahmad 
Badawi had vowed to cut the fiscal deficit—which 
stood at 5.3% of GDP in 2003—in a bid to achieve 
a balanced budget by 2007. Now that commitment 
is looking a little shaky. 

Several private economists believe that Abdul- 
lah wort be chastised too severely by the foreign 
investment community should his government 
decide to postpone its ambitious fiscal consolida- 
tion programme by a couple of years. Yeah Kim 
Leng, chief economist at RAM Consultancy Ser- 
vices, one of Malaysia's top private debt-rating 


agencies, argues that with national debt hovering ~* 


at about 50% of GDP, Malaysia can easily raise 
funding. "The government's [financial] position 
isn't bad at all," he says. 

What's needed though, is greater fiscal disci- 
pline, says Yeah, echoing a widely held view among 
private economists and bankers. "The mindset of 
building roads to nowhere has got to stop," says a 
chief executive of Kuala Lumpur-based financial con- 
sultancy with close ties to the government. 

Mahathir was a promoter of infrastructure 
projects. During his premiership, which began in 
1981, the administration awarded scores of proj- 
ects, many involving decades-long concessions to 
politically influential groups or individuals. 
Because many of these projects came with gov- 
ernment guarantees, Kuala Lumpur carries a large 
financial obligation, which isn't reflected in the 
national budget. Finance Ministry sources say that 
the government's total contingent liability stands 
at roughly 8o billion ringgit. 

In fact, there are many more contracts out there. 
Government officials say that before Mahathir 
retired in October last year, his government issued 
about 310 nonbinding contracts valued at several 
billion ringgit to private concerns. 

Private economists say that GDP should grow 
by more than 696 this year on the back of robust 
exports and strong domestic demand. "The gov- 
ernment is better off saving its fiscal bullets, 
which will come in handy in the event ofa sharp _ 


slowdown in China or the United States," says ~ 


RAM's Yeah. = 
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Dow Jones Sia Indexes Local Indexes 
e 21)  %chg YTD (June 21) Mkt Unit Latest % chg YTD 
| 3730 Aluminium Lan $/tn 1,721.00 +7.29 
-18.41 Cocoa NY $/tn 1,351.00 -10.83 
bd Coffee NY c/lb 76.10 +1717 
4, 322.99  +24.56 Copper NY c/Ib 119.50 «14.30 
Hongkong naasa 5.81 Cotton NY c/lb 53.28 -29.03 
689.62 -0.33 Gold Ldn $/oz 395.25 -5.27 
| ^^ 41414 Oil: Brent Ldn $/barrel 35.13 +16.44 
. 43.98 Palm Oil KL Ringgit/tn 1,527.00 -13.92 
“ l +680 Pulp FOEX  $/tn 655.00 +17:08 
Singapo! 132.53 -0.50 -7.57 Rice Bnk $/tn 228.00 «12.87 
South Korea 101.74 py +1.28 Rubber KL Mc/kg 467.50 -1,06 
| 7609. -5.67 Soyabeans Chg c/bushe| 888.50 «11.90 
Thailand 63.82 -20.20 +8.65 Sugar NY c/lb 765 +3492 
268.35 +216- +1.90 Tin KL $/tn 9,300.00 «40.70 
EuroStoxx 50* 2,816.56 *2.02 JA | P= 0029 Wheat Chg c/bushel 363.25 -3.65 
| FTSE 4,502.20 +0.57 AIG - Dow Jones Commodity Index 146.03 +7.95 
Dow Jones Global indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars, *Dow Jones Stoxx Sources: Dow Jones; MoneyLine Telerate Sources: Moneyl ine Telerate: Reuters; Dow jones 
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Key Currencies 

(June 21) $1 worth Spot rate % chg YTD (June 21) $1 worth Spot rate % chg YTD 
Australia dollar 1.4476 -8.30 Mongolia* tugrik 1,170.00 -3.76 
Bangladesh taka 60.225 -2.86 Nepal rupee 72.20 Hn 
Brunei dollar 1.719 -0.80 New Zealand dollar 1.591 -4.05 
Burma** kyat 1,100.00 -19.09 Pakistan rupee 57.83 -1.16 
Cambodia** riel 4,130.00 -6.71 Papua New G. kina 3.1157 +5.95 
China renminbi 8.2765 0.00 Philippines peso 56.135 -110 
European Union euro 0.8252 -3.83 Russia** rouble 29.015 +0.78 
Hong Kong dollar 7.7979 -0.44 Singapore dollar 1.7206 -1.34 
India rupee 45.93 -0.73 South Korea won 1,156.30 +3.09 
indonesia rupiah 9,388.00 -10.46 Sri Lanka rupee 101.30 -4.34 
Japan yen 108.90 -1.55 Taiwan NT dollar 33.77 +0.59 
Laos** kip 10,655.00 -2.06 Thailand baht 40.85 -3.13 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,722.00 -0.41 

r . Malaysia ringgit 3.80 0.00 
Other rates: HK$ = renminbi 1.0611 S$ = ringgit 2.2074 SDR = $1.4663 “Official rate — **Unofficial rate Sources: MoneylLine Tolerate: Reuter; Dow jones 
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EDUCATION 


Failing the Grade 


Who says cheaters don't win? In India, criminals are making millions by stealing exam papers. 
That’s casting a shadow over the education system’s ability to function as a meritocracy 


By Jason Overdorf/New DELHI 


TESTING TIMES: “People who pay 
the money can easily get through. 
it's happening every year,” 

says student Chitwan Mittal 
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WHEN POLICE STORMED a building in a mid- 
dle-class New Delhi neighbourhood late one night 
this spring, they found the men they were looking 
for in the midst of an unusual crime. The alleged 
perpetrators of one of the biggest scams to rock 
Indian higher education were chaperoning a mid- 
night crammers' session for some 39 students— 
with a healthy sampling of parents looking on— 
as they studied for the entrance examination for 
India's prestigious medical colleges. When offi- 
cials verified that their handwritten study sheets 
perfectly matched the top-secret question paper, 
not due to be released until the beginning of the 
exam the next morning, the test was cancelled and 
the tutors were taken into custody. 


A 





That was bad news for the 240,000 or so would-be doctors 
who had sweated over textbooks for months in preparation for 
the Central Board of Secondary Education's All India Pre-Med- 
ical Test, which determines who will gain admission into 15% 
of medical degree programmes here. Far from a reprieve, the can- 
cellation meant more waiting, more studying and more stress. 
For students from rural areas, who had to travel long distances 
to reach testing centres, it meant they would have to spend 
even more money for their chance at a lucrative career. 

Worse still, this wasn't the first case of its kind. Over the 
past several years, as many as 10 important question papers have 
been leaked. They include the Common Admission Test that gov- 
erns admittance to the ultra-prestigious Indian Institutes of Man- 
agement, or IIM, a degree from which virtually guarantees a 
bright future in business. The leaks have left Indian education 
officials scrambling for solutions—and excuses. More seri- 
ously, they have raised serious questions about the Indian edu- 
cational system's ability to function as a meritocracy. 

“A couple of my friends who had studied very hard for the 
exam were devastated” by the leak, says 17-year-old Nitya Asavari 
of New Delhi. “Mentally it was really a setback to them. | think 
it makes the whole system lose credibility. There is no guarantee. 
This leak got published in the newspaper, but there must be thou- 
sands of others,” she adds. 

Another student, 17-year-old Chitwan Mittal, was one of those 
due to take the cancelled pre-medical test. “People who pay the 
money can easily get through,” she says. “It’s happening every year.” 
The corruption in the system also makes it even harder for poor 
students—whose parents cannot afford to buy placements—to get 
a good education. "It's absolutely not fair,” says Mittal. “People just 
throw money and they get seats. Seats are literally sold to students.” 

Cheating is big business in India. For the latest leaked paper, 
the Central Bureau of Investigation—the federal investigative 
agency—says the accused sold exam questions to students and their 
parents for 700,000-800,000 rupees ($15,400-17,600), and may 
have had up to 400 customers. Even by the most conservative 
estimate, the alleged theft would have brought in 50 million 
rupees—more than $1 million—for a single exam. “The money 
involved is enormous,” says Dependra Pathak, of the Delhi Police 
Crime Branch. “That generates temptation.” The temptation to 
cheat is just as strong on the side of the buyers—the students 
and their parents—in a country where college places, particularly 
in areas like medicine and engineering, are like gold dust 

This spring’s late-night raid ahead of the pre-medical test was 
a major coup for Delhis police. But the fact that the leak happened 
in the first place discouraged many officials—and outraged many 
ordinary Indians. Among the main reasons for the dismay: The 
authorities thought they had solved the problem with the arrest 
of Ranjit Kumar Singh, or “Ranjit Don,” a Bihar doctor who 
allegedly masterminded last year’s leaking of the admission 
test for the IIM. 

Singh, who has not been convicted of any crime, is in jail await- 
ing trial in his home state. To some there he’s become something 
of a Robin Hood figure, despite news reports claiming he has a per- 
sonal fortune of 2 billion rupees. But the latest exam leak shows 
that the methods attributed to him, at least, live on, as Pathak of 
Delhi's crime branch explains: “They called the students toa >» 
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central location, they gave them handwritten question papers, they 
didn't let them go out until the morning," he says. 

At the time of Singh's arrest, police said as many as 70 
similar gangs might be operating around the country, though 
G. Mohanti, spokesman for the Central Bureau of Investigation, 
or CBI, now calls that figure an exaggeration. The investigative 
agency also said it suspected that the school board's pre-medical 
exam had likely been compromised for at least five years. 

Among those calling for an explanation is advocate Raj Kumar 
Gupta: Earlier this year, he filed a public-interest suit with India's 
Supreme Court, requesting that the country's major educational 
authorities, as well as the CBI, make public their findings on the 
reasons why the testing system is vulnerable to leaks and what they 
have done to correct the problem. In May, the Supreme Court 
issued a notice in support of Gupta's demand. 

"The leakage of question papers is affecting the psychology of 
students and their parents," Gupta argues. "Students who are real 
hard workers are getting demoralized and depressed. Above all, it 
has a great negative impact on the whole education system." The 
despair of students is understandable: After the leaking of the 2003 
pre-medical exam, allegedly by Ranjit Singh, around half of the 
1,200-or-so medical school placements awarded went to students 
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from his home state. Another “natural inference” from the rash 
of exam leaks over the past year, according to Gupta, is that the 
authorities haven't learned any lessons from previous failures. 

That may be only partly true. The Central Board of Secondary 
Education, or CBSE, said its chairman was too busy to grant an 
interview. But the CBI and police say the source from which the 
alleged perpetrators of the leak obtained the pre-medical exam 
paper suggests that most of the usual gaps in security have been 
filled. In 2004, the alleged source of the leak was a computer oper- 
ator working inside the CBSE's “confidential” exam section. Police 
say that means that the traditional weak link of the chain—the 
printers who are entrusted with producing the exam papers sev- 
eral days before the test—has been strengthened. 

So far, the authorities have arrested a dozen people allegedly 
involved in leaking and selling the 2004 exam paper. But to some, 
suspicion concerning N.K. Thaploo, a professor, and Suchdir 
Sachdeva, owner of Sachdeva New P.T. College—a coaching insti- 
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SCHOOLS FOR SCANDAL? The role of coaching institutes is raising concern 


tute with a history of producing exam "toppers"— 
is greater cause for concern. Police say the two agreed 
to buy the leaked exam for 5 million rupees. The 
authorities have arrested Thaploo, who maintains he 
is innocent. Sachdeva, currently on bail, says he 
will cooperate with the investigation but has made 
no comment on his guilt or innocence. 

“What is their [the coaching institutions] role?" 
asks S.C. Tripathi, secretary of higher education at 
the Ministry of Human Resource Development. 
"Why is it that students are tempted to go to coach- 
ing institutions, and some coaching institutions are 
able to model their coaching programmes in such 
a Way that over a period of time they are able to claim 
that children or students who come to their coach- 
ing programmes have a better rate of success?" 


COACHING CENTRES 

India has thousands of coaching institutes, three 
or four to every mid-sized town, Tripathi says, and 
many charge high fees. The question becomes: 
Do students cheat because they don't believe 
the system is a meritocracy, or have they lost their 
faith in meritocracy because of cheating? Student 
Asavari, though just 17, already talks like a cynic. 
"In every leak," she says, "the coaching centres 
are majorly involved." 

Until a better answer arises, the IIM selection 
boards—shocked by the first-ever leak of their 
admissions test last year, but also concerned that 
coaching institutes skew exam results—have 
resorted to an old-fashioned solution. They use the 
test only to select the students for the second round 
of the admission process, a combination of one-on- 
one and group interviews designed to test the can- 
didate's subject knowledge, as well as evaluate his 
or her personality. "Suppose someone has managed 
to get a high score in the written test that does 
not reflect the true abilities of the individual," 
says Bakul Dholakia, director and a professor of 
IIM Ahmedabad. “This is something that gets spot- " 
ted in the interview process." Perhaps for that rea- 
son, so far nobody has raised doubts about the qual- 
ity of IIM graduates. 

But can the same be said for India's medical 
schools? Quite a few exam cheats “muddle 
through medical school," says S.K. Vohra, a 
respected New Delhi doctor with 50 years’ expe- 
rience. While he says the established medical col- 
leges are up to standard, at some less reputable 
institutions, poor systems and inferior teachers 
are reflected in the quality of the graduates. One 
of the question papers leaked in 2000 was for the 
gynaecology and obstetrics exam for final-year 
medical students at the University of Bombay. 
That's a graduating class you don't want to meet— 
at least not in a professional capacity. = 
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Hosted by Asia Programs, John F. Kennedy School 
of Government, Harvard University 
Wednesday, 1 December 2004 
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Registration Form 
Dow Jones Conferences, 1760 Airline Hwy., Suite F, PMB102, Hollister, CA 95023, USA. Fax: +1 831 637 1831, email: registrar@djconferences.net 
Q Please reserve one place at the conference and workshop only at the early bird rate of USD1,800 (book before 30 June 2004) 
J Please reserve one place at the conference only at the early bird rate of USD1,500 (book before 30 June 2004) 
Name in Chinese: 
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Address: 
Fax Email 


J Payment by credit card: American Express / Visa / MasterCard 


Card No: | 
Expiry Date: Name on Card: 
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Note: Price includes conference, conference materials, cocktail reception and gala dinner. 
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Books: GLOBALIZATION 


Word Power 


A new booh shows how the English language has 


been kneaded and pulled into different shapes to suit 


users around the globe, writes Mitali Saran 


HAVE YOU NOTICED how the English 
language is being relentlessly globalized, 
alongside call centres and toasters? Weird 
English, by Evelyn Nien-Ming Chien of the 
University of Hartford, is a celebratory take 
on that trend in literature. Chien isn't yet 
standing over the grave of the Queen's Eng- 
lish, but she sympathizes with the multi- 
cultural literary coup that has dethroned it. 
She calls this creative linguistic-literary 
phenomenon "weird English," that is, stan- 
dard received English made different and 
more powerful by the introduction of 
words from other languages. If that sounds 
too academic, relax: Weird English is written with verve, and 
presents an intriguing and important idea. 

Chien argues that “weirding” English allows bi-cultural 
writers to create a truer, more representative linguistic space 
for their imagined communities. They do this by displacing 
the rhythms of English, subverting its rules, and pollinat- 
ing it with other languages—literally, creating new linguistic 
territory that a hybrid culture can access and occupy on its 
own terms, in its own terms. Weird English is a kind of liter- 
ary street law, in which ungrammatical language, patch- 
work syntax, linguistic stuttering and unintelligibility are not 
shortcomings but the tools and bricks of identity-building. 





[ Weird English ] 
by Evelyn Nien-Ming 
Ch'ien. Harvard 
University Press. 
$29.95 


SMALL 


Whether it is the prevalence of child 
labour in South Asia or environmental 
degradation worldwide, globalization has 
a lot to answer for, if one reads its best- 


tic. He draws on a wide range of disci- 

plines and opinions, ranging from Niger- 
ian novelists and German poets to French cover so vast a ground, Bhagwati 
structuralists, Russian anarchists, Indian 


Weird English argues that such authentic bi-cultural lin- 
guistic creations should be recognized as languages. Exam- 
ple: “Chinglish,” the Chinese-English syncretic language 
examined here in the work of Maxine Hong Kingston. Chien 
sees Chinglish as "linguistic courage and independence," and 
traces the way Kingston begins to stress its sounds, rhythms 
and grammar. Wittman Ah Singh, Kingston's protagonist in 
Tripmaster Monkey, retains "Chinese ears,” constantly evolv- 
ing a English-Chinese dictionary in his head, a “key that 
remakes/re-mak-u-si standard English into Ching- 
lish.” Chien sees Chinglish as an accurate record of 
the Chinese diasporic language. 

Language can also be transformative through 
the way it looks on the page. In the case of India's 
Arundhati Roy, who wrote The God of Small Things, the 
design of language gives voice to a political vision. Roy is a 
linguistic anarchist who breaks English apart and reconsti- 
tutes it on her own terms, with nonstandard capitalization 
and phrases like “rushing, rolling fishswimming sense" 
or “No Locusts Stand I"—defying rules and challenging 
sign and referent. Chien sees Roy's use of word layout 
as creating a language of the small (children, lower castes, 
the colonized) for a way of being, subverting the rules of the 
big (adults, dominant castes, the colonial). She argues that the 


circular structure of the novel, which contains the narrative, ` 


is Roy's way of owning and reserving the terrain of the small, 
for the small. 

Through the works of Junot Diaz, Ch'ien investigates 
the deliberate unintelligibility of weird English. Díaz plays up 
the unintelligibility that exists even between different kinds 
of Spanish speakers, as well as between readers and intel- 
lectual language. He refuses to italicize Spanish words in 
his text: “By keeping the Spanish as normative in a predom- 
inantly English text, I wanted to remind readers of the fluid- 
ity of languages, the mutability of languages. And to mark 
how steadily English is transforming Spanish and Spanish is 
transforming English," he tells Chien in an interview. 

Chien wraps up with a look at the unintelligibility of post- 


WORLD 


This may sound like an unusually 
sunny view of the world and, in trying to 


understandably has to skim over the 


selling critics like Naomi Klein or Joseph economists and American MEPER- surface of some complex 
Stiglitz. Now, Jagdish Bhagwati, a executives. The message: e ay debates. But the picture that 
Columbia University professor and a There are things wrong with the — py Jagdish emerges after his sweeping 
senior fellow at the Council on Foreign world, but they're not globaliza- Bhagwati. Oxford broad brush is convincing. 
Relations in the United States, has tion's fault. Globalization does University Press. This is because Bhagwati 


stepped forward with a lucid defence. 
Given the self-righteousness of some of 
its critics and the paucity of eloquent 
defenders (with notable exceptions like 
Hernando de Soto), this book hasn't 
come a day too soon. 


Bhagwati's account is witty and eclec- — set those right. 


not need a human face, 
because it is a human process, 
its influence largely benign. And 
while there is injustice in the 
world—inequality, poverty and 
disease—institutions exist to 


takes globalization’s opponents 
seriously. He takes their argu- 
ments at face value and dissects 
them, agreeing that there are 
serious problems with the world, 
but asks the relevant question 
(misquoting Tina Turner): What’s 


in Defense of 
Globalization 








e 





colonial theory, which attempts to pick colonialism apart, 
but does so in English—the colonizer's language—and 
which therefore can sound garbled and opaque. This differs 
from the rich new worlds of postcolonial weird English such 
as that of Salman Rushdie. In her view, the flip side of the 
exile's uncertainty is, potentially, magic on the page. She 
talks about the proliferation of voices and words in his writ- 
ing, which suggest a life removed from conventional con- 
cepts of roots, home, and community—a life lived almost 
exclusively within the theatre of words. 


globalization got to do with it? Are you 
concerned about child labour? Go after 
governments that fail to live up to their 
obligations under the International 
Labour Organization. Does environmen- 
tal degradation bother you? Improve 
local legislation, and empower non- 
governmental organizations. Are prices 
of essential medicines too high? Oppose 
the conversion of the World Trade 
Organization into a royalty-collection 
agency for big pharma. 

Globalization is good, but not good 


» ,enough, he argues, and should be man- 


aged to "reinforce and ensure" its benign 
effects. Too many critics assume that 
globalization must necessarily be anti- 
poor. Actually, he argues, globalization 


can help the poor emerge from poverty. 
In concise chapters, he addresses 
the vast range of issues that grip anyone 
concerned with globalization: Is poverty 
enhanced or diminished? Are women's 
rights harmed or helped? Is culture 
imperilled or enriched? Are corporations 
beneficial or predatory? Bhagwati has 
advised the United Nations' Kofi Annan 
on globalization and the Gatt (the WTO's 
forerunner), and spends time addressing 
concerns of environmentalists. Himself 
a supporter of reduction in carbon 
emissions and sympathetic to many 
NGOs, Bhagwati is nonetheless unspar- 
ing in his criticism of developing coun- 
tries that want to maintain their own 
barriers—in trade, in the Kyoto Protocol— 


Weird English is a robustly academic work, bu 


style is quite palatable—even veined with humour. Shi 
at minimizing the academic jargon, and despite the o 
baffling moment, the meat of her work is accessible. H 
ters on Roy, Díaz and Rushdie are particularly lucid 


book is filled with incisive insight into writer | 
Vladimir Nabokov, Irvine Welsh, and Derek Waicott. 3 
only be interested in things literary in order to fin 
enlightening and quite fascinating read. = 
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and of NGOs that manipulate facts. 
There is, he shows, no race to the 
bottom; the real race is to the top. 
Indeed, over the years labour standards 
have grown stronger, and lobbies in the 
first world—unions, NGOs and govern 
ments—require the developing world to 
meet those standards if they are to 
continue to receive foreign investment 
Globalization is such a charged word 
that Bhagwati's book may not sway those 
who are already convinced that it can't 
do any good. But for those with an open 
mind who are concerned about the state 
of the world, this is a soothing antidote to 
the negativism that dominates much o! 
the globalization debate. Salil Tripathi 
Salil Tripathi is a writer based in London 


= Western Weirdness Wanes 


Interest in the bizarre may be slumping on one side of the planet but it's 


never been stronger in the East 


THE STRANGEST news item to catch my 
eye this week was about strange news items. 
The Western world is seeing a massive decline 
in weirdness, a report claims. But the num- 
ber of bizarre happenings in Asia is contin- 
uing to grow. What's going on? Has weird- 
ness started to flow around the world in the 
way that hot money does? 

In Scotland, sightings of the Loch Ness 
Monster have dropped to negligible rates. In 
the United States, UFO societies are closing 
down en masse as the number of reports of 
alien visitors has suddenly plummeted. “In the 
past few years there has been a spectacular 
market crash in many kinds of paranormal 
activity,” Britain's Guardian newspaper re- 
ported in a survey of odd news items. “Some- 
how our world just isn't as weird as it was.” 

Yet in Asia, the number of odd tales is 
growing steadily, as this column's network 
of contributors can confirm probably bet- 
ter than most. A sceptic might say that what 
this means is that people in Asia are more 
gullible than people in the West. But this 
ain't necessarily so. Items about people 
in India worshipping Ganesh-shaped brin- 
jals—or aubergines—are roughly balanced 
by items about Westerners paying homage 
to Virgin Mary-shaped spuds. 

Some people date the change in the West 
to September 11, 2001. Staff at The Fortean 
Times, a 30-year-old British journal of bizarre 
news items, believe society's paranoia has 
become focused on concrete fears rather than 
paranormal ones. “That doesn't mean, of 
course, that there's less paranormality, but just 
less coverage of it," a spokesman said. 

Whatever the reason, the sad fact is that 
magic appears to be draining away from life 
in the West, while the inexplicable continues 
to be part of day-to-day existence here in the 
East. To prove this, here are the four weird- 
est Asia-related stories sent to your colum- 
nist in recent days. 

First, Sri Lankans are living in fear of a 
massive attack of bad karma. At a recent cer- 
emony, a top public-security official threw a 
white dove into the air to represent the dawn 


60 Far Eastern Economic Review 





of an era of peace. But the dove fell stone dead to the ground “like a brick.” Tamil 
Tiger separatists can be kept at bay with soldiers, but bad karma can float through 
any defence. Authorities are desperately hoping they can blame the dove's death 
on humans, and are looking for evidence of sabotage. 

Second, a party of explorers is setting out to photograph the Orang Pendek ` 
(little man), a half-ape, half-human creature reputed to live in the jungles of 
Sumatra. British adventurers working with Indonesian locals will spend a month 
at places where the creature, said to have its own language, has been sighted. 
The explorers hope to have better success than during their previous expedition, 
when they went to the Gobi Desert to look for the Mongolian Death Worm, a 
massive killer serpent similar to the giant sand worms in the Dune novels. 

Third, an 11-year-old Indian boy genius is treating Aids and cancer patients. 
Akrit Jaswal (whose IQ is 162, higher than Einstein's), has been seconded to help 
scientists at the Tata Cancer Research Institute in Mumbai. "There were moments 
when nearly 300 patients, including doctors, would be lined up to see me. I found 
a technique to treat cancer and Aids genetically," he told reporters. While most 
boys his age have a passion for Pokemon, Akrit has different interests. “I 
would like to do a doctorate in pharmaceutical chemistry," he said. 

Fourth, the next time you see an elephant 
standing quietly with its head down on a road- , 
side in India or Thailand, don't assume it's 
sleeping. It may be *on the phone." Elephants 
may have the ability to communicate over long 
distances by producing small earthquakes, sci- 
entists have found. Pachyderms make low, rum- 
bling noises (inaudible to humans) which send 
seismic waves through the ground for distances 
up to 2.2 kilometres, according to a Stanford 
University study. The called parties “hear” the 
underground vibrations with their feet. 

There are lots of superlative things about 
life in the West, such as art galleries, opera and 
the chocolate Hobnob. But do they have karma, 
mysterious monsters and child geniuses mak- 
ing medical history? Perhaps elephants in the 
Bangkok suburbs could give a call to their West" " 
ern counterparts and find out for us. & 
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BY NURY VITTACHI 


HAVE A TALE TO TELL? 
Call (852) 2831 2502, 
fax (852) 2503 1530, or 
write to GPO Box 160, 
Hong Kong. 

By e-mail: tales@feer.com 





duly I, 2004 














A Y | A i | | F F The Review's monthly guide 
to travel, dining and style in Asia 


Lhina Express 


A booming economy has made China a magnet for business travellers. But how can you 
ease the pain of being on the road and make the most of your trip? We've got the answers 


62 For hotels, think small 65 What price your room? 68 Get ready to tee off 
64. Not just a travel agent 66 The great golf explosion 
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SMALL IS BEAUTIFUL 


Big chain hotels are the first choice for most business travellers in China, but there’s a growing 
number of smaller, boutique-style hotels that offer service with a little more character 


LE MERIDIEN CYBERPORT, 
HONG KONG 

Here’s something different: 
A hotel for the business 
traveller with no business 
centre. The hotel is Le Meri- 
dien Cyberport—located in 
Hong Kong’s much-vaunted, 
often-derided attempt to 
create an Asian Silicon 
Valley-on-Sea. Cyberport is a 
child of the dotcom era, and 
that’s reflected at the 173- 
room Le Meridien: The 
rooms have broadband 
access, huge flat-panel dis- 
plays for TV and Internet, 
and wireless keyboards, so 
there’s no need for a business 
centre. The technology is 
nice, but just as impressive is 
the decor: Out are the gold 
fittings and marble panels 
found in most upmarket 
Hong Kong hotels; in are 
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NO GLITZ: The understated Hotel Kapok in Shenzhen 


cool white walls enlivened by 
startling modern furniture, 
artworks and carpets. Add in 
some stunning sea views (the 
best are in rooms ending in 
03), and this really is some- 
thing new for Hong Kong. 
The downside? Cyberport 


feels a bit like a construction 
site, and it's a long way— 
well, 20 minutes by taxi—to 
the bright lights of Central. 


100 Cyberport Road, Hong Kong. 


all H ^ro Ty 
Tel | H * Z Z ei sf B8; 
www.hongkong.lemeridien.com. 


Prices from $173 





HOTEL KAPOK, SHENZHEN 
The southern boom town of 
Shenzhen has yet to see a 
glitzy chandelier it didnt like. 
Strange, then, to wander into 
the Hotel Kapok, a mostly 
restrained essay in cool grey 
walls, warm beige carpets 
and pale wooden furniture. 
The hotel has 116 fairly 
spacious rooms, all fitted out 
with modern, clean-looking 
furniture and striking bath- 
rooms: They're glassed-in 
rather than walled-off. The 
rooms all have free broad- 
band access (and a pillow 
menu), while the hotel has a 
business centre, gym—but, 
sadly, no pool—two Chinese 
restaurants and a coffee shop 
that does simple Western 
dishes. Trapped in the neon- 
lit chaos of Shenzhen, this is 
a rare oasis of visual calm. 


July |, 2004 


CYBER SCENE: 
Sea Vatcal ES with a 
hi-tech feel at 


Hong Kong s 


new Le Meridien 





Grat 4fT 


1001 Bao'an Nan Road, Shen 
zhen. Tel.: (86 755) 2585 6999; 
' www.hotel-kapok.com. Prices 
listed from $106, but expect to 
pay about 3055 less 


SURF PLAZA RESORT, 
QINGDAO 

OK, we admit that filing 
expenses for a hotel with the 
word “surf” in its title might 
cause a few problems back at 
the office. But with in-room 
Internet access, a conference 
room and a basic business 
centre (something bigger 
and brighter is planned), the 
40-room Surf Plaza Resort is 
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SURF'S UP: The Surf Plaza Resort in Qingdao (/eft) and 88 Xintiandi in Shanghai 
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an interesting alternative for 
business travellers in Qing- 
dao. The hotel is just 15 
minutes from the city cen- 
tre. Better still, it's right by 
the best beach in Qingdao, 
and 30 minutes from 
Laoshan mountain, source 
of the water used in Tsing 
Tao beer. There’s a white 
marble swimming pool, 
terrace cafe and an excellent 
15th-floor restaurant with 
panoramic views. Although 
the hotel's facilities aren't up 
to the best of what's on offer 
in Beijing or Shanghai, the 
rooms and suites (in Chi- 
nese and neoclassical styles) 
are still luxurious and com- 
fortable, and, at the top end, 
come equipped with extras 
like DVD players and 
Jacuzzis. All rooms, though, 
come with lots of free sea 
air—perfect for inspiring 
you with new ideas after a 
hard day's work. 


316 Hong Kong East Road 
(Xiang Gang Dong Lu), Qingdao. 
Tel.: (86 532) 889 0394; 
www.slh.com /surfplaza. Prices 
from about $82-362 


88 XINTIANDI, SHANGHAI 
The first thing women notice 
about the rooms in 88 Xin- 
tiandi are the romantic beds 
shrouded in netting, says 
resident manager Doris Hui. 


Men notice the funky antique 
switches for the lighting. The 
hotel is part of Xintiandi, a 
project to turn historic but 
dilapidated buildings in 
Shanghai's French Conces- 
sion into a popular shopping 
and restaurant district. Not 
surprisingly, the hotel is a mix 
of the old and the new. Each 
of its 53 rooms is outfitted 
with carpets and art deco-style 
furniture in muted grays, 
creating a homey and stylish 
environment. But there's 
technology, too: Rooms come 
with DVD players and stereo 
systems as well as fax 
machines and broadband 
Internet. Long-staying guests 
are a particular target, so 
every room has its own 
kitchen. Guests can also 
choose from studios or rooms 
with one or two bedrooms. 
There's an indoor pool and 
executive lounge, but no gym 
(a local gym is $12 extra per 
visit). The windows of east- 
facing rooms reveal green 
trees, a man-made lake, and a 
glimpse of the homes of actor 
Jackie Chan and Vincent Lo, 
the Hong Kong property 
developer who brought 
Xintiandi to Shanghai. 

380 Huang Pi Nan Lu, Shanghai. 
Tel.: (86 21) 5383 8833; 


www.88xintiandi.com. Daily rate 


from $258; monthly from $5,000 








NEW START: The Old House Inn 


OLD HOUSE INN, 
SHANGHAI 

It's located near a busy 
intersection, but the Old 
House Inn is nestled in such 
an inconspicuous, quiet alley 
that you might well think 
you ve wandered down thi 
wrong lane. The Ivy-covert d 
red-bric k villa was onci the 
home of a Chinese merchant, 
but now it’s one of Shan 
hai's best-kept secrets. Hard 


e 


wood floors. í anopy hye ic 
and replica furniture fi 
of the 12 


rooms. Though it 
doesn't cater specifically to 
business travellers, in-room 
broadband access, a cop 
and-fax service at the front 


desk and laundry services 
should cover most needs 
and breakfast in bed is fre: 
*We will try to carry out any 
customer's wishes," says thi 
hotel’s David Young, who 
adds that the hotel puts à 
real emphasis on servici 
which can be sorely lacking 
in Chinese hotels 

351 Huashan Lu 

Tel.: (B6 21) 6249 6867 
www.oldhoust 


$60 a night; book well i! Jance 


LAETITIA MARIONNEAI 
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ONE-STOP SHOP 


Some travel agents in China are expanding their services far beyond just booking flights. 


Now they'll organize everything from hiring translators to trekking through the desert 


[F YOU'RE A TURKISH executive vis- 


iting China with a taste for expensive 


cars, luxury hotels and weekend trips to 
remote places, you should know Sun 
Rufang. The 29-year-old travel agent for 
ASM Travel and Tours can arrange for an 
airport-tarmac pick-up in a Mercedes 320 


od 


| 
| 
| 


that—for a cool $180—will whisk you 
to the five-star Beijing Hotel. She knows 
which interpreters speak fluent Turkish 
(or, for that matter, just about anv other 
language) and can arrange for a private 
jet to zip you to Yangshuo, a rustic town 
of backpacker cafes set amid stunning 


"o 


, 








MEET YOUR GUIDE: A visit to Beijing airport's VIP lounge set Wilfred Kwok thinking 
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karst peaks in Guangxi province, for the 
weekend. "Lots of foreign executives are 
busy," she says, "and they want to be 
treated well." 

As more foreign firms do business 
in China, travel agencies are picking up on 
the lucrative market. Sun says there are 
now dozens of agencies that—for often 
considerable fees 
Few, though, she argues, offer "total cus- 
tomized service" —everything from where 
to buy flowers to how to rent a helicopter 
to avoid Beijing's snarled traffic. 

ASM was founded in 1986 by Tai- 
wanese-American psychologist Albert Lai, 
who started by helping Chinese govern- 
ment and business leaders make trips to 
the United States. Playing on the rela- 
tionships he built, he began taking Amer- 
icans East and now has “a couple of thou- 
sand" clients, mainly business travellers. 
He's been asked to do far more than just 
organize travel itineraries. In 1989, he 
says, Kentucky Fried Chicken executives 
sought his help to “meet the [Communist] 
Party." He was able to oblige, and a few 
months later the company opened its first 
mainland franchise. 

ASM also teams up with service and 
travel agencies around China to try to 
meet the desires of executives travelling 
outside the coastal cities. A few years ago, 





cater to executives. 


one guest wanted to drive across part of 


Xinjiang province's Taklamakan Desert, 
which at 360,000 square kilometres is 
one of the world's biggest. *It was very 
dangerous," she says. So she helped to 
arrange for a People's Liberation Army 
soldier trained in desert survival to travel 
with him. "We're expensive by Chinese 
standards," Sun admits. "But for West- 
erners we're very reasonable." Sixty per- 
cent of their clients have used the serv- 
ice more than once, she adds. 

Superior Travellers is a more recent 
entrant into the travel market. The Hong 


Kong-based firm, a subsidiary of local" 


trading company King Fook Hold- &» 
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; Hotel surting WHAT PRICE YOUR ROOM? 


How prices from travel Web sites compare with direct hotel bookings 


Type the name of a hotel into Google 
and chances are you'll be taken not 


e - 
China 


By On hotel hotelguide. Zuji 
to the hotel's Web site but to one of phone Web site os com 
seemingly thousands of hotel-reser- "der 
vation sites. That's no accident: HYATT end is $229* $191 $262 $211 $313 







Reservations are becoming big 
business and competition is intense 
for customers. But do travel Web 





fA St. Regis, 
«m, Beijing 
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sites offer good value? White Swan Hotel, "eT | 
We priced rooms in five hotels in sine Guangzhou Ene DUO $108 — $100 $86 | 
China by booking direct with each ———— | 







hotel (both by phone and via the $102 $78 $90 


Marriott, T 
€ Aamot Chongqing $93 $78 












è hotel's own Web site) and through 3 | 
three Asia-based travel sites: Singa- @ Sofitel J. J. Oriental zi 
pore-based Zuji.com, Thailand-based Pudong, Shanghai ot um. yo ; 3 
China-hotelguide.com (one of many x 5 
Si i inati *Superior room | 
uds sc del tdi e ana : ‘Mariott says we should have been quoted the same price over the phone and on its Web site | 

The results were interesting. For | 
four of the five hotels, we found it executive director at Zuji.com, who says increasing parity between hotel prices in | 
was cheapest to go straight to the hotel transactions through Zuji's Web all forms of distribution. 
hotels' own Web sites. The picture sites rose 358% year on year in May. That remains to be seen. But 
was a little different when we “Everyone accepts that the trend towards for now, Wilms offers this piece of good 
phoned the hotels to make a reser- on-line distribution is unstoppable," says advice: "People should always shop 
vation. Six of the 14 prices we Symes. This should, he believes, lead to around." Brian Keeley 

1 obtained from travel Web sites for 





our five hotels were lower than 
calling the hotel direct. (Hotels 
sometimes charge higher room rates 
for phone bookings than for Web 
bookings. However, penalties for 
changing a phone booking are 
usually lower.) 

Obviously, ours was not a scien- 
tific survey, and our choice of largely 
upmarket chain hotels probably 
didn't help the chances of the travel 
Web sites. That's because many of 
the big chains pursue what Daniel 
Lai, regional sales director at Mar- 

. riott International, calls a "Iook-no- 

F further rate,” which means that 

whether you book with the hotel by 
phone, on its Web site or through an 
approved resale site, you'll be 
charged the same rate. That tight 
policy can make it hard for travel 
Web sites to undercut the chains. 

So why use them? "Our strength 
is choice, it's not on price," answers 
Heiko Wilms, managing director of 
Wired Destinations. Instead of just 
pricing one room on one hotel site, 
you can find out the prices of rooms 
in numerous, sometimes hundreds, 
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„Discovering the beauty of Shanghai once again.Feeling its glamour in a 
whole new light at the newly refurbished Sheraton Grand Tai Ping Yang Hotel, Shanghai 


of hotels, he says. S 
> Wilms also believes that Asia's ee aan tele 





Tul Ping Yang 


on-line travel industry is in transi- 
tion, and that the wind is blowing in 
: favour of the travel Web sites. That 


= viewis shared by Martin Symes, an 


Lj 
A GREAT HOTEL BECAME GRAND ee ae 


5 Zunyi Nan Road, Shanghai 200336.P R.China Teh8é 21 6275 8858 Fax: 86 21 6275 542 
EMAIL: sheratongrand@uninet.com cn WEB www aheratangrand-shanghal com 
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ings, was founded by Wilfred Kwok 
after he had the chance last summer 
to use Beijing airport's VIP lounge 
and services, which are usually 
reserved for diplomats and govern- 
ment guests. Not only was there 
no waiting in line, but he could relax 
with complimentary drinks while 
porters collected his bags and took 
them to a private limousine. “It was 
convenient and hassle-free and very 
prestigious," he says. 

After signing a contract with 
the airport that allows Superior 
Travellers members to use the 
same facilities, Kwok opened a 
Web site and started advertising. 
He has since established similar 
arrangements with a half-dozen 
other Chinese airports, including 
those at Shanghai and Guangzhou. 
Beyond airports, he is working on 
building a network of member 
benefits at exclusive clubs, hotels 
and limousine services. For an 
annual fee of $3,900 members can 
get discounts on hotels like Bei- 
jings Commune By The Great 
Wall, 12 villas designed by top 
Asian architects that normally start 
at $888 a night, or at Shanghai's 
Grand Hyatt, and agents can 
arrange for private jets and lux- 
ury limousines. 

For now, though, Kwok isn't 
focused on building membership 
numbers. Instead he's trying to 
link with more of the mainland's 
elite service providers. “We want 
to be the most prestigious busi- 
ness travel network," he says, “so 
travellers can skip all the hassles." 
Asked if he's confident that the 
company will grow from its cur- 
rent membership of "several hun- 
dred," he adjusts his wrap-around 
glasses. "It's just the beginning," 
he says. “We could grow 10-fold in 
a very short time." 

CRAIG SIMONS 


ASM TRAVEL AND TOURS 

Tel.: (86 10) 8463 4451; 

(1626) 458 8009 in the U.S.; 

china cbw.com; www.cbw.com / travel 


SUPERIOR TRAVELLERS 
Tel.: (852) 2545 2183; 
www.superiortravellers.com 
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ALL THE TEES IN CHINA 


China's golfers are increasingly spoiled for choice, but the explosion 
in courses is sparhing serious financial and environmental concerns 


TEEING OFF on the eighth hole at the 
Spring City Golf & Lake Resort near Kun- 
ming, western China, is like launching 
the ball into a void. One hundred and sev- 
enty-two yards away—and the equiva- 


lent of six floors below—a thin strip of 


emerald green juts into Yangzhong Lake. 
According to the course's designer, lead- 
ing golf architect Robert Trent Jones Jr, 
the bunkerless par three is "deceptively 
simple... unforgiving and challenging." 


But that's just part of why Australian golf 


pro Mark Cranfield loves it. He's also 
moved by the view: distant mountains, 
pristine fairways, shimmering water. 
Since he started as the club's head 
instructor in April he has snatched time 
whenever he can to play it. "It is," he says, 
"a work of art." 

For golf fans, China has become a 
gold mine of challenging and unique 
courses. At Spring City, the Lake Course 


and Jack Nicklaus-designed Mountain 
Course were ranked best in Asia by Asian 
Golf Monthly magazine in April, and 
they've been racking up other honours, 
too. Then there's Shenzhen's Mission 
Hills Country Club, the world's biggest 
resort with 180 fairways and the only 
course in China recognized by the Pro- 
fessional Golfers Association. Or Jade 
Dragon Snow Mountain Golf Course, 
which, at 3,100 metres above sea level 
and 8,450 yards long, is both Asia's high- 
est course and the world's longest (the 
thin air allows the ball to carry up to 2096 
farther, the course says, keeping it a 
respectable par 72). According to Dave 
Goh, course manager at Spring City, those 
are just the beginning: Dozens of other 
Chinese courses provide great, even 
world-class, golf, he says. 

The rise of golf in China is due in part” 
to an unprecedented property boom and 
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JOIN THE CLUB: the emergence of a new wealthy class. taxes, operating cost: 
Only 30% of golfers at Zhang Xinxiong, a Guangzhou-based month and a shortag 
Kunming's Spring City | 
course are Chinese 





businessman who sponsors an annua 
golf-industry conference and exhibition, 
says some 1.5 million Chinese have tried 
golf in the two decades since the China's 
first course—Guangdong's Zhongshan 
Hot Spring Golf Club—opened in 1984. 
As long as the economy continues to 
achieve near-double-digit annual growth, 
he estimates that within a decade the 
number of mainland courses will almost 
double from the current 219. 

Not everyone's so sure. In March the 
state-run China Daily newspaper warned 
that not only are courses eating up prime 
land and scarce water resources, 80% of 


Kunming's Spring City, which is owned 
by, among others, Singapore's Keppel 
Land and China's Yiliang Yangzonghai 
Resort Development as well as local city 
and county governments, which kicked in 
2096 of the start-up money. There, high 
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them are losing money. That's true of 


Seim : Sha Fatt 


the owners worrving à 


ine. According to Yang Bi 


ager, the resort had to pi 


when it hoped to pay off t 


lion investment. But | 


it ne 
ers remain confident t 


finally make mone} 


Whether that happe: 


largely on how quickly í 


the game. [he number o! 


at Spring City rose last 


5,500, more than doubli 


but still only 3096 ol 


(Koreans and Singaporeat 


act ounted ror aft und 


the course). Yang thinks that 


"More and more Chi! 


playing golf is important ! 


ness," he explains addu g tna 


public course in China 
Course, opened iT She 


Assuming more public 


Tel: (852) 2736 1188 Fax: (852) 2736 1212 www.royalpacific.com.hk 


| 33 Canton Road, China Hong Kong City, Tsim Sha Tsui, Kowloon, Hong Kong 
Sino Group of Hotels 


www.sino-hotels.com 


Sino Group of Hotels offers other choices: 
Hong Kong Gold Coast Hotel ~ Castle Peak Bay 
City Garden Hotel ~ North Point 
island Pacific Hotel ~ West Centra 
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low, he argues, the sport will become 
more affordable and popular. 

But weekend green fees at Spring 
City, which start at $212, are far beyond 
the pockets of even middle-class Chi- 
nese. So instead, Yang says, the owners 
hope that some of the country's new 
rich will buy course-side villas and club 
memberships. Already the resort has 
sold more than 200 European-style vil- 
las with neat gardens and trim tile 
roofs at prices ranging from $60,000 to 
$1 million, and more are being built. 

The profit equation is also more 
complicated than what appears on com- 
pany ledgers. According to Spring City 


about strains on limited land and 
water resources and worried that 
developers, sometimes working with 
corrupt officials, are illegally kicking 
farmers off prime crop land to pro- 
mote a leisure sport that only a tiny 
élite will ever enjoy. 

To make matters worse, even state 
media admit that only one of China's 
golf courses received the required cen- 
tral government approval before break- 
ing ground. To deal with the problem, 
Beijing has slapped a moratorium on 
new course development and ordered 
investigations into projects already 
under way. Golf promoter Zhang says 


" More and more Chinese think that playing 


WU ° . 99 
golf is important to doing business 


YANG Bo, SPRING Ciry Gor & LAKE RESORT IN KUNMING 


management, the local and provincial 
governments wooed the investors—and 
took a stake in the club—in the hope 


that an aura of luxury would rub off 


on the surrounding countryside, where 


DESIGNER: Golfing great Vijay Singh 


annual earnings are just a few hundred 
dollars per person. “The government 
wants to develop tourism and attract 
other foreign investment,” Yang says, 
adding that after the resort opened, Tai- 
wanese and Hong Kong investors part- 
nered to build a theme park on the other 
side of the lake. 

But the spate of course building 
has also left many people concerned 
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Beijing is primarily worried about envi- 
ronmental damage and that some devel- 
opers may not complete the projects. 
Yang argues that the problem isn't 
golf itself, but bad planning and poor 
oversight. The city and provincial gov- 
ernments were supportive of the 
Spring City course, he says, in part 
because management has been care- 
ful to pump waste water to an off-site 
treatment plant and to contribute to 
the community through taxes and 
local hiring. But Yunnan’s government 
also wants to develop upmarket 
tourism in the province. *Yunnan 
already has great scenery," he says. 


= "What they don't have is a top-end 


tourism industry." 
Spring City is part of their plan. At 


' the roth hole of the Lake Course Opas 


samsen, a 36-year-old business man- 
ager from Bangkok on his fourth visit 
to the resort, hits a long drive across a 
ravine covered with scrub brush. 
Asked why he keeps coming back 
he ticks offa list of positives: clear skies, 
comfortable temperatures, fast greens, 
superb conditioning. He gazes out over 
the sparkling blue-green water of Yang- 
zhong Lake. “More people will come 
here," he says. But, he adds, he doesn't 
know when. 
CRAIG SIMONS 





Tangchi, Yiliang, Yunnan province 

Tel.: (B6 871) 7671 1188; 

e-mail: springct@kepland.com.sg 
Mountain Course: 7,453 yards, par 72; 
Lake Course: 7,204 yards, par 72 
Prices: Clubhouse twin rooms start at 
$168 per night on weekdays, exclud- 
ing tax. Weekday greens fees are $178 
for nonguests. 

Getting there: Direct flights to 

Kunming from several Asian and most 
major Chinese cities. Contact the 
resort for details. Free airport transport 
is provided to guests. 

When to visit: The course is playable 
year-round, but spring and 

autumn, when the climate is warm 

and dry, are best. 


JADE DRAGON GOLF CLUB 
Lijiang, Yunnan province 

Asia's highest course; par 72 
Tel.: (86 888) 516 3666 


MISSION HILLS COUNTRY CLUB 
Shenzhen, southern China 

Ten courses designed by golf greats 
including Vijay Singh, Nick Faldo 

and Ernie Els 

Tel.: (86 755) 2802 0888; 
www.missionhills.com.hk 

Courses are open to hotel guests 


ZHONGSHAN HOT SPRING 
GOLF CLUB 

Zhongshan, Guangdong province 
Arnold Palmer- and Jack Nicklaus- 
designed courses 

Tel.: (B6 760) 669 0055; 
Www.cshsgc.com.cn 
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CEO CALL Cognizant Technology Solutions 


The Challenge of Growth 


If success in the software industry implies rapid growth in revenues and manpower, 
the biggest challenge for companies is to keep their employees motivated 


LAKSHMI NARAYANAN, CEO of Cognizant 

* Technology Solutions, has witnessed firsthand the 
transformation of India’s software industry from 
its start in the 1970s to the heady present, when 
the country’s companies are starting to challenge 
global giants like IBM and Accenture. 

His firm occupies a unique position in the 
Indian software arena. Headquartered in New 
Jersey and listed on the Nasdaq, Cognizant 
is officially American, but its roots are 
Indian. While its clients are in the United 
States and Europe, India is where nearly all 


company now is to manage growth, he says. 

In the last quarter of 2003, he says, the company actually 
turned away some business for fear of taking on more than it 
could handle. In an attempt to maintain its corporate culture, 
Cognizant has made a promise to its employees 
that it will ensure that staff with less than a year’s 
experience at the company will not make up 

more than one-third of the tota! 
Such promises are hard to keep when 
the business is growing at a rapid clip. 
Another factor driving expansion is the 



































increasing reach of Cognizant's clients. One 


of its software work is performed. Because customer, for example, a Fortune roo com- 
of its hybrid status, Cognizant sometimes pany, was entering Japan and needed certain 
* doesn't appear in rankings of Indian soft- software-development work carried out 


there. Rather than start afresh with a local 
company, the U.S. firm asked Cognizant to 


ware companies—but by revenues, it's in 
the top six—and Narayanar's goal is to move 
up the ladder. "We'll be in among the big 
boys," he says. 

Along the way, it's made some unconven- 
tional decisions. Cognizant set up shop 
in what were then off-the-beaten-track 
locations—first in Chennai followed by 
a centre in Calcutta—and reaped the 
rewards in terms of recruitment and 
costs. It also made a conscious deci- 
sion to operate as a U.S. company, 
which means paying its employees 
based there according to an Ameri- 
can pay scale, unlike some other 

* indian software companies. 

In 2003, Cognizant's revenues 
grew 6196 to $368 million, nearly 
twice as fast as the rest of the industry, 
though partly because it started from a 
lower base. But it's regarded as a company 
to watch, especially when it comes to soft- 
ware work in the financial sector. Nearly half 
of Cognizant's business comes from the 
finance, insurance and banking industries. 

Narayanan says that so far, the com- 
pany hasn't seen any effect on its sales 
from the outsourcing uproar in the 
U.S., though he adds that clients are 
asking Cognizant to be more discreet 

and not announce contracts to the 
public. The main challenge for the 


come along for the ride. "We're getting into 
new geographies on the back of clients 
we know,” says Narayanan 
Japan is a long way from the 
company's original base of Chen- 
nai, which in the early 1990s 
was a sleepy southern 

Indian city with none of 

its current reputation for 
technical and automotive 
prowess. Cognizant started 
out in 1994 as a unit of U.S. research 

and publishing giant Dun & Bradstreet. 
Two years later, D&B divested its noncore 
businesses, including what was to become 
Cognizant Technology Solutions 

Narayanan, now 51, began his software career 

in 1975 at Tata Consultancy Services, the grand 

father of India's software industry. Later he spent 
four years in Switzerland at the firm's nascent Euro 
pean arm. In 1994, he decided to move to Cognizant 

after chafing at the restrictions of operating within a 

large company. "There was a realization that a lot more 
could be done in the industry,” he says. At TCS, “we wer 
constrained by the size of the company. 

Cognizant, on the other hand, had only 25 employees 
when he joined. Today it has over 11,000— many of them 
young engineers like Narayanan once was—and one of 
his challenges is to keep them motivated 
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However brilliant our strategies, however potent our policies - 
Amnesty International's work will never end. The fact is, while | 
. ; A 

there are people who treat others inhumanely, there will always 
be a need for an organisation intent on making them stop. 
We will look to you not only to provide policy advice on global human 
rights issues, but to lead the development of our strategies and research 
methodologies, particularly in emerging and thematic areas of human 
rights work 
Overseeing how policies are implemented and evaluated, you will also have 
a part to play in the corporate management of the International Secretariat 
Plainly, you'll need considerable expertise in human rights policy, backed up 
by the managerial ability and personal presence needed to oversee 
such a large program and its multi-disciplinary teams. Proven research 

and representational skills, meanwhile, will prove invaluable. 

To download the job description and find out more about this and other 

current vacancies visit www.amnesty.org/jobs 

To obtain an application pack, please e-mail vour contact details to 
amnesty be jobs@amnesty.org or write to Human Resources Program, 1 Easton Street. 


London WC1X ODW. Please quote ref: OSG/04/02. 
international . 


Closing date: 16 July 2004. Interviews will be held mid to late August 
International Secretariat 











Asia Business Leader of the Year 
& CEO's Choice Award 

Mr. Gerardo Ablaza, Jr. 

Globe Telecom Inc 

Philippines 


Corporate Citizen of the Year 


Mr. Nandan M. Nilekani 
Infosys Technologies Ltd 
India 


Innovator of the Year 
Mr. Steve Chang 

Trend Micro Incorporated 
Founded in California 
Headquarters in Japan 
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China CEO of the Year y 
Mr. Zhai Ruo Yu 

Datang International Power Generation Co. Ltd 

China | 
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ome banks just 
let us talk to them. 
This one listens. 


We believe that real competitive advantage comes from listening to others. Including those with 


Y 


different perspectives. 





For example, we engage with environmental and human interest groups to hear their perspective on 
where the-future is heading. It's helped us develop new policies to define conditions tor financing 
| certain ecologically sensitive industries, such as oil & gas, mining and forestry 


|; An approach that actually attracts more clients. People who face similar issues and value a partner 
) that understands and can help them. Resulting in good and profitable business. For all of us 
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Letters 


INCONSISTENT | 
I write with regard to your editorial, 
Trying to Kill a Revolution [Jun. 24]. 
It set me thinking. It is interesting to 
read all those reports about the denial 
of political freedom and basic human 
rights in Vietnam. Yet it also seems as 
though it is perfectly fine to do business 
with Vietnam and to lend the country 
money and give it access to all the 
world's multilateral bodies. But when 
it comes to Burma and its anti-demo- 
cratic activities, things are different. 
Similarly, the democracies of 
Europe and America have the arro- 
gance to believe that they have the 
right to watch over and verify if elec- 
tions in the developing world are 
democratic. How about the Third 
World monitoring elections in the 
United States? 


MICHEL RENARD 
Palma, Mallorca 


‘TWISTED 
Your editorial, Might Would Be Just 
Right [Jun. 24], claims that “Japanese 
today needn't be contrite about their 
World War II military.” This is twisted. 
The Japanese people need to be con- 
stantly reminded of their country’s past 
atrocities towards Chinese and people 
of other nations. This because they 
keep trying to change their history. 
To be forgiven, Japan first has to 
come to terms with its past and apol- 
ogize properly, It should behave more 
like Germany towards its own past. 
Only then can Japan be forgiven. 


JODY WONG 
New York 


RUBBER TREES 

I write with regard to your article, Thai- 
land’s Overstretch {May 27]. Yes, rub- 
ber production in northeastern and 
north Thailand does not promise 
much hope for success. Moreover, it 
may be necessary for the Thai govern- 
ment to invest in functioning agricul- 
tural extension services to provide 
training and free inputs for growing 
rubber, if it grows at all in north and 
northeastern Thailand. I also wonder 
if this scheme is aimed at autonomous 
small-scale farmers, or if rubber com- 
panies are basically looking for contract 


farmers or if they are renting out land 
to growers to take advantage of free 
government support. This way, the 
companies can experiment with grow- 
ing rubber in northeastern Thailand 
(if on-farm experiments have not 
already taken place) without having to 
cover much of the cost themselves. 
It was also discouraging to read that 
the government has promised to step 
in to buy rubber if prices fall below a 
certain level. Such action makes the 
investment of the government in a 
futures market—the Agricultural 
Futures Exchange of Thailand—obso- 
lete, which is unfortunate as this may 
be a more appropriate way of ensur- 
ing sustainable economic growth via 
agriculture trade. 

At the end, it should not be for- 
gotten that Thailand has a thriving 
agriculture and agro-industry sector. 
And it is exemplary in promoting its 
industrial and agricultural sectors in 
parallel with much success. After years . 
of promoting major crops such as rice, 
rubber and cassava, it invested in agro- 
industries and in crop diversification. 
Today, Thailand dominates in the pro- 
duction of some of the world's major 
agricultural commodities, such as rice 
and rubber, and also niche products, 
for example, shrimp. Thailand is the 
world's seventh-largest agricultural 
exporter in value terms. These are 
hard facts that should not be over- 
looked. And Thailand has achieved all 
this without many subsidies, com- 
pared to the United States and the 
European Union. Instead, Thailand 
has for decades invested in an out- * 
ward-oriented economy and in agri- 
cultural research. 


ANGELA M. HAU 
Stuttgart 


CORRECTION 

In Good Sports Say No to Sweat [May 
20], we misspelled Ewald Sitohang's 
name. We also incorrectly said that his 
parents and relatives work at Bata 
Indonesia. 





All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, ^ 
GPO Box 160, Hong Kong; By fax: (852) 2503 1530: 
By e-mail: letters@ feer.com 
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Bad Offers Despite prospects of a September meeting with 


North Korea, real progress isn’t likely until after the U.S. presidential elections 


THE LATEST ROUND of six-party talks on North Korea’s 
nuclear ambitions is being painted in optimistic light. Why? 
Because the United States finally softened its stance on engage- 
ment. Conventional wisdom has it that while the North didn't 
react in the best possible manner, Washington's change in 
attitude opens the way for frank negotiations. This is progress 
only for those who've become too accustomed to the North 
Korean regime's peculiar logic. In reality, the U.S. offer has 
set up a dangerous few months ahead. 

After the second round of talks in February, we said North 
Korea would seek to delay substantive discussions for as long 
as it could, hoping to cut a better deal with a possible replace- 
ment for George W. Bush after the November U.S. presiden- 
tial elections. Now, Mr. Bush's own administration has actu- 
ally given Pyongyang the excuse to delay. 

After the talks, Pyongyang said it couldn't accept the U.S. plan 
for it to freeze and later dismantle its nuclear programme in return 
for a range of rewards, calling it “unscientific.” The U.S. also insists 
that the plan should cover Pyongyang's enriched-uranium pro- 
gramme, which the North continues to deny exists. But despite 
the impasse, Pyongyang still held out a promise of "progress." So 
what next? Delay everything until another meeting in September. 
This handily gives Pyongyang cover to continue what it has 
long been doing. And the most worrying aspect of this is that in 
the meantime it might offer to share its programme with any- 


one willing to pay. Even the Soviet Union used to worry about pro- 
liferation; North Korea, however, sees this as an opportunity. 

In addition, the prospect of fresh talks taking place just 
before the American elections is worrying. While the U.S. pres- 
ident last week resisted the most outlandish concession—an 
offer to Kim Jong Il that the U.S. wouldn't seek regime change, 
which Mr. Bush personally struck off the list—there'll be even 
more pressure in the autumn to get something through that 
could be interpreted as "results." Rather than accept proof 
that inducements don't work, engagement advocates around Mr. 
Bush will try to convince him that what's needed is to fine- 
tune concessions. With elections imminent, Mr. Bush will be 
under intense pressure to go easy one more time. 

The upshot is, don't expect disarmament talks to go anywhere 
sensible soon. And this in turn offers North Korea substantial lat- 
itude to proliferate. Thus, the effective failure of negotiations places 
new pressure on the nonproliferation component of policy towards 
North Korea—on the Proliferation Security Initiative in particu- 
lar. If Pyongyang can't be reasonably expected to dismantle its 
nuclear programme, then it becomes even more crucial that its 
export route for contraband weapons be cut off. Russia just signed 
on to the PSI core group, so the hope is that itcan pressure China 
into giving crucial support. Still, it'd be better not to have a regime 
able and bent on proliferating. But options towards this aren't likely 
to be seriously tested again until after November. = 


Finally, a Good Start Indonesians vote on the presidency 


PRESIDENTIAL ELECTIONS on July 
5 mark the second—and, it is hoped, deci- 
sive—phase of Indonesia's transition to 
democracy. Looking back, perhaps it was 
naive to have expected that the end of the 
Suharto regime would by itself establish 
fully the norms of modern democratic gov- 
ernance. For even while Suharto receded 
into retirement, the political structures 
built up during his rule tenaciously resis- 
ted change. But come polling day, things 
look to be decidedly different. (See related 
article on page 14.) 

For the first time, Indonesians will 
vote directly for their president, ending 
the practice where a group of political 
elites—many of them unelected—are 
charged with picking the national leader 
through back-room deals. That system 


took the steam out of early hopes for new 
ways to make political arrangements, 
when five years ago Abdurrahman Wahid 
was chosen as president over Megawati 
Sukarnoputri—whose party had actually 
won more seats in parliamentary elec- 
tions. Although Miss Megawati eventu- 
ally did gain the presidency, this too was 
a result of some political bartering. 

All this now changes. The new trans- 
parency in presidential polling is also 
set to alter how government is run. More 
than ever, voters are linking issues to spe- 
cific candidates; party machines are prov- 
ing less useful. Whoever ultimately 
wins—a run-off election will be held if no 
one gets an outright majority—will find 
Indonesians holding their new president 
to promises made on the campaign trail. 


There is no electoral college to serve as a 
buffer between the president and ordinary 
voters in subsequent elections. Trans- 
parency in this election will force greater 
accountability in the new administration, 
if it harbours hopes for a second term. 

Of course, no one expects Indonesian 
politics suddenly to be free of messy 
interests. Nor will problems with secu- 
rity, the legal system and other parts of 
government immediately be resolved. 
But there will be greater pressure to do 
this within a process that gives voters a 
direct judgement on politicians and their 
performance. This process also will end 
the haughtiness of the political elite 
towards ordinary folk. Six years after 
Suharto's departure, Indonesia at last is 
making a good start. = 
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Industry Job Pinch 


In [Indonesia 


Jobs in Indonesia are shifting from factories back to the 
farming and fisheries sectors in what economists are calling 
signs of de-industrialization. A government labour survey 
released on June 20 reported that in 2002-03, the latest period 
for which annual statistics are available, jobs in the manu- 
facturing sector fell by 9.796 to 10.93 million. In the footwear 
industry, which accounted for most of the decline, some 
180,000 workers lost their jobs last year. It's an alarming trend 
for a government seeking to provide work for 2.5 million to 3 
million entrants to the labour market each year. The prob- 
lem, say government researchers, is Indonesia's poor invest- 
ment climate that has seen companies relocating to Vietnam 
and China, where wages are lower. Companies say Indonesia's 
minimum wages, pushed by aggressive trade-union lobbying, 
are too high. Meanwhile, Indonesia's economic growth of 4.596 
per annum is not absorbing school leavers and other job seek- 
ers. The trend is most pronounced on the central Indone- 
sian island of Java, which is home to more than 5096 of the 
populace with just 796 of the country's land mass. Syafii Maarif, 
chairman of the world's second-largest Muslim organiza- 
tion, the Muhammadiyah, once said, "Our biggest security 
problem is unemployment, not terrorism." 


THREAT REMAINS IN SOUTH SULAWESI 

More than a month after Australian intelligence agents warned 
the Canadian-owned mining company International Nickel 
Co. (Inco) to evacuate foreign employees from its South 
Sulawesi mine, Australian officials insist that there is a con- 
tinuing terrorist threat in the Indonesian province. Acting on 
signals intercepts, the Australian government told its citizens 
on May 23 to leave South Sulawesi immediately and avoid 
all travel to areas around the towns of Saroako, near the site 
of the mine, and Salonsa in neighbouring Central Sulawesi. 
The mostly Australian and Canadian expatriate workers 
have since returned to the mine. But in amending its travel 
advisory on June 28, Canberra said Australians “should be 
aware that there were specific threats against foreigners in 
May 2004 and the security situation there [in South Sulawesi] 
continues to be problematic.” Inco executives have been 
critical of the Australian government for refusing to dis- 
close the nature of the threat, but people with access to clas- 
sified information say the strengthening of security had made 
the threat less imminent and forced extremist elements 
responsible for it to go underground. 


Boycott Hits CAMBODIAN HOTELS 

Business at two top Cambodian hotels has been hit by infor- 
mal and formal boycotts related to its sacking of staff earlier 
this year. The problems at the Raffles Hotel Le Royal in Phnom 
Penh and Siem Reap's Raffles Grand Hotel d'Angkor began 
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BOYCOTT BLUES: Phnom Penh's Le Royal loses some custom 


earlier this year when staff went on strike to demand payment 
to them of a 1096 service charge levied on customers. The Sin- 
gapore-based Raffles Hotels & Resorts, which runs both 
hotels, sacked almost 300 staff, prompting a boycott call by 
the Cambodian Tourism and Service Workers Federation. This 
has been backed by international unions in the hotel indus- 
try and by both the National Democratic Institute and the 
International Republican Institute of the United States. Local 
residents say some Cambodian and foreign customers have 
been staying clear of both hotels out of sympathy for the sacked 
workers. The U.S. embassy decided not to hold its July 4 recep- 
tion at the Le Royal this year, while U.S. delegations are 
encouraged to stay elsewhere, according to a U.S. diplomat. 
"We are very disappointed with the U.S. embassy," says Le 
Royal's managing director, Stephan Gnaegi. He and other Raf- 
fles officials say the company has done everything in accor- 
dance with Cambodian law, noting that the April strike had 
been declared illegal when two courts ordered workers to return 
to their jobs. An arbitration council later called for the sacked 
staff to be rehired, but the recommendation was nonbind- 
ing. The boycott seems to be hurting. "It is so sad... Le 
Royal is bleeding," says a Singaporean diplomat, while adding: 
"It is our biggest investment in Cambodia." 


SHANGHAI PROTESTS BREWING AGAIN 

Residents are protesting again in the Shanghai neighbour- 
hood where disgraced property tycoon Zhou Zhengyi's ambi- 
tious development plans triggered his downfall last year. In 
June 2003, when police detained Zhou for investigations into 
stock manipulation and fraud, residents on the Dong Ba Kuai 
site were protesting that Zhou wasn't offering them sufficient 
compensation for tearing down their homes. Those dis- 
putes helped prompt government investigators to arrest Zhou 
and spend months scouring land-transaction records through- 
out Shanghai. This brought demolition on Zhou's site to a 
halt, leaving around 50 families living on the block, which 
remains half demolished but half occupied. Several home- 
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owners were arrested last year following protests in Beijing, 

but the site itself had been quiet for several months as the 

Shanghai government tried to figure out what to do with it. 

But in mid-June, local residents say, six families received new 

eviction notices, and on June 21, following those notices, | 
residents scuffled with construction workers. Protests fol- | 
lowed for the next two days. A Shanghai Land Bureau offi- 

cial says part of the area is now slated to become a public park, 

but admits that orders from the State Council in Beijing 

continue to make land clearance difficult. Many residents say 

they fear new eviction orders in early July—which could 

trigger more public protests. 


LYCHEES FUND THAI TANK PURCHASE 

A June 24 meeting between United States Adm. Thomas 

Fargo and Thai Prime Minister Thaksin Shinawatra took an 

unexpected turn when the Thai leader mentioned a recent 

military deal his country had struck with China. American 

and Thai officials familiar with the meeting say that Thaksin 

explained to his guest that the deal was unusual because it 

was a barter arrangement under which Thailand received Chi- BARTER BONANZA: 

nese tanks in exchange for a shipment of lychees, a tropical i ay a senes 
fruit indigenous to Thailand. Historically the U.S. has been — Thailand's pur- 

* Thailand's top supplier of military hardware, including a chasing power 
recent shipment of 3o refurbished UH-1 Huey helicopters that 
U.S. forces had used in the Vietnam War. Since the 1997 Asian 
financial crisis, however, Thailand has sought to diversify 
its purchases among cheaper suppliers, including China. Dis- 
cussions of the Thai-China barter deal did not figure on the 
meeting's agenda and caught U.S. officials in attendance at 
the meeting by surprise. Thaksin and Fargo, the commander 
of the U.S. Pacific Command, also discussed a recent U.S. 
maritime-security initiative aimed at forging closer regional 
cooperation in patrolling the pirate-infested Strait of Malacca, 
as well as Thailand's contribution of troops to Iraq. 





New Arms FOR EAsT TIMOR POLICE feer.com 
East Timor's ill-equipped police have taken delivery of new e. 
" weaponry. The Rapid Intervention Unit, an anti-riot squad archive - 
modelled on a crack Portuguese police outfit, earlier this year 
took possession of 66 Belgian-made FN-FNC assault rifles, ja! i 
according to Dili-based Western security analysts. A con- Asia S essential 
troversial rapid-deployment force, the Police Reserve Unit, . 
has been equipped with 180 top-of-the-line Heckler and Koch busi ness 
Model 33 assault rifles, the security analysts say, adding 
that the weapons came from Malaysia. The first 180 recruits resea rch tool 
began training in late June, but some domestic critics fear 
that the unit could become a paramilitary force and say it S ÉcOÉRÀ 
is not needed in East Timor. Proponents say it is necessary ic 
to provide internal security. The force was created by Inter- 

nal Administration Minister Roger Lobato, whose personal 
bodyguard unit was equipped earlier this year with seven Bel- 


REVIEW 


gian-made 5.56 millimetre F2000s. The compact auto- www .feer.com 
* matic rifle, equipped with a 30-round magazine, is designed 
for close-quarters combat. Asia's Business Weekly 
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THIS WEEK 


Pakistan's Prime Minister Steps Down 


Opposition leaders accused President Pervez 
Musharraf of sacrificing democracy in order to 
shore up his own power following the resignation 
of Prime Minister Zafarullah Khan Jamali on 
June 26. Khan, who had served for 19 months but 
reportedly fallen out with Musharraf, gave no 
reason for his decision. The National Assembly 
elected Chaudhry Shujat Hussain of the ruling 
Pakistan Muslim League-Q party as caretaker 
premier. He is expected to cede the position to 
Finance Minister Shaukat 
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SWITCH: Jamali and Hussain 


INDONESIA 





The United States charged an 
alleged Indonesian separatist with 
the murder of two American 
teachers in the rugged province 
of Papua in August 2002. A grand 
jury indictment charges Antho- 
nius Wamang with two counts of 
murder, eight counts of 
attempted murder and other 
related offences. The alleged Free 
Papua Movement commander, 
who remains at large, could face 
the death penalty if convicted. 
U.S. Attorney-General John 
Ashcroft said Wamang's indict- 
ment resulted from a joint U.S.- 
Indonesian investigation. Indone- 
sia welcomed the announcement 
and said it hoped the develop- 
ment would pave the way for 
resumed military cooperation 
with the U.S., which had been 
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Aziz, who must now find a 
lower-house seat. Shares 
on the Karachi stock 
exchange on June 28 made 
their biggest gains in 
seven months, reflecting 
investor confidence that 
economic reform will con- 
tinue under Shaukat Aziz. 


stalled because of the suspected 
involvement of Indonesian troops 
in the killings. But the U.S. 
decision was condemned by local 
and international human-rights 
groups, who said Wamang was no 
separatist and was being used as 
a scapegoat. An Indonesian was 
also killed in the 2002 attack. 





UPBEAT: 
Indonesia 
hopes 
military 
coopera- 
tion will 
resume 





NORTH KOREA 


A third round of multilat- 
eral talks on North 
Korea's nuclear-weapons 
programme concluded in 
Beijing without achieving 
any major breakthrough. 
But North Korea praised 
"positive progress" made 
in its four-day talks with 
China, Japan, Russia, 
South Korea and the 
United States. (See article 
on page 18.) 


JAPAN 


Official figures revealed 
a further jump in Japan’s 
trade surplus. The value 
of Japan's exports 
exceeded that of its 
imports by ¥934 billion 
($8.6 billion) in May, a 
35% increase on the year, 
the Finance Ministry 
said. Japan's trade 
surplus has now risen for 
11 months running, 
helped by a recovering 
world economy. 


A surprise slowdown in 
industrial-output growth 
has raised doubts about 
the strength of Japan's 
recovery. Production rose 
0.596 in May compared 
with 3.596 in April, accord- 
ing to the Ministry of 


MONGOLIA'S opposition 


Democrats claimed to 


have enough seats from 


the June 27 general 


election to form a govern- 


ment. But the ruling 
Mongolian People's 
Revolutionary Party, 
which won power four 


years ago, alleged wide- 
spread irregularities and 


demanded recounts in 


close races. Preliminary 

results on June 29 showed 

the two main factions in a 

dead heat with 36 seats 

each, in a major setback 

for the ruling party. Many 
they 


voters have said 

were frustrated with 
poverty, and wanted a 
change of leadership. 


Economy, Trade and 
Industry. The poor figures 
overshadowed positive 
jobs data, dented the yen 
and soured the mood in 
the stockmarket. 


SOUTH ASIA 


India and Pakistan held 
their first talks on the 
disputed Kashmir region 
for three years. Indian 
Foreign Secretary 
Shashank and his Paki- 
stani counterpart Riaz 
Khokhar, meeting in New 
Delhi, also agreed on a 
series of measures aimed 
at building confidence 
between the rivals. These 


July 8. 2004 


- 
" 


c" 


Reuters 





included a pledge to 
notify each other before 
testing missiles, to 
increase the number of 
diplomats in each others' 
capitals and to reopen 
consulates in Mumbai 
and Karachi. The nations 
also said there would be 
more "sustained and 
serious" talks to resolve 
the dispute over Kashmir. 


The World Bank said it 
will double loans to India 
to nearly $3 billion a 
year to develop infra- 
structure projects and 
support economic 
reforms. The money will 
go to irrigation, power, 
water-supply and road 
projects, boost access to 
education and health 
care and improve the 
livelihood of rural people. 


AFGHANISTAN 


The North Atlantic Treaty 
Organization pledged to 
expand its peacekeeping 
forces in Afghanistan to 
10,000 from 6,500 
during elections sched- 
uled for September. 


PHILIPPINES 


Gloria Macapagal-Arroyo 
was formally sworn in as 
president in the city of 
Cebu after a disputed 
election victory. She had 
promised earlier in the 
day in Manila to use her 
second term to imple- 
ment tough economic 


SWORN IN: Arroyo begins her second term in Cebu 


reforms and tackle 
corruption. Police in 
Manila on June 29 
arrested four men from 
the country’s Muslim 
minority suspected of 
planning a bomb attack 
during the speech. 


HONG KONG 


Hong Kong's richest 
woman lost the latest 
round in the fight over her 
late husband's fortune, 
when the Court of Appeal 
ruled 2-1 that the will she 
presented was a fake. But 
the three judges rejected 
a trial court's ruling that 
Nina Wang, chairwoman 





LOST APPEAL: Nina Wang 


of property company 
Chinachem, had probably 
forged her husband's will 
herself. Teddy Wang, was 
abducted 14 years ago 
and was never seen 
again, setting off a legal 
battle between Wang and 
her estranged father-in- 
law Wang Din-shin, who 
was awarded the estate 
by a lower court. 





SINGAPORE 


Three top casino compa- 
nies expressed interest 
in Singapore's proposal 
to build a casino. Execu- 
tives from Australian- 
listed Casinos Austria 
International, Macau- 
based Sociedade de 
Jogos de Macau, and 
New York-listed Harrah's 
Entertainment all termed 
the city-state an ideal 
location for the region's 
latest gambling house. 
The Singapore govern- 
ment is considering a 
multibillion dollar casino- 
cum-resort to help 
expand its economy. 


SOUTH KOREA 


A series of strikes hit 
South Korean car makers 
and the country’s sixth 
largest bank. About 
40,000 unionized workers 
at Hyundai Motor began a 
two-day strike on June 29 
to demand higher wages. 
Staff at its affiliate Kia 





3 Motors staged a walkout, 


while Ssangyong Motor 
suffered a morning 
shutdown. The stoppages 
fanned investor fears 
over another summer of 
labour unrest. At KorAm 
Bank, recently bought 
by Citigroup, hundreds 
of workers went on 
strike after talks with 
management over job 
guarantees and other 
demands collapsed. 


The South Korean 
parliament approved the 
appointment of reform- 
minded legislator Lee Hai 
Chan as the country’s 
next prime minister. Lee, 
a former dissident, is a 
member of the ruling Uri 
party. He is expected to 
be given more power 
than his predecessors. 
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HUN SEN: Something to smile about 


A DEAL AT LAST 

Eleven months to the day since Cambodia held 
its last general election, the powerful Cambodian 
People's Party (CPP) and the royalist Funcinpec 
Party finally announced that they had formed a 
new government. But the jury is still out on what 
difference a government will make to the running 
of the country. 

The CPP will control or at least share all the 
most important ministries in the coalition, the 
third between the two parties since a landmark 
United Nations-run election in 1993. The CPP's 
Hun Sen will remain prime minister. 

Most politicians were withholding judgment 
after the June 27 announcement of the power- 
sharing agreement, while human-rights groups 
were sceptical that it would usher in an era of 
democratic progress and respect for personal 
freedoms. But while election monitors claim that 
the new cabinet will be the world's largest—almost 
300 members by one estimate—and some ana- 
lysts were disparagingly calling it a prime exam- 
ple of a government formed by committee, sup- 
port is coming from unlikely quarters. 

"They promised two things would be pushed 
through ... as soon as a government was 
formed—amendments to legislation needed for 
the trial of senior former Khmer Rouge leaders 
and the work needed for Cambodia to formally 
take its place as a World Trade Organization 
member," says Youk Chhang, whose Documen- 
tation Centre of Cambodia collects evidence of 
Khmer Rouge atrocities. "Now we finally have a 
government | am optimistic that this trial can 
come sooner rather than later." Bronwyn Sloan 
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INDONESIA 


I Jew Voices, 
t Tew Demands 


Populist candidate Susilo Bambang Yudhoyono is dominating 

the opinion polls before Indonesia’s first direct presidential election. 
The message: Whoever wins, by majority in July or in a 
September run-off, will be expected to answer to the people 


By Michael Vatikiotis/Soto, MADIUN AND KEDIRI, 


AT A QUIET CROSSROADS in the heart 
of Java, Wahyudi Bunardi waits for the 
chance to alter the course of Indonesia. 
A soft-spoken storekeeper in the East Java 
village of Sidorejo, Wahyudi eagerly looks 
forward to voting in Indonesia’s first 
direct presidential election on July 5. 
“Now that I can vote directly for the pres- 
ident, I can dare to think of what we need 
from government,” he says. “The next 
president must be able to govern us in 


WHAT THE 
PEOPLE WANT 


* Indonesia's first direct 
presidential vote is bringing 
a new populism to politics 


* Retired Gen. Yudhoyono is 


enjoying broad support 


* Voters are most concerned 
with inflation, taxation, 
jobs, crime and corruption 


* Voters will expect the 
winner to answer to them, 
possibly at the long-term 
expense of the economy 





14 Far Eastern Economic Review 


and John McBeth/JAKARTA 


the name of the people and for the people.” 
The bonds of patronage and obligation 
that have shackled ordinary Indonesians 
since the colonial era are at last beginning 
to loosen. After 60 years of independence, 
half of it spent under authoritarian military 
rule, and a messy six years of democratic 
transition, citizens in this sprawling archi- 
pelago of 217 million people are about to 
make their votes count for something. 
One clear message so far is that 
Indonesia’s love affair with President 
Megawati Sukarnoputri is over. She has 


been criticized for isolating herself 


from the media and demonstrated an 
unwillingness to take the lead in for- 
mulating policy. Many Indonesians have 
come to resent her attitude that, as the 
daughter of the country's founding pres- 
ident, Sukarno, the presidency is her 
rightful inheritance. 

Instead, voters seem to feel that they 
have a real choice. If the two most author- 
itative opinion polls are accurate, the man 
more Indonesians would choose instead 
as their sixth president is former Security 
Minister Susilo Bambang Yudhoyono. 
Riding a wave of seemingly broad-based 
support, the retired general, better known 
as SBY, gets the thumbs-up from 46%- 
4996 of respondents. 

Megawati and former armed-forces 


chief Wiranto, the Golkar party candidate, 
still languish in the 1196-1596 range. They re 
just ahead of late-charging populist Islamic 
leader Amien Rais, who is a beacon for vot- 
ers who are opposed to a former military 
man as the next president. The fifth can- 
didate, Vice-President Hamzah Haz, has 
registered very little voter support. 

Yudhoyono's camp is now hoping for 
what a few months ago would have 
seemed a miracle: winning more than 
5096 of the vote and thereby avoiding the 
uncertainties of a run-off with his nearest 
rival in September. "We want people to 
think that SBY is already a winner," says 
former minister T.B. Silalahi, one of Yud- 
hoyono's campaign managers. “We're try- 
ing to create a bandwagon affect." 

But 2096 of voters polled say they are 
undecided. If Yudhoyono doesn't win 50% 
of the vote, a September run-off would 
start the competition all over again. 

In the end, whoever is elected will 
take over a country racked by corrup- 
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tion and inefficiency, starved of foreign 
investment and bereft of vision and lead- 
ership. Indonesia experienced strong eco- 
nomic growth and attracted billions of 
dollars in foreign investment under for- 
mer President Suharto's authoritarian, 
paternalistic rule. Suharto balanced 
cronyism and investor-friendly economic 
policies as welfare and development trick- 
led down to the village level. 

For the past six years, paternalism in 
the presidency has been replaced by neg- 
lect. In towns and villages across Java, peo- 
ple complain about rising prices, taxation, 
growing unemployment, crime and cor- 
ruption. “I want to feel secure. That's 
my priority—secure in my home, in my 
iob, and when I walk the streets," says 
Widodo, a storekeeper in the Central Java 
hill town of Tawangmangu. 

Many small-business owners say 
they want a government that eases the tax 
burden and monitors prices carefully, 
intervening when necessary. "The gov- 
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THE POPULIST GENERAL: Yudhoyono, on the campaign trail, has found a broad base 


ernment needs to think about what we 
need because we have a vote now," says 
storekeeper Wahyudi. "If the new presi- 
dent doesn't address our needs directly. 
we'll get impatient." 

Rachmat Witoelar, the informal head 
of Yudhoyono's campaign, is trying to get 
the message across that his boss will 
answer such concerns. "We want to por- 
tray SBY as the people's president, not 
as a party president," he says. 

With messages like that, voters seem 
to feel that they have a right to get what 
they vote for. It won't be so easy for any 
new government to deliver, as free-mar- 
ket forces permeate many areas once 
dominated by the state sector. 

Yudhoyono has said his economic pri- 
orities would be job creation, poverty 
reduction and rebuilding infrastructure. 
"We will be a bit more populist," says 
campaign head Witoelar. A Yudhoyono 
presidency, he explains, could see an ini- 
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of investors for a better government 
from October. 

With public scrutiny on such issues, 
the presidential campaign has been far 
more sober than the motorcycle caval- 
cades and theatrical rallies that charac- 
terized the run-up to April's legislative 
polls. Instead, simple posters bear the 
faces of each candidate and running mate, 
and voters are taking cues from appear- 
ances by candidates on TV and radio or at 
orderly rallies. 

The biggest battleground for votes 
is East and Central Java, home to nearly 
a third of the country's 153 million reg- 
istered voters. East Java is also home to 
the country's largest Muslim organiza- 
tion, the 40 million-strong Nahdlatul 
Ulama. Megawati and Wiranto both 
sought to win votes from the Muslim 
masses by selecting a vice-presidential 
candidate with NU credentials. 

But voters say they will not be swayed 
by appeals to religious or political affili- 
ations. "Even though religious leaders 
have traditionally influenced us a lot, 
we now have our own opinion," says 
Suratno, a father of four who was edu- 
cated at NU religious schools and now 
runs a small gravel business in the East 
Java village of Pranggang. "The economy 
is getting worse, prices are going up and 
we must choose a leader that will best 
address these problems." 

It's the same story in a village further 
north, just a stone's throw from the NU's 
headquarters on the outskirts of Jom- 
bang. After midday prayers at a tiny 
whitewashed mosque, Ahmad Rifai'i 
shakes his head gravely when asked if he 
could be influenced by religious lead- 
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ers. "No. Everybody here has his own 
view. No one can ask us to think the same 
way. This election brings hope of a better 
leadership. Religion has nothing to do 
with it." 

The first signs of this remarkable 
assertion of popular will came with the 
April legislative elections, where voters 
expressed disillusionment with the gov- 
ernment and established political parties, 
most of which are led by members of the 
old elite. The poor showing of the two 
largest parties, Megawati's Indonesian 
Democratic Party for Struggle (PDI-P) and 
Golkar, also revealed a new phenomenon: 
voters making choices themselves instead 
of waiting for village or religious leaders 
to do it for them. 

Dont tell that to Wiranto campaign 
manager Fachrul Razi. The retired four- 
star general doesn't believe polls that 





ALSO IN THE RUNNING (C/ock- 
wise from top left):Incumbent 
President Megawati; Amien 
Rais; Vice-President Hamzah 
Haz (/eft) with running mate 
Agum Gumelar; and Wiranto 


show Yudhoyono in pole position, insist- 
ing that the sampling is too small. He 
says the Golkar machine is still a major 
part of a strategy that relies on social 
organizations to reel in blocks of voters. 
“It may not be what it was before,“ he 
says, “but we still think the influence of 
traditional leaders is strong.” 

One worry for Yudhoyono's support- 
ers is that Wiranto and his running mate 
will profit from party backing to make it 
into the second round. Another is the late 
surge in support for Amien Rais, who has 
been bolstered by support from the Mus- 
lim-orientated Justice and Prosperity Party 
(PKS), one of the surprise successes of the 
parliamentary elections. 

Yet many voters insist that party affil- 
iations have no meaning to them. Riatno, 
a truck driver sipping black coffee at a 
roadside stall outside Madiun, says "the 
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parties are irrelevant,” after revealing that large field in Madiun in late June. Orga- cynicism among young voters, p: ki 
he voted for PDI-P in 1999 and Golkar  nizers brought people by the truckload — Nazruddin, a fourth-y« 

in April. “I’m for SBY. His agenda is good from surrounding districts, including dent at Darul Ulun ! 

and it fits our needs." Yudhoyono's home town of Pacitan on the Java. Here among the wet 


Louis Atunglendovero, a retired south coast, where he is wildly popular. from the broken pathways 
schoolteacher from Magetan, was until By the time the candidate steps up tothe poorly funded provincia pu 
recently a local Golkar official, but party microphone, the large field is half full. Nazruddin and his friends s hi 


affiliation won't guide him at the “SBY and JK,” he says, referring to his election. They have decid 

polls. “I don't like Wiranto because ofhis running mate Jusuf Kalla; "together we and will focus on the European tool 

history with Suhartos New Order," he will build a better tomorrow." championship that is current 

says. But he does like Yudhoyono's mil- Yudhoyono speaks in a deep baritone Indonesia spellbound—and v clud 

itary background. “As an officer he took that conveys authority with a politeness that in the early hours of July | 

the soldier's oath—he's more likely to the manners-conscious Javanese appreci- candidates offer us anyth 

keep his word and behave honourably,” ate. In his short speech he makes simple dont represent us," hi 

he says. promises—to improve the economy, erad- Nazruddin says he wou te 
The fact that Yudhoyono is a fresh face — icate corruption and improve security. He a party representing the interests o 

among rivals who are all seen to represent sings asong popular among young people, workers. The absen: 

the politics of a past era clearly resonates and then asks his audience if they will vote minder that for all the hopes generated 

with the electorate. He also had the good for him. The crowd roars back, “Yes.” by the opportunity to elect a president 

fortune to draw vote-rich Java to campaign So, will this campaign that has the candidates still represen! 

in during the important final stages of the brought more substance to Indonesian ian and military elit 


race, part of the lottery putin place by the politics than any time before persuade to one of them to show c 

National Electoral Commission to avoid Indonesians they are about to get a better nary Indonesians. = 

clashes among party followers. government? Worryingly for all the can- Rin Hindryati in Jal 
Yudhoyono was on the stump ina  didates, there's a strong undercurrent of 
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THE 8TH CHINA INTERNATIONAL FAIR FOR INVESTMENT & TRAE 


If you plan to tap into the infinite investment opportunities in China, then you cannot afford to miss the annual China International Fair for Investme 
and Trade (CIFIT), as it's the place to start. 
CIFIT is China's premium international event aiming to promote foreign direct investment into China. Each year, CIFIT witnesses the inflow of billions 


of US dollars worth of foreign capital CIFIT is the ideal venue for business people to feast on thousands of investment projects, as well as attract 
investment capital from around the world. The *International Investment Forum" held by China's Ministry of Commerce, as well as dozens of seminars 
on hot investment issues, will offer you global investment information hot off the press, and provide you with a golden opportunity of meeting senior 
government officials from Beijing, the governors from China's provinces and the mayors from all major cíties 

CIFIT, an ideal platform for international investment cooperation, will profit both you and your company interests in China 
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ANOTHER ROUND: 
Delegates from 
six nations meet 
in Beijing over the 
Korean nuclear 
crisis once more 


NORTH KOREA 


A Way Forward 





The latest talks on North Korea achieved no major breakthroughs, but U.S. proposals 


may have laid the ground for future progress 


UNITED STATES PROPOSALS to end the Korean nuclear 
crisis may have failed to achieve any major breakthrough 
during recent negotiations in Beijing, but they did allay 
fears that continuing talks would go nowhere unless North 
Korea was given some inducement to pull back from the brink. 

“We didn't expect the North Koreans to say ‘Eureka’,” says 
a senior U.S. official involved in Korea policy who closely 
monitored the June 23-26 six-nation talks. “We know they 
don't want to give up their nuclear programme.” He says the 
U.S. goal was to “put together a proposal that was practical 
and reasonable so that the other parties would sign on, so 
that the North Koreans were isolated and felt the only way 
forward was for them to sign on or else they'd face even 
greater isolation.” 

U.S. negotiators, facing mounting pressure from their 
allies in Asia to put an offer on the table, called for a three- 
month freeze of Pyongyang’s plutonium- and uranium-based 
weapons programmes in return for fuel-oil assistance from 
South Korea and Japan. This would be followed by a complete 
dismantling of North Korea's nuclear programme, with all 
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By Murray Hiebert/WAsHINGTON, Donald Greenlees/SEOUL 


and Anthony Kuhn/BzrijiNG 


nuclear materials removed from the country. The North 
Koreans would in exchange receive security assurances from 
the U.S. and its Asian allies and a dialogue with Washington 
on lifting American economic sanctions and removing North 
Korea from a list of terror-sponsoring countries. 

The U.S. official says North Korean diplomats at the third 
and latest round of talks in Beijing told their counterparts 
from China, Japan, South Korea, Russia and the U.S. that they 
"welcomed" the proposal and would "take it back to Pyongyang 
and study it." 

North Korea is unlikely to reject the proposal out of hand, 
but it will probably delay its response as long as possible, 
says Charles Pritchard, a former U.S. negotiator with North 
Korea. "The benefit to them of stringing it out and not 
answering . . . without discarding the package now is that it 
keeps the Bush administration . . . from declaring the process 
dead immediately after the [U.S. presidential] elections and 
moving toward a more confrontational approach," he says. 

Indeed, few anticipate much progress in resolving the 
nuclear crisis prior to the presidential showdown in November 
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between Republican incumbent George W. Bush and Demo- 
cratic Party challenger John Kerry. Jon Wolfsthal, a former 
U.S. Department of Energy official who has visited North 
Korea’s nuclear facilities at Yongbyon, believes Pyongyang 
would prefer a Kerry administration because the senator 
has said he would pursue bilateral negotiations along with the 
six-party talks. At the same time, Wolfsthal says the North 
recognizes that it needs to get the “Bush administration drawn 
into a negotiation with [U.S.] allies fully committed to the 
process [so that] President Bush would find it hard to walk 
away from a deal in the making." 

But analysts add that Pyongyang is wrong if it believes that 
it could get a better deal under a Kerry administration. Victor 
Cha, a Korea specialist at Washingtoris Georgetown University, 
says that it would be impossible for a Democratic president 
to return to the type of agreement reached in 1994 under 
the Clinton administration, whereby 
North Korea received energy aid 
for simply freezing its nuclear pro- 
gramme following inspections. In the 
end, says Cha, Kerry's position would 
differ little from Bush's. 

U.S. officials admit Washing- 
ton's new proposal was an effort to 
address growing criticisms from key 
allies South Korea and Japan, and 
from the Chinese conveners of the 
disarmament talks. South Korean and 
Chinese officials had been frustrated 
in the two earlier rounds that Wash- 
ington and Pyongyang did little more 
than restate their basic positions of 
principle. In the view of U.S. friends 
in Asia, it was unrealistic to expect 
North Korea to budge without some kind of simultaneous and 
reciprocal rewards for good conduct. 

Japanese Prime Minister Junichiro Koizumi told Bush 
during a meeting shortly before the Beijing talks that he felt 
North Korean leader Kim Jong Il was “no longer resisting” 
the six-party talks and that "it was time to test him by putting 
something forward," says the senior U.S. official. Around the 
same time, South Korean President Roh Moo Hyun told Bush 
in a phone conversation that “it’s now time to be flexible 
and proactive in these talks and see what we can achieve," the 
official adds. Koizumi, moreover, was quoted by the Japanese 
press on June 30 as saying he aimed to normalize relations 
with Pyongyang within the next two years. 

Beijing also weighed in. China has "pushed all sides, 
especially the U.S. and North Korea, to come up with their 
own plans for resolution” and “raised plans for compromise 
when stalemates occurred," Chinese Vice-Foreign Minister 
Wang Yi told reporters at the end of the talks. Chinese analysts 
point to an April visit to Beijing by Kim during which Chinese 
officials urged him to publicly disavow Pyongyang's nuclear 
ambitions and instead enhance security through Chinese-style 
economic reforms. 

Many diplomats believe that what ultimately prodded 
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MESSAGE BEARER: Koizumi told Bush about Kim's thinking 


The Region 


the Bush administration into action were charges by the Kerry 
campaign that the president was not putting enough energy 
into tackling North Korea's nuclear threat. U.S. officials deny 
it, but political analysts believe White House staff concluded 
that continued criticism from Kerry and Washington's allies 
in Asia would be detrimental to Bush's re-election effort. 

The administration's meetings to cobble together à 
proposal ahead of the Beijing talks set off another tussle in 
Washington between hawks in Vice-President Dick Cheney's 
office, the Department of Defence and the National Security 
Council (NSC) who support regime change in North Korea 
and others in the State Department and NSC who believe it 
might be possible to negotiate a deal. "There was some 
concern that we were putting forward a road map before [Kim] 
had made a strategic choice," the senior U.S. official says. 

Although South Korea continues to toe Washington's line 
on negotiating the nuclear prob- 
lem, Seoul has simultaneously 
begun stepping up reconciliation 
efforts with the North. In mid- 
June, military officials from the 
rival Koreas held their first bilat- 
eral talks at the level of general 
since the end of the Korean War 
in 1953. They agreed on meas- 
ures to prevent naval clashes, 
including the introduction of a 
shared communications fre- 
quency. Roh in recent weeks has 
held out the carrot of substantial 
economic aid to the North, mainly 
in the form of energy, if the 
nuclear issue is resolved. 

North Korean diplomats 
responded to the U.S. disarmament plan by offering a 
counter-proposal of their own. "What they were talking about 
was a freeze at Yongbyon that would be verified by the U.S. 
or China but not by the IAEA [United Nations' International 
Atomic Energy Agency] and therefore without stringent inter- 
national monitoring and safeguard-verification require- 
ments," the U.S. official notes. 

North Korean negotiators implied that their proposal dealt 
only with the Yongbyon plutonium reactor. The official says 
there was no mention of the country's nuclear weapons and 
its enriched-uranium programme, which North Korea now 
denies exists. On top of that, North Korean officials said any 
disarmament moves should be preceded by large-scale eco- 
nomic aid and normalization of diplomatic relations. 

During a private meeting with the U.S. delegation, North 
Korean negotiators raised the possibility that the military 
might be considering testing a nuclear weapon, but few 
observers took the threat seriously. "They threaten every time 
we do this," says the U.S. official. "By comparison this was 
relatively mild." Adds Wolfsthal, the former Department of 
Energy official: "North Korea has been very effective at dividing 
the alliance members from each other . .. A test would undo 
all that progress." = 
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PHILIPPINES 


No Prevention, 
No Cure 


Changes in foreign-aid policy and domestic 
politics may result in a population explosion that 
will kill any chance of reducing poverty 


By Margot Cohen/MANILA AND 
BENGUET PROVINCE, PHILIPPINES 


PINK ROSES AND yellow chrysanthemums bloom in road- 
side commercial flower beds in Alapang, a district in the north- 
ern Philippine province of Benguet. Soon, there may be even 
more evidence of fertility in this area. By the end of this 
year, Alapang’s public-health clinic will no longer give free 
contraceptives to local residents, who include low-income 
workers at these flower beds. Alapang midwife Marylin Aglano 


says that 50% of her clientele won't be able to afford pills or 
other modern birth-control methods and worries that even 
women who can pay might not take the initiative to do so. 
“Maybe they will all be getting pregnant,” she says. 

The Philippines has long struggled with rapid population 
growth, in part due to the country’s influential Catholic 
Church. But now the threat of a nationwide baby boom looms 
larger than ever in this country of 84.2 million people. The 
reason: Overseas aid cuts and domestic politics are converg- 
ing to create a potential lack of contraceptives in the coun- 
tryside. The likely repercussions are all too obvious to a 
wide range of Philippine economists, legislators and repro- 
ductive-health advocates. They warn that a spike in births will 
undercut further efforts to reduce poverty and improve the 
economy under newly elected Philippine President Gloria 
Macapagal-Arroyo, whose victory in the May ro presidential 
elections was only confirmed on June 20. 

The country has reached a crossroads chiefly because the 
United States Agency for International Development, or 
USAID, is phasing out its long-standing programme here of 
free contraception. After nearly three decades of providing pills, 
condoms and injectables to the Philippines—where two-thirds 
of contraceptive-users still obtain their supplies free from pub- 
lic clinics—USAID officials argue that it's high time for the 
Philippine government to foot the bill for its poorest citizens 
while encouraging more prosperous families to buy supplies 


POPULATION BOOM: The problem no top politician seems willing to tackle because of religious concerns 
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from pharmacies and other outlets. 
The USAID phase-out began in mid- 
2003 and will be staggered throughout 
the country until 2008. In some 
provinces like Benguet, doctors and 
midwives say they've had word from 
Manila that contraceptives will cease to 
be free by this year's end. 

Whatever the merits of the U.S. 
move, the timing strikes many ana- 
lysts as unfortunate. Since taking 
power in 2001, Arroyo has refused 
to spend state funds on modern 
means of birth control and favours 
natural family-planning methods. The 
latter are endorsed by the Catholic 
Church but criticized in other circles 
as ineffective because they require 
women to plot graphs of daily tem- 
peratures and track other physical 
changes in their bodies, as well as obtain complete coopera- 
tion from their partners. 

It is widely assumed that Arroyo seeks to avoid any 
political backlash from the Catholic hierarchy, but some of 
her aides say that she is personally opposed to modern meth- 
ods of contraception and even bristles at the term "repro- 
ductive health" on the ground that it's a semantic ruse cre- 
ated by those who seek to legalize abortion. 

With the prospect of six more years of Arroyo in power, 
some family-planning advocates feel they must shift their 
focus to the local level. That means persuading governors, 
mayors and district chiefs to set aside funds to purchase 
and promote contraceptives. But it's a tough job and the results 
will likely be piecemeal. "We're looking into the abyss. It is 
scary," says Terry Scott, country director for DKT Philip- 
pines Inc., a Manila-based group engaged in marketing low- 
cost contraceptives. "The window of opportunity to get on top 
of this and provide alternatives to local government units is 
small." (After forging links with r2 localities last year, DKT 
is now negotiating with 300 others.) 

New allies are emerging. Since January, some local chap- 
ters of the Philippine Chamber of Commerce and Industry 
have started hosting open discussions of the links between 
population control and economic development. “The business 
community should help in [raising awareness], and sending 
warning signals," says Mara Bautista, executive director of the 
chamber in northern Bulacan province. For their part, USAID 
officials say they are working to spur private companies to pro- 
mote family planning among employees and foster a wider 
network of pharmacies to sell contraceptives. 

Yet some places in the Philippines are just too poor and 
remote for private-sector intervention. Consider one ham- 
let in the north's Ifugao province, where women would need 
to hike two hours to the main highway and take a 15-minute 
jeepney ride to the nearest drug store if they didn't get free 
contraceptives from the local midwife. When that mid- 
wife's salary was cut two years ago, it was no surprise that 
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PRESIDENT ARROYO: No funds for birth control 


many local women later became preg- 
nant, recounts community organizer 
Corazon Pindog. 

Will local politicians fill the gap? 
Many are well aware that new roads or 
basketball courts are more tangible 
building-blocks to re-election than fist- 
fuls of birth-control pills. Yet some 
officials are not blind to the popula- 
tion-related strains on schools and 
hospitals. "Some [officials] say, “We're 
getting our signals from the presi- 
dent.' Others say, 'We know better 
about what we need in our provinces," 
reports Reena Marcelo, chair of the 
Quezon City-based Reproductive 
Rights Resource Group— Philippines, 
an organization that has been work- 
ing in 31 localities across the major 
regions of Luzon in the north, the 
Visayas in the centre and Mindanao in the south to encour- 
age local officials to promote modern contraceptives 

Attitudes also vary among Catholic and Muslim clerics. 
On the central Philippine islands of Cebu, Negros and else- 
where, recent posters proclaimed that "Pill Users are Going 
to Hell." Some clerics and their followers argue that the Philip- 
pines' main problems are corruption and skewed distribution 
of resources, not too many babies. Still, the religious oppo- 


"I know where my institution 

stands, but I also realize the depths 

of the poverty of my people" 
ARCHBISHOP LEONARDO LEGASPI 


sition to modern birth control can also be muted. "There is 
a reason I don't poke my nose into that,” explains Archbishop 
Leonardo Legaspi, who leads the Caceres archdiocese centred 
in Naga City in the Bicol region of Luzon Island. *1 know 
where my institution stands, but I also realize the depths of 
the poverty of my people." 

At a Manila slum called Sta. Maria 818, children dart among 
lopsided shacks of wooden planks and tin. Several parents tell 
the Review that they don't use contraceptives; one woman 
volunteers the information that no one can get birth control 
pills at the health clinic a few blocks away. A green banner that 
says "United for Life" hangs over the clinic's entrance. 

It's a reminder that Manila's freshly re-elected mayor, 
Lito Atienza, is prominent in the pro-life movement. Staffers 
at this clinic are not even allowed to advise patients to buy pills 
or condoms at nearby drugstores. A poster says that natural 
family-planning methods are “98% effective" —yet the doc- 
tor on duty reports that she is seeing increasing numbers of 
unplanned pregnancies. "Of course, you feel frustrated," 
says the doctor, who asks not to be named. “But you have to 
follow what your government wants you to do." = 
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Making China Listen 


Sceptics dismissed last year’s July 1 march as an expression of economic discontent. But despite a 
healthier economy, protests have continued, and this time Beijing is a target 





A NEW TRADITION: Protests have not eased since last July 1 
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By Michael Vatikiotis/ HONG KONG 


THE WORLD IS WATCHING closely as the people of Hong 
Kong take to the streets on a public holiday marking the 
July 1 handover of the former British colony to China in 1997. 
The number of people who turn out in the intense summer 
heat and still, humid air will be measured against the more 
than half million people who showed up at last year’s march, 
as an indication of the potency of Hong Kong’s political cri- 
sis and its potential impact on the rest of China. 

The massive turnout last year surprised many who 
assumed that Hong Kong's people were docile and apolitical. 
And the sustained public restlessness in the year since then 
seems to have proved wrong those who said the huge turnout 
reflected purely economic discontent. 

In the months that followed last July's march, as the Hong 
Kong economy steadily improved, protests continued and pub- 
lic pressure for political change persisted. Nearly 100,000 
people marched on New Year's Day and another 80,000 
showed up at a June 4 rally to mark the 1989 crackdown on 
students in Beijing’s Tiananmen Square. 

A survey conducted by the not-for-profit organization Civic 
Exchange at the end of June found that more than half of those 
polled thought Hong Kong was "on the wrong track" for polit- 
ical as well as economic reasons. A majority were also unhappy 
with Beijing's decision at the end of April to halt progress 
towards universal suffrage. When asked if they had a message 
for the Hong Kong administration, the most frequent 
response was: "Listen to the people." Significantly, almost a 
quarter of respondents felt that it was up to the Hong Kong 
people to push for universal suffrage. 

"It's a sign of the emergence of a very positive social move- 
ment," says Christine Loh, the chief executive of Civic 
Exchange. She points to other examples of public action 
over the past year, including sizeable protests against land 
reclamation in Hong Kong's picturesque Victoria Harbour 
and a proposed new prison, and popular support for an offi- 
cial inquiry into the outbreak of Severe Acute Respiratory Syn- 
drome that hit Hong Kong last year. "People are making these 
demands as a way of getting at the government and show- 
ing their discontent," says Loh. 

But this year's march will be different in one critical aspect. 
Last year, protesters zeroed in on the Hong Kong government 
and the threat to civil liberties represented by new security 
legislation proposed by the administration of Chief Executive 
Tung Chee-hwa. This year, Beijing's decision in April to dash 
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hopes of holding elections for Hong Kong's chief executive has 
made the mainland government a potential target for protest- 
ers. For many observers, Hong Kong's struggle for democ- 
racy has become a bell-wether not only for Hong Kong's polit- 
ical climate but also for the pace of political change in China. 

That's why the Beijing leadership would probably prefer 
that mainlanders see and hear little of the unhappiness 
emanating from Hong Kong. One measure of possible con- 
cern in Beijing is the drastic fall in the number of mainland 
tour groups heading for the territory around the time of the 
handover anniversary. Normally, as many as 600 groups cross 
the border daily. Fewer than 50 are expected on July 1-2, accord- 
ing to local travel agents. 

China certainly seems to have grasped the wider signifi- 
cance of the protests. Leaders switched tactics in June from 
a hard stance that prompted allegations of intimidation of the 
media to a more conciliatory approach that gushed with prom- 
ises of a cosy chat over tea in Beijing for pro-democracy 
activists. Even Vice-President Zeng Qinghong, who is said 
to favour a tougher security approach to Hong Kong, stopped 
short of calling on people not to march. "There are various 
forms of expression," he told the Hong Kong media on June 
22, while travelling in Africa. “But whatever the form . . . it 
must be good for Hong Kong's prosperity and stability." 

In Hong Kong itself, normally brusque and stiff officials 
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from the central government's Hong Kong liaison office have 
kept to the background. Stepping forward instead have been 
suave Foreign Ministry officials who have been assuring the 
wider business world that Hong Kong isn't about to see a 
Tiananmen-style security crackdown. 

Yang Wengchan, a senior diplomat who is commissioner 
of China's Ministry of Foreign Affairs in Hong Kong, told 
the American Chamber of Commerce in flawless English that 
Hong Kong's *One Country, Two Systems" framework *is a 
diamond we have found ourselves and we cherish it so much. 
It is not a dirty stone that you can throw way as you please." 

The peaceful, lawful manner in which Hong Kong peo- 
ple have been expressing themselves has made it hard for 
the authorities to crack down so far. And with both sides 
donning velvet gloves, it's hard to expect much change 
overnight as a result of the protests. Christine Loh argues 
that this may be the only approach that will work. "We 
have to sustain the social movement," she says. "This is a 
marathon, not a sprint." = 
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By Jaushieh Joseph Wu 


The writer is chairman of Taiwan's 
Mainland Affairs Council 


Relations across the Taiwan Strait have been rocky in recent 
years. Beijing's harsh statements and unfriendly gestures 
have been accompanied by its dramatic military build-up and 
renewed attempts to isolate Taiwan internationally. The 
key to resolving the tension and long-standing dispute is for 
the two sides of the strait to obtain peace through reconcil- 
iation and cooperation, rather than indulging in intimida- 
tion and harassment. 

Military competition is obviously the most alarming aspect 
of cross-strait tension. China has procured a large number of 
modern jet fighters and naval destroyers as well as submarines 
from Russia in the past few years. The number of ballistic 
missiles targeted at Taiwan has exceeded 550, and continues 
to increase at about 100 a year. Moreover, China's acquisition 
of modern weaponry is backed by aggressive war-fighting 
principles, making the threat against Taiwan very real indeed. 
At the same time, the Chinese military is playing an increasingly 
significant role over the Taiwan Strait issue. So in order to curb 
China's temptation to use force and to keep the strait peaceful 
and stable, Taiwan must prevent a military imbalance by 
strengthening its own defence capability. 

Even as it threatens Taiwan with its military, China is engag- 
ing in harassing tactics against normal economic and cultural 
exchanges. Recently, the Chinese government raised its voice 


€ Taiwan renews its goodwill call and wants to 
cooperate through negotiations. It's about time China 


said yes to Taiwan without political conditions y, 


against Taiwanese businessmen considered to be supporters 
of the Taiwan government, and issued a quiet but clear warn- 
ing to Taiwanese business leaders operating in China that they 
should not return to Taiwan for the dragon-boat festival. Mean- 
while, some Taiwanese pop singers, including Chang Hui-mei, 
better known as A-Mei, are accused of playing politics and 
forced to cancel some of their activities in China. 

This is deeply disappointing. Taiwan has invested more than 
$70 billion in China, has had robust trade with it ($46 billion 
in 2003), and has contributed more than 10 million jobs to 
the mainland. Over the past few years, about 3 million 
Taiwanese have travelled to China annually, for business and 
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pleasure. Under such circumstances, you would 
have expected China to move towards reconcilia- 
tion and cooperation with Taiwan. Instead, China 
is pushing Taiwan further away and discouraging 
Taiwanese from seeking reconciliation. 

Taiwan is so small compared with China. But 
Taiwan has enough courage to pursue peace and 
reconciliation with its giant neighbour to establish 
an interim framework for peace and stability to 
govern activities between the two sides before 
the political dispute finds its final solution. What 
should go into the peace and stability framework 
includes a joint declaration on peace, proper 
negotiation mechanisms, engagement for mutual 
benefit, establishment of political relations, and 
military confidence-building measures. 

Taiwan prefers that the status quo not be 
unilaterally changed, particularly by force and 
intimidation. A framework for peace and stability 
will work to safeguard peace and the status quo 
while the two sides search for a resolution of the 
political dispute. The Chinese government has 
recently emphasized the concept of “peaceful rise,” 
which the Taiwanese government would welcome 
if it is applicable to Taiwan. 

In order to create an environment conducive 
to establishing a framework for peace and stabil- 
ity, Taiwan proposes to begin negotiations imme- 
diately—without preconditions—on the following 
issues of interest to both sides: 

* Combating crime across the Taiwan Strait; 

* Criminal and illegal-immigrant repatriation; 

* [ntellectual-property-rights protection; 

* [nvestment protection; 

* Tourism; 

* Direct transport links. 

I have recently invited the highly respected 
Wang Daohan, head of the Chinese Association for 
the Relations Across the Taiwan Strait, to visit 
his old friend, C.F. Ku, chief of Taiwan's Strait 
Exchange Foundation. This is a sincere and 
standing invitation. It is my hope that the two sides 
can negotiate the above issues through the existing 
SEF-ARATS channel. 

Since the beginning of the Chen administra- 
tion, Taiwan has promoted reconciliation through 
goodwill in order to foster dialogue and coopera- 
tion, factors essential in efforts to establish a long- 
lasting peace. Taiwan today renews its goodwill call 
and wants to cooperate through negotiations to 
give peace a chance. It's about time China said yes 
to Taiwan without political conditions. & 
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China Clashes With 
The European Union 


Only a month after Chinese Premier Wen Jiabao 
toured Europe for two weeks to spread goodwill and 
promote China's emergence as a legitimate market 
economy, relations between Beijing and the Euro- 
pean Union have soured. On June 28, the EU 
refused to designate China as a market economy. 
Had it done so, Chinese exporters would have been 
better able to defend themselves against allegations 
that they were unfairly dumping goods below cost. 
The EU’s executive arm, the European Commission, 
ruled that the Chinese government wields too much 
influence over its economy through export restric- 
tions and price controls. Beijing urged the EU to 
reconsider, citing its 25-year history of market 
reforms and entry into the World Trade Organization 
in 2001. Meanwhile, other potential sources of fric- 
tion emerged: Taiwan's foreign affairs minister 
toured Europe and 
kept a low profile for 
fear that he would 
arouse the ire of 
China. Also, the EU 
is considering impos- 
ing further restric- 
tions on China's 
3 textile exports. 


POMP: Wen in London last month 





GITIC BOSS GETS 14-YEAR SENTENCE 


A court has sentenced the former general manager of what was once 





ECONOMIES 


The Group of Seven 
major industrial 
economies will consider 
accepting China as a 
member, a Japanese 
newspaper reported. 
Mainichi Shimbun said the 
G-7 will consider China's 
membership at its July 
meeting. The report said 
that the G-7 countries are 
keen to explore ways to 
help China become a 
market economy through 
measures like adopting a 
flexible currency- 
exchange mechanism and 
easing capital controls. 


COURTS 


The former secretary of 
the Communist Party in 
Guizhou province was 
jailed for life on June 29. 
A Beijing court found Liu 
Fangren, 68, guilty of 





CHINA'S AUDITOR-GEN- 
ERAL has uncovered 

what is being described 
as widespread embezzle- 
ment in connection with 
building projects commis- 
sioned for the 2008 
Olympic Games. The 
national audit office has __ 
accused Beijing's 


Olympics organizing 
committee of siphoning 


off 130 million renminbi 
($15.9 million) in funds. 
The money reportedly was 
invested and spent on 
new apartments. 


with the "presentation of 
false information to the 
company and its regula- 
tors," according to The 
Wall Street Journal. The 
newspaper reported on 
June 25 that one of the 
bankers suspended is 
Margaret Ren, daughter- 
intaw of former China 
Premier Zhao Ziyang, who 
was removed from power 


C 


Guangdong province’s premier investment company to 14 years in prison. 
The case involved China's largest-ever corporate failure. Huang Yantian was 
found guilty of fraud and illegal investments that contributed to the failure 
of Guangdong International Trust and Investment Corp. (GITIC). GITIC's 
failure touched off a chain reaction in which other provincial investment 
companies came under fire for mismanagement and illegal activities. Many 
of the companies subsequently failed after the central government refused 
to bail them out. The GITIC case prompted reforms that were aimed at 
improving corporate governance and risk management. However, observers 
say that cases of fraud and other forms of official malfeasance are still 
frequently reported in the companies. 


taking bribes worth 6.6 
million renminbi 
($800,000) between 
1993 and 2001. Guizhou 
is a poor province of 38 
million people in south- 
western China. 


during the 1989 Tianan- 
men Square protests. 


FINANCE 


China's foreign debt 

increased by almost 596 

to more than $200 billion 

at the end of March from 

just three months earlier, 
Citigroup has suspended according to figures from 

two of its senior bankers ^ the State Administration *™ 
in China in connection of Foreign Exchange. 
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Analysts said that part of 
the increase probably 
resulted from speculators 
betting on an upward 
revaluation of China's 
currency, the renminbi. 


INFRASTRUCTURE 


The World Bank said on 
June 25 that it has 
approved two loans to 
China each worth $200 
million that will go to 
building a railway and 
expressway, respectively, 
to help link western China 
with the more developed 
eastern part of the 
country. The projects are 
expected to be completed 
by 2008. 


EXECUTIONS 





Chinese authorities put 
to death 17 people for 
drugs offences on June 
26. The executions were 
in observance of Interna- 
tional Anti-Drugs Day, 
according to the Xinhua 
official news agency. The 
sentences were report- 
edly carried out in 
Shanghai and Chongqing. 
Death sentences for 
drugs offences are 
common in China. 


ENVIRONMENT 





A nature reserve will be 
established at Poyang in 
central China, the 
nation's largest fresh- 
water lake, to help save 
the Yangtze River dolphin, 
which is considered 
highly endangered. 





China's official news 
agency, Xinhua, said 
there are fewer than 
2,000 of the freshwater 
dolphins, and the number 
is believed to be declining 
by about 7.3% a year. The 
announcement of a 
reserve follows a recent 
report that dams being 
built on the Yangtze are 
threatening several 
species of wildlife. 


DIPLOMACY 


KIRCHNER: Visiting China 


Argentina's President 
Nestor Kirchner began a 
five-day visit to China on 
June 28, and called for 
expanded trade. He 

was accompanied by a 
250-member delegation 
of Argentine business 
leaders. “There are 
many possibilities for 
expanding trade rela- 
tions," said Kirchner. His 
visit follows close on the 
heels of Brazilian Presi- 
dent Luis Inacio Lula da 
Silva, who visited last 
month with a delegation 
of 200 for much the 
same reason. 
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STEEL COMPANY FALLS FLAT 

Jinan Iron and Steel experienced the worst-performing debut of 
any new stock listing in China this year when its shares closed 
0.01 renminbi above their offer price of 6.36 renminbi (76 cents) 
in trading in Shanghai. Analysts said that investors were con- 
cerned about declining steel prices and government curbs on 
expansion, which could slow the nation’s continuing construction 
boom. The other 47 initial public offerings in China this year 
closed above their initial prices on the first day of trading. Ana- 
lysts also said that Jinan's poor performance does not bode well 
for investors who recently bought into the new offering from the 
listed unit of China's third-largest steel maker, Wuhan Steel. 


CATERPILLAR CONSIDERS PURCHASES 

United States heavy-machinery maker Caterpillar may take own- 
ership stakes in several Chinese construction companies. Cater- 
pillar Chairman Jim Owens told the Financial Times that the company 
plans to achieve sales of $2 billion annually by 2010. The plan is sig- 
nificant because the sort of large, state-owned enterprises that 
Caterpillar may be looking to buy were considered off-limits to for- 
eigners until last year. But, because many of them are cash-strapped, 
the government is now welcoming such deals. 


NEW SMALL-CAP MARKET 

China launched a new stockmarket in the southern city of Shenzhen 
specially geared to helping smaller companies raise capital. Eight 
companies listed on June 25, and the companies rose by an aver- 
age of 130% on that first trading day. The biggest gainer was Han's 
Laser Technology, which more than quadrupled its price from 9.2 
renminbi ($1.11) to close at 39.09 renminbi. Analysts said that the 
sharp run-up in price was unlikely to attract the institutional investors 
who organizers of the exchange were looking for. Luo Xiaoming, 
an analyst with Ping An Securities, said that trading on the new board 
was "completely irrational." He said he thought prices would "soon 
come down to earth." 


CHINA BEATS U.S. IN INVESTMENT RACE 

China has overtaken the United States as the world's biggest sin- 
gle recipient of foreign direct investment, according to a report by 
the 30-member Organization for Economic Cooperation and Devel- 
opment (OECD). The report said that China attracted $53 billion 
in 2003, which was slightly less than it received the year before 
but ahead of the U.S., which has seen FDI fall to $40 billion last year 
from $72 billion in 2002 and $167 billion in 2001. "FDI flows can 
serve as an indicator of the attractiveness of the business cli- 
mates of competing economies," said an author of the OECD study. 


A NEW VENTURE FOR RENAULT 

French car maker Renault said on June 28 that it will establish à joint 
venture with Dongfeng Motor aiming to produce 300,000 vehicles 
a year from 2006. Dongfeng already has a venture with Renault part- 
ner Nissan Motor of Japan. Renault officials said that they hoped 
to grab a bigger piece of China's fast-growing market. 
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ENVIRONMENT 


China's Choke-Hold 
Over Asia | 


China has responded to a worsening energy crisis by building power plants, most of 
which are coal-fired. Now other Asian countries must decide what to do about the dirtier air 
that the booming Chinese economy is sending their way 


By Andrew Batson/HoNc KONG 





CHINA'S BROAD CAMPAIGN to build 
more coal-fired power plants is revers- 
ing years of improvements in controlling 
pollution and is fouling the air of the 
nation's neighbours. The increase in 
power-plant construction has come in 
response to what is being treated as a 
national emergency: a persistent shortage 
of electricity. This will be the second con- 
secutive summer in which soaring 
demand outstrips capacity, leading to 
rolling blackouts and a campaign to get 
consumers to turn off air-conditioners 
even on sweltering summer days. 

But the government's vigorous 
response to those shortfalls is produc- 
ing other problems. Since most of China's 
power plants, old and new, are fuelled 
by coal, their smokestacks are sending 
ever more coal dust and sulphur dioxide 
into the air. (Sulphur dioxide helps cause 


acid rain and also contributes to respira- 
tory ailments.) 

Air pollution has long been a problem 
in China, but it is taking a real turn for the 
worse. In 2003, several years of improved 
air quality were undone, according to offi- 
cial figures. Emissions of sulphur dioxide 
reached 21.6 million tonnes for the year, 
the first time since 1998 that the amount 
had been above 20 million tonnes. The 
dramatic increase has made the govern- 
ment's goal of cutting sulphur dioxide 
emissions to 18 million tonnes by 2005 
seem out of reach. 

“Now, what looked like a decent gain 
in air quality for a couple of years has 
completely been reversed,” said Dan Mil- 
lison, an environmental engineer with the 
Asian Development Bank. “The increases 
are very significant.” 

What's worse, winds are carrying the 


CHINA’S GROWTH 
FOULS ASIA 


e China is looking to fix 
an energy shortage by 
building power plants 


¢ But the coal-fired 
plants are big sources of 
air pollution 


* China's neighbours are in 
a bind because they are 
relying on China's strong 
economy but choking on 
the foul air 





ing in early 2003, the governme 


noxious mix not only across China, butto planning controls and authorized new 
BE next-door neighbours South Korea and investment to boost power generation. By 
B Japan—and even as far away as North the end of this year, China is expected to 
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America. So in addition to the damage it have increased its electricity-generat 
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While the government has imposed 
some measures to reduce demand, its real 
focus has been on the supply side. Start- 





án] could do to the health of China's own capacity to 421,810 megawatts—a remark 

ge citizens, worsening air pollution threat- able 19.5% jump from the end 

* ens to complicate the government's ties Assuming an average construction cost 
with key trading partners and with its own in excess of $1 million per megawatt, a 
territory of Hong Kong, which is also suf- ballpark estimate for how much the new 
fering from air pollution blown in from plants built in 2003 and 2004 will have 
the mainland. (See story on page 33.) In. cost is nearly $70 billion 
all those wealthy societies on China's Almost three-quarters of the increased 
periphery, public concern about the envi- capacity in 2003 and 2004 is to coms 
ronment has grown in recent years, and from so-called thermal power plants 
China's rapid growth makes itan obvious which are primarily coal-fire Chir 
target for blame. but also include some oil- and natural-gas 

Within China, the environmental fired plants. The clear preterence is 101 
movement is still nascent, and its argu- coal plants because they ar | 
ments hold little force with a government cheap to build and can be fuelled | 
whose legitimacy is tied to continued eco- China's own vast reserves Of coe rhe 
nomic growth. True, some officials have burning of coal is still the major source of 
begun to talk about the "quality not quan- energy in China. This is a fact," said Ax 
tity” of growth and a measure of “green Zhenhua, head of the State Environmer 
GDP” that would capture more than just tal Protection Administration, a know! 
output. But such rhetoric has been muted edging the drawbacks of building | 
in the face of power shortages that offi- fired plants. Though cleaner gas-fired anc 
cials fear could crimp growth. nuclear plants are also planned, the 
Though China already produces more major projects aren't expected to be on-line 

electricity than any other country outside until 2006. And on even the most opt 
the United States, it has been unable to mistic projections, coal-fired 
fully power its economic boom. Growth in continue to provide most ot China s powel 
electricity use hit a record rate of 15.4?6last for at least the next two de ade: 
year, far outstripping capacity. At a press conference in Beijing this 


month. Xie outlined a n! 
his agency is adopting to r 


impact of coal-burning power | 
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ILL EFFECTS: Acid rain and health problems are two consequences of air with a high level of sulphur dioxide 


v 
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on air quality. They include requiring all 
new plants to install desulphurization 
equipment, stepping up monitoring of 
existing plants, and providing incentives 
to scrub emissions, such as allowing 
higher tariffs for electricity. 

These are laudable measures, and, if 
strictly enforced, they could help reduce 


DIRTY DEMAND 


the additional emissions from new power 
plants by two-thirds or more. But that still 
leaves a net increase, and economic plan- 
ners and regional utilities remain focused 
on building more power plants as the best 
solution to the shortages. However, 
observers point out that there are other 
options that would also help, such as con- 


Producing more power has led to more pollution in China 
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servation, increased efficiency and a more 
complete electricity-transmission grid that 
would enable regional differences in sup- 
ply and demand to be smoothed out. 

Many officials around the region are 
keen to encourage any measures that 
would minimize the amounts of pollu- 
tants from China that blow across their 
borders. But they remain wary of antag- 
onizing China, whose economy has 
become the single-most important driver 
of growth for the region. Last year, China 
alone accounted for more than two-thirds 
of Japan's export growth, and was Korea's 
largest export market and its biggest tar- 
get for direct investment. 

Some Japanese environmentalists 
blame China for worsening air quality 
in Japan. Mitsutoshi Hayakawa, manag- 
ing director at the Osaka-based Citizens' 
Alliance for Saving the Atmosphere and 
the Earth, says that China's increased 
emissions are affecting Japan in the form 
of acid rain. The increased emissions 
are “a shame,” he says, and Tokyo is 
"working hard" to find a solution, but 
"that is not enough." 

However, the government says that 
the case has not been made. “It’s difficult 
to verify if the Chinese trend matches the 
Japanese trend" on air pollution, says 
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Keiko Segawa of the Global Envi- 
ronment Bureau of Japan's Min- 
istry of the Environment. 

Segawa said that some simu- 
lations have shown that between 
ro% and 30% of sulphur oxides (a 
broad category that includes sul- 
phur dioxide) present in rain in 
Japan comes from China. Accord- 
ing to the simulation, she says, "if 
China reduces the emissions, that 
amount would also decrease. But 
monitoring hasn't found if that 
would really work." 

Makoto Nakao, a director at 
the Japan Bank for international 
Cooperation (JBIC) who handles 
lending to China, was typically 
diplomatic: "We recognize environmen- 
tal pollution, including air emissions, as 
a global issue and will support the Chi- 
nese government in addressing this 
problem." The bank has lent Y145 billion 
($1.3 billion) to China over the past 
decade to help reduce emissions from 
power plants. 

But single-country institutions like the 
JBIC, and multilateral equivalents such 
as the Asian Development Bank and the 


| CHINA 





OUTPUT: Air pollution is one price of China's economic boom 


World Bank, can only lend in response to 
requests from governments. Their chal- 
lenge, therefore, is to persuade Beijing to 
ask for help in reducing emissions with- 
out alienating the government by making 
it a public scapegoat for worsening air 
quality in the region. "The ADB is cer- 
tainly willing to finance sustainable 
energy development, but we can't force 
anyone to borrow," said Millison. 

Those outsiders who work with 


EMISSIONS-TRADING WITH CHINA 


E China's environmental authorities 
say they are now trying build rela- 
tionships at the official and sci- 
entific level, while accumulating 
enough hard evidence to make the 
need for action obvious to Chinese 
officials. “The way we handle it 
is not by pointing fingers," said a 
Hong Kong government official, 
who spoke on condition of 
anonymity. "The best way is to 
share data with them," he said. 

In addition to the Hong Kong- 
China ties, there are already some 
regional institutions in place to 
deal with these issues: the envi- 
ronment ministers of Korea, 
China and Japan now meet annu- 
ally, and joint research projects are 
under way that may—eventually—yield 
specific policies. 

The cross-border pollution problem 
“is getting more serious year by year," says 
Boo Kyung Jin of the Korea Energy Eco- 
nomics Institute. But any cooperative 
solution is likely to be a few years away, 
he says. “I don't think we have any con- 
sensus in terms of quantifying the dam- 
ages and how to respond." & 
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Hong Kong's efforts to work out a joint air-quality plan with 
neighbouring Guangdong province, though still in their early 
stages, may represent the best model for any future interna- 
tional arrangement. Hong Kong has proposed an ambitious 
experiment: setting up a cross-border emissions-trading 
arrangement by 2007. 

That would mean establishing a set of regional air- 
quality goals for Hong Kong and Guangdong combined, 
backed by a set of emissions permits that could be traded 
among polluters. The idea is to create market incentives for 
companies to make air-quality improvements—iike installing 
desulphurization equipment on power plants—where they 
are most effective. 

"The fundamental problem that we're trying to solve 
with emissions-trading is that the physical problem in the air 
doesn't match up with jurisdictions on the ground," says 
Dan Dudek of Environmental Defence, a group that has 
sponsored emissions-trading programmes within China. 

The same logic applies to both within and across 
national borders, he says. "From the standpoint of regional 
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sources, the stuff that happens in China more than dwarfs 
anything else in Japan in terms of acid rain and sulphur 
dioxide. Its [Japan's] sources are already controlled." 

Similarly, Hong Kong is finding that gains it has made 
in controlling emissions from its own vehicles and power 
plants are negated by the increase in emissions coming 
from across the border. A regional approach looks to be 
the best option, though major political obstacles remain 
for both Hong Kong and for China's immediate neighbours 
to the east. 

The European Union may help show how it can be done. 
However, while the EU has recently agreed to launch an 
emissions-trading programme targeting carbon dioxide, a 
greenhouse gas, such cooperation in Asia would still have to 
surmount a long history of mutual distrust among China, 
South Korea and Japan. 

"It's a little early to implement those kind of market 
mechanisms" in Asia, says Boo Kyung Jin of the Korea 
Energy Economics Institute. “It’s easier for European coun- 
tries. They are more unified." Andrew Batson 
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[Indian banhs are betting on cheap, home-grown technology to 


streamline their bureaucratic systems and make money from 


millions of small savers 


Indian Institute of 
Technology in Chennai (formerly Madras) 
smile as they watch a magic brown box grum- 
ble, groan and then spit out 12 dirty ro-rupee 
notes, 

They ve built India's first rural automatic- 
teller machine to serve micro-savers in remote 
areas of the Subcontinent. It can process the 
small denominations and worn notes that 
are the main currency in Indian villages, and 
at only $800, the machine costs less than one- 
twentieth of the price of a regular ATM. 


SMALL SAVERS ARE 
BIG BUSINESS 


Indian banks are betting 
on volume business from 
small accounts by: 


* Allowing accounts with 
a balance of just $100 


* Using the Internet, phone 
banking and modified ATMs 
as a cheap alternative to 
full-service branches 


* Moving back-office services 
on-line; centralizing 
management and opening 
branches with tellers only 
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By Eric Bellman /CHENNAI 


India's ICICI Bank, with the help of the 
ITT in Chennai and others, has developed the 
village ATM from inexpensive home-made 
parts and programming. Despite its low price 
tag, the machine is built to survive extreme 
weather conditions and power outages. It can 
tell when two ragged notes get stuck to each 
other and can even use fingerprint scanning 
to identify rural savers who are illiterate or are 
reluctant to use a personal-identification num- 
ber. The ATM will be tested at an ICICI branch 
in Chennai in July. If it works, the rugged ATM 
could eventually be used at hundreds of 
Internet kiosks in remote areas of India. 

"You wouldn't find ro-rupee [22 U.S. cents] 
notes in any ATM anywhere," but rural con- 
sumers need them, says Pavitra Ramanujam, 
a project leader for n-Logue Communications, 
a Chennai-based rural-Internet-service com- 
pany that is helping to develop the ATM with 
the IIT and ICICI Bank. “We have built it from 
scratch because there is no easy access to 
banking in remote areas." 

The project to bring ATM convenience to 
small savers is more than an altruistic attempt 
to improve the lives of rural Indians—it's the 
latest example of how India's nimble private- 
sector banks try to use local hi-tech skills to 
squeeze profits out of small savers. 

Indian banks such as HDFC Bank and 
ICICI Bank didn't exist until deregulation 
opened the market to private banks in the 
1990s. Now, they boast millions of customers 
and are among the most profitable and 
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Projected total ATMs for HDFC: 1,100 by 2004-05 **4,000 
t Includes credit-card customers as well as customers who have taken loans from the bank. 
Customers holding only bank accounts totalled about 6.5 million as of March 31, 2004. 
Note: 1) Bank of Madura merged with ICICI Bank in March 2001. 

2) ICICI and two of its retail finance subsidiaries merged in March 2002. 
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The banks are also using ATMs that 
have been modified for India's needs. In 
addition to depositing and withdrawing 
money and checking account balances, 
the teller machines can be used to transfer 
money, pay electricity bills, taxes or for 
Internet connections, buy or sell mutual 
funds and top up credit for pre-paid 
cellular phones. 

ICICI Bank account holders can use 
ATMs to make donations to their favourite 
Hindu temple. They even get a receipt to 
present to their gods when they go to pray. 
The bank has ATM vans that make regular 
rounds of the more remote neighbour- 
hoods in Mumbai. Around half of ICICI's 
transactions are now done through its 
network of more than 1,700 ATMs. 

"We have changed the way the Indian 
consumer is doing banking," says Chanda 
Kochhar, executive director in charge of 
retail banking at the Mumbai-based bank. 
“He is now taking this ‘anywhere and 
anytime’ banking for granted.” 

The banks are also using the Internet 
to lower costs and reach customers, setting 
up Web sites that can do most things the 
ATMs can do, as well as transfer money 
abroad or buy railway tickets. For the many 
Indians who don't have computers at 
home, there are computer stands at bank 
branches. Indians can also do business 
by calling the banks’ phone-banking call 
centres, which have hundreds of operators 
to help transfer money, pay bills or issue 
new chequebooks. Customers with mobile 


36 Far Eastern Economic Review 


phones can check their balances, find out 
if their pay has been deposited and pay bills 
through text messaging. 

On-line and phone-based services 
have vastly improved in recent years, say 
bankers, who recall when lines for ATM 
networks were so unstable that banks had 
to wire machines with three separate lines 
as a hedge against being disconnected. 
Early attempts at phone banking were 
stifled because Indians still used rotary- 
dial phones that couldn't communicate 
with computers. And then there was the 
problem of consumer education. Guards 
posted at ATM booths used to spend a 
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*Over 4 million — n.a.«not available 


Sources: HOFC Bank; ICIC! Bank 





has spent about one-tenth of the amount 
on technology that a similar sized bank 
would have had to lay out in the U.S. 

"We couldn't start with a model where 
the costs are in line with the global 
standard but the revenues are only in line 
with the Indian customer," says ICICI's 
Kochhar. “Our average relationship size 
is much smaller." 

Some foreign banks in India have 
also jumped on the “think small" band- 
wagon. While in most countries in Asia it 
targets the wealthy, Citibank in India was 
the first to open on-line-only accounts for 
small savers. For full access to Citibank's 


"We have changed the way the Indian consumer is 


doing banking" 


lot of time just teaching people how to 
swipe their cards to open the door to the 
machine, bankers say. 

Deregulation, competition and a bit of 
investment and technology from abroad 
have improved the information infra- 
structure in the last five years. More 
important than the infrastructure has 
been the low cost of building these 
systems in India. India's inexpensive and 
talented programmers can write the 
programs and build the networks needed 
to serve millions at a fraction of the cost 
in the developed world. ICICI Bank 
estimates that by using local talent, it 
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services at its branches, people need an 
account balance of more than $2,000. But 
customers with only $20 to deposit can 
get the special Suvidha or convenience 
accounts. With these accounts, customers 
do everything through ATMs, the Inter- 
net or the phone. The number of these 
accounts has surged more than 60% in 
the last year to 1 million, with 99% of 
the transactions by these account holders 
done outside bank branches. 

“It's a branchless account,” says 
Sarvesh Sarup, country business manager 
of the global consumer group at Citibank 
in Mumbai. “It’s Citibank for $20.” 1 
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= Double Vision 


You don't need four eyes to see that two screens are better than one. It's like having 


two deshs, only better. Here's why 


WHEN | TOLD my friend Colin what I was going 
to write about this week, he went “pfft,” and said 
it was unbelievably techie and no one would be 
interested. His argument, however, was made less 
persuasive by the fact that he then fell off his chair. 
So hear me out: I think this idea might be worth 
a shot for those of you who haven't tried it. 

Nowadays a lot of offices have computers with 
more than one screen. You see foreign-exchange 
dealers with them, folk in the video and audio 
industry, even newsrooms that only recently 
dumped manual typewriters. But it’s not the sort 
of the thing you'd expect to see on a regular Joe's 
home desktop. This will, or at least should, change. 
Having two screens to control from one computer 
not only doubles the space you've got to play with, 
it makes organizing and working a lot easier. 

Here's how it works: If you have a laptop, plug 
a monitor (the computer screen) into a socket in 
the back or side of the laptop. If you have a desktop 
computer you will probably have to buy an extra 
piece of hardware, called a video card, which plugs 
into a slot in your computer box, as well as a second 
monitor. When you're done, what you should see 
is your computer desktop screen spread over two 
monitors—split in half, as it were. Move your 
mouse and it moves between the screens: You can 
move text, windows or whatever between them 
as if they were on the same display. 

Now, a few words of caution. Not all comput- 
ers—including laptops—support having two mon- 
itors showing different screens, so check first. 
What I mean is you may be able to see the same 
screen on both monitors, which is fun, but not 
exactly useful unless you're doing a presentation 
or you're tired of your dearly beloved looking over 
your shoulder all the time when you're at your 
computer. To be able to expand your computer 
screen's real estate you want to be able to have 
different things on each screen, as the desktop 
expands onto the extra monitor. The magic words 
to ask when you're buying a computer or checking 
with technical support are: *Excuse me, salesper- 
son, but does this computer contain a chipset with 
DualView multiple-monitor support?" (The magic 
answer is "Yes.") 

So what's so good about all this? Well, most 
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of us are doing more than one thing on our computer at the same 
time, even if we don't think of ourselves as multitaskers. Writing 
an e-mail? Chances are you need to refer to a Web page, a 
document or another e-mail while you're writing. Those things 
can all be viewed on your second screen while you focus on the 
first, without lots of switching between windows. Want to copy 
something from one document to another? Just select it and move 
it with your mouse from one screen to another. Need to keep 
an eye on your inbox while preparing a report? Keep it visible 
on the second screen. 

It's not just about doubling the amount of screen real estate 
you've got to play with, though that's a definite bonus. As Switzer- 
land's Christian Studer, who runs his own Web site dedicated 
to using extra monitors (www,realtimesoft.com/multimon/), points 
out, having separate screens is actually better in some ways 
than buying one super-big screen. First, it's easier to assign tasks 
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to one screen or another: One screen for creating and one for 
reference, say, or one screen for viewing photo collections and 
one for editing them. The other plus is a quirk in Microsoft 
Windows which treats each screen as a separate zone. Zooming 
windows to their full size, for example, will zoom (or maximize) 
only in that screen, and not take over the whole two screens as 
you might expect. This allows you to keep the two screens as 
separate staging areas for your work. You can still move stuff 
between them, of course, but you can also make use of the fact 
that they are separate. A bit like having two desks. (Which is what 
I've got, but that's another story.) 

Studer has also come up with an excellent piece of software 
called UltraMon ($40 from www.realtimesoft.com/ultramon), which 
adds some great little tricks to doing all this. 

Screen manufacturers have been slow to catch on to the idea 
that as prices fall and flat-screen monitors, which take up less 
desk space, proliferate, having more than one screen makes 
sense for ordinary users. Software developers, too, have been 
slow to configure their software to make the best use of this 
extra space: One of the few, says Studer, is Microsoft's Power- 
Point presentation software, which allows users to put slides 
and notes on one monitor and the slide show on another. This 
will change, I think: Some of the more high-end manufacturers 
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are now touting all-in-one dual screens (check out 
DoubleSight at www.doublesight.com and Seamless 
Display at www.seamlessdisplay.com). For starters, 
though, you're probably better off just buying 
an extra screen for your laptop ind seeing how 
that goes. 

Or, if you're really cheap, try using 
as a second screen, using a neat new utilit 
MaxiVista ($40 from www.maxivista.com 
version available). MaxiVista enables you to link 
the screens of any computers on a network so they 
all form one long screen, if you see what | mean, 
For the hell of it, I added a third screen to my home 
set-up using this software over a wireless Wi-Fi 
network connection, and while it wasn't perfect, 
it definitely felt pretty cool to have three screens in 
front of me. At least I thought it did 

I'm not saying this is for everyone. | quite under- 
stand not everyone wants to have what looks like air 


an oid laptop 
S alled 
trial 


traffic control sitting on their desk. But I'm pretty 

sure I can convince Colin, and, if that happens, ! 

figure most of you might give it a shot too. & 
More musings and tips at loosewireblog.com 
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Innovation 


The Business 
Of Dying 


An American entrepreneur is challenging 
Japan's traditional—and pricey— Buddhist 
burials with simple, no-frills funerals 


By Ginny Parker/Tokvo 


have long been notoriously expensive. 
The Buddhist rites, including two memorial ceremonies, gifts 
for the guests, prayers by a monk and the bestowal of a 
Buddhist death name, can cost as much as $30,000. Diverg- 
ing from this full service typically wasn't an option, as the 
industry was dominated by small, family-run operations all 
offering similar, set-price services. Besides, it was taboo to 
scrimp on such a religious occasion. 
Now, John Kamm, a funeral director from Colorado, has 
come up with a radical alternative. In November, the 33-year 


SIMPLE 
CEREMON Y: 
Kamm offers 
a cheaper 
alternative 
to traditional 
funerals 
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old opened a Japan branch of his family's company, All-States 
Cremation Services, offering no-frills funerals for as little as 
¥ 255,000 ($2,340). Unlike Japanese companies that typically 
charge one set fee for the entire service, Kamm's Japan 
company, All Nations Society, offers a detailed price list of 
everything from photos to flowers. Clients can choose the 
extras they want from the list. 

“You want something simple here, you can't get it,” says 
Kamm, who instructs his staff to tell potential customers about 
how Albert Einstein wanted only a cremation, nothing more. 
“No big grandiose kind of funeral—people love that.” 

Kamm’s timing is certainly fortuitous: Japan's rapidly 
ageing population means the number of funerals is on the 
rise. Mitsuru Fukuda, editor of funeral-industry magazine 
Funeral Business Monthly, forecasts that the number of people 
dying each year in Japan will grow from about 1.1 million in 
2004 to around 1.7 million by 2035. The size of the funeral 
business is expected to grow from its current ¥1.5 trillion to 
Y2 trillion by 2040. 

But success is far from clear, and how well Kamm's 
business does in Japan could serve as a litmus test for just 
how much the mindset of Japanese consumers has changed 
over the past decade. The long economic slump has made peo- 


ple more aggressive about bargain hunting, and more 
demanding about having a choice. People have even started 
doing things that were long considered taboo—such as 
hawking their old clothes at flea markets or camping out in 
their cars to save money on hotels. 
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TRADITIONAL VS. MODERN: Kamm faces a challenge in attracting Japanese consumers, who prefer elaborate Buddhist ceremonies 


Still, critics wonder whether Japanese consumers would 
really want to appear stingy on rites for deceased loved ones, 
or whether they would trust a foreign newcomer to handle 
such a traditional event. 

"It's not just about whether you're cheap or expensive,” says 
Takeshi Yoshida, president of Koekisha Co., one of the nation’s 
largest funeral operators. “People want value. If you don't have 
the experience and the sense of the gravity about the funeral 
business, you can't put on a funeral that will be meaningful 
** to people." Others say Kamm’s business may find it hard to 
survive with a focus on cut-rate funerals alone. 

Kamm is undaunted by such criticism. "We're going to 
break the industry wide open," he says. In addition to attract- 
ing customers who want funerals without the fuss, he hopes 
to capitalize on the reputation funeral operators have in Japan 
for overcharging customers and keeping the profession 
shrouded in secrecy. His pamphlets and advertisements 
are printed with the words "Transparency, Accountability, 
Dignity, Individuality." 

In starting his business, Kamm has received help from 
a surprising source—the Japanese government. His company 
is one of nearly 100 businesses, from wine importers to 
conference organizers, that have benefited from new efforts 
by Japan to ease the entrance of foreign firms into this market. 
Following a pronouncement in 2003 by Prime Minister 
^" Junichiro Koizumi that foreign direct investment coming into 
Japan should increase, the Japan External Trade Organization 
opened a half-dozen business-support centres to offer free 
advice and temporary office space for people trying to set up 
shop here. 

"It's one-stop service," says Kazuya Nakajo, director of the 
Tokyo business support centre where Kamm, fresh out of a 
local MBA programme, took his idea to start a budget funeral 
operator in April 2003. "Japan's funeral industry is very 
old-fashioned and domestic-oriented, and very challenging 
for an American to enter." 

Still, even the most traditional funeral companies acknowl- 
edge a shift in consumer preference. For one thing, they 
say, younger Japanese are less concerned about appearing 
respectable and more interested in expressing their individ- 
P» uality, even when it comes to funerals for themselves or 
their families. At a recent funeral-industry conference in 
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Tokyo, a flower distributor displayed an elaborate floral 
arrangement in the shape of Pegasus, the winged horse from 
Greek mythology, that could be used in place of the traditional 
Buddhist altar. Another company showcased an array of fancy 
coffins made in Italy. 

“With Japanese funerals, you traditionally don't get what 
you want,” says Kuniaki Fujimoto, president of Kobe-based 
Family So, a funeral operator that claims to offer “Funerals 
with Ease and Freedom’ and specializes in small, inexpensive 
services held in people’s homes. “We try to give people 
options.” 

The search for options is in turn leading to another 
change—planning a funeral in advance, which until recently 


CRITICS WONDER WHETHER JAPANESE 
CONSUMERS WOULD WANT TO APPEAR 
STINGY ON RITES FOR DECEASED 
LOVED ONES 


was frowned upon as bad luck. Takeshi Sato, a 55-year-old 
government administrator who lives in Chiba prefecture, east 
of Tokyo, is planning ahead—one ceremony for his mother, 
and another for himself. 

The reason: When his father died 16 years ago, a funeral 
home was assigned to Sato by nurses, a typical chain of events 
in Japan where funeral companies tend to get customers 
through tie-ups with hospitals. Sato says he was initially 
told that the funeral would cost ¥1.5 million, though last- 
minute additions to the service pushed the bill up to ¥2.2 
million. “Everything was decided for me,” he says. 

With his mother now ill, Sato has decided to make prepa- 
rations ahead of her death. He has spoken to representa 
tives at All Nations about having a traditional Buddhist funeral 
for his mother, "since we're from the country and that's 
what people would expect." For his own funeral, he has 
discussed a simple cremation with All Nations, though he has 
yet to sign the contract. 

"['m just waiting until my mother passes away," he says. 
"If she found out about this, she'd be really upset." = 
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EAST TIMOR OIL 


Canberra’s Sea ¥ 


Of Troubles 


A dispute between Australia and East Timor over oil-and-gas 
wealth in the Timor Sea has cast doubts on Canberra’s 
interpretation of the Law of the Sea as well as its sense of fairness 


PETER GALBRAITH IS NOT popular with 
Australia’s Department of Foreign Affairs 
and Trade. Sharp-minded, egotistical and 
as combative as East Timor Prime Min- 
ister Mari Alkatiri, the ethnic Yemeni 
Muslim who hired him, the former Amer- 
ican diplomat is the hired gun for the 
fledgling nation in its David-and-Goliath 
struggle with Australia over a share of the 
oil-and-gas riches in the Timor Sea. 

It was the late respected United 
Nations administrator Sergio de Mello, 
killed in the bombing of the UN head- 
quarters in Baghdad, who brought him on 
board in 2000, first as director of external 





A FIELD OF 
CONTENTION 
-+ Australia and East 


Timor signed the Timor 
Sea Treaty in 2002 


* They agreed to share 
undersea oil and gas 


* Australia has sought to 
corner the lion's share 


* The resulting dispute 
could threaten their 
maritime boundary 
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By John McBeth/Di!, EAST TIMOR 


affairs and later as minister of external 
affairs in a new transitional administra- 
tion. The way Galbraith puts it, de Mello 
"smelt a rat" over Canberra's rush to nego- 
tiate a new agreement to replace the con- 
troversial Timor Gap Treaty it had signed 
with Indonesia in 1989— seen as a quasi- 


recognition of Jakarta's 1975 annexation of 


the former Portuguese colony. 

Whatever firepower Galbraith, 53, 
brings to his job as East Timor's head nego- 
tiator, the spectacle of a large country seem- 
ingly strong-arming a small, impoverished 
neighbouring state barely two years old is 
not going down well with the international 
community. Nor, for that matter, with a 
lot of ordinary folk in Australia, where the 
concept of a "fair go" is ingrained in its 
egalitarian culture and where Timorese are 
regarded with affection for helping 
Australian troops in World War II. 

In separate interviews with the 
Review, Alkatiri and Galbraith sought to 
play down the importance of the court 
of public opinion, clearly their most 
potent weapon in talks that are expected 
to drag on for at least five more years. 


Instead, they plug away at the merits of 


their case under the 1982 Law of the Sea 
Convention, whose interpretation, they 
argue, has evolved far beyond what lies at 
the heart of Australia's claim: the exten- 
sion of its continental shelf. 

At stake are $12 billion in revenues 






David Gray / Reuter 


from Greater Sunrise, an underwater 
zone containing 9 trillion cubic feet of 
gas and straddling the northeast fringe of 
the Timor Gap, now known as the Joint 
Petroleum Development Area (JPDA) 
under the new Timor Sea Treaty signed 
in May 2002. While Australia agreed to 
increase East Timor's share of the Bayu- 
Undan field, a 3 trillion-4 trillion-cubic- 
feet gas resource in the southwest cor- 
ner of the JPDA, from 50% to 9096, it 
grabbed 82% of Sunrise for itself —along 
with the oil from two producing fields 
close to Bayu-Undan. 

Crucially, however, it had little choice 
under international law than to agree to 
enter into further talks to establish a mar- 
itime boundary between the two neigh- 
bours. Much to Canberra's chagrin, after 
ensuring a cash flow of up to $300 mil- ” 
lion a year from Bayu-Undan to help 
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acknowledges that regional politics could 
have been one reason why Jakarta 
spurned Portugal's suggestion to form a 
united front against the Australians. 
"Indonesia wanted to be a good neighbour 
after konfrontasi [the armed confrontation 
in the early 1960s between Indonesia and 
Malaysia, in which Malaysia was sup- 
ported by Britain, Australia and New 
Zealand],” he says. 

Since then, however, a number of 


. experts have given new credence to 


Indonesia's—and now East Timor's— 
case. Some describe the Timor Trench 
as merely a foreland basin, pointing to the 


from Bayu-Undan will rise from $24.5 mil- 
lion this year to $47 million in 2006, when 
a gas pipeline to Darwin will be complete, 
to as much as $350 million a year by 2013. 

Australia may not be in the mood at 
this point, but in the end the most expe- 
dient solution may be to set aside the issue 
of a maritime boundary and simply give 
a larger share of the Sunrise field to East 
Timor. As Galbraith puts it, “All we need 
is the benefits as if there was a boundary." 

On June 7, in what may foreshadow 
a possible shift in Canberra's position, 
Northern Territory Chief Minister Claire 
Martin urged the two sides to go back to 


"Whatever the circumstances, the midpoint is the 
. . --— » 
starting point for negotiations 


Nuno SERGIO Marques ANTUNES, EAST TIMORESE NEGOTIATOR 


absence of volcanoes on Timor island, 
compared to the Banda Arc islands of 
Sumbawa and Flores further to the north. 
They also note the general lack of seismic 
activity in the Timor Sea—activity that 
would be expected if the trough were a 
tectonic collision point. 

The real debate, however, centres on 
the Law of the Sea Convention and how 
long each side is willing to wait out the 
other. Don Rothwell, a professor of inter- 
national law at Sydney University, says that 
by agreeing to the huge difference in the 
division of royalties for the Bayu-Undan 
field and the rest of the JPDA, Australia was 
apparently hoping East Timor would be sat- 
isfied. Now that Dili has decided to hang 
tough, he says, “Australia could continue to 
negotiate until the cows come home. It is 
difficult to see whether they could be forced 
into a forum where the issue could be 
resolved by a third party.” 

Alkatiri is prepared to be patient. “Five 
years is okay,” he says. “I'm not prepared 
to leave my grandchildren to resolve this 
problem. We're not in a hurry." Both he 
and Galbraith make it clear that they were 
in a hurry to secure revenues from Bayu- 
Undan, where ConocoPhilips has so far 
only begun extracting condensate from the 
gas for sale in mostly regional oil markets. 
That, says Energy Secretary Jose Taxeira, 
will provide East Timor with fiscal stability 
for much of the length of the project. 
According to Dili's estimates, revenues 
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the “royalties-negotiating table" and look 
for a more favourable revenue split for East 
Timor. Her advice: De-link the very valid 
maritime boundary issue from revenue 
and make a one-off agreement. 
Responding, Alkatiri told the South- 
east Asia Australia Offshore Conference: 
"We're open for creative solutions to 
get Greater Sunrise developed.” There 
is reason for pragmatism in Dili as well. 
The Indonesian Foreign Ministry has so 
far stayed well out of the dispute, but 
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Djalal contends that if a median line is 
established, the Timorese might well find 
themselves in a new dispute, this time 
with Jakarta, over the ownership of the 
Sunrise field. 

Woodside Energy, the operator of the 
field, has told the two governments it will 
need legislative, fiscal and regulatory 
certainty before it can begin the search for 
the markets necessary to get the Sunrise 
project off the ground. In other words, the 
project will remain on hold. 

Australian Prime Minister John 
Howard's government has shown no such 
restraint. In the past eight months Can- 
berra has put up three new exploration 
licences for auction in disputed areas adja- 
cent to Sunrise and Bayu-Undan. It also 
continues to pocket the $1 million in tax 
revenue from the small Laminaria and 
Corallina oilfields. 

Lauded in 1999 for sending in troops 
to rescue the territory from marauding 
Indonesian-backed militias, Australia now 
finds itself cast in the role of villain. That 
makes Australian Sen. Bob Brown 
squirm. "They're our good neighbour," 
says the Greens Party member, as anti- 
Australian protesters kept a vigil outside 
the Dili hotel where the negotiators were 
huddled. “We can't just jump the fence 
and invade their garden." & 

Mark Dodd in Darwin contributed 
to this article 
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Battle Stations 


The Thai government’s attempt to privatize 
state broadcasters provokes fierce criticism 


By Shawn W. Crispin/BANGKOK 


BIG BUSINESS GROUPS are jockeying for position to take 
stakes in Thailand’s state-run television stations. The prob- 
lem: Thai law bars the privatization of state media until a new, 
independent regulatory body is formed. 

The scramble began when the Thai military-run Channel 
5 granted a 30-year concession to produce programming to 
RTA Entertainment, a private company at which Prime 
Minister Thaksin Shinawatra's nephew, Sompop Shinawatra, 
headed programme development. Thaksin's cousin, army 
commander Chaisit Shinawatra, issued the order. 

Soon thereafter, Channel 11 announced plans to create 
as many as eight new satellite channels that would make 
use of hardware owned by Shin Satellite, the communications 
company in which Thaksin's family holds a controlling stake. 
iTV, a station majority-owned by Thaksin's family that also 
pays concession fees to the state, later announced its own 
plans to split into five different channels. 

The sudden manoeuvres caught many Bangkok-based 
media analysts off guard and have stirred a new wave of 
criticism against Thaksin among opposition politicians, 
academics and media-reform advocates, who contend that 
the moves are illegal. “It’s the same old story—conflicts of 
interest between the government and the Shinawatra family's 
business interests," charges Sirichoke Sopha, an opposition 
politician. “Thaksin is using his political power to build up 
his media empire." 

In the wake of the controversy, Thaksin ordered a "freeze" 
on all the new plans until his legal experts decide whether or 
not they breach media-reform provisions in Thailand's 1997 
constitution. Government officials, meanwhile, are trying to 
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MATURING: The TV market is growing rapidly as 
competition heats up and the fare gets more exciting 


distance the premier from the media flap. "The broadcasting 
problems are in no way linked to the government or the prime 
minister's family," says government spokesman Jakraphop 
Penkair. “This is not a story about conflict of interests. It's about 
the conflicted structure of the broadcasting community." 

In Thailand, media reform has long been a hot political 
issue. Irregularities in the selection process of commissioners 
to the yet-to-be-formed 14-member National Broadcasting 
Commission have mired the reform effort in legal wrangling. 
The move towards less state and more private ownership of 
Thailand's broadcast media was given its first impetus after 
the events of May 1992, when the Thai army pulled the plug 
on TV coverage of its bloody crackdown on democracy demon- 
strators in the streets of Bangkok. 

[n response, in the mid-1990s the government issued a 
new broadcasting concession with the provision that $096 
of the new station's programming consist of news and 
documentaries. The new concession-holder, iTV, quickly won 
a reputation for hard-nosed, independent reporting, including 
on-camera exposes of official corruption. 

During Asia's 1997 financial crisis, however, iTV encoun- 
tered financial problems. In 2000, then telecoms tycoon 
Thaksin acquired an 80% stake in the station. Thaksin 
won the premiership in 2001, with control of iTV and other 
assets shifted to his family. Reform advocates were angered 
when the company fired about 20 editorial staff without 
explanation. Earlier this year, iTV won an amendment to its 
original operating concession from the Prime Minister's 
Office, allowing the station to reduce its annual payments 
to the state and to air more entertainment instead of news. 


PUNCHIER PROGRAMMING 

iTV has since shaken up the broadcast industry with a punchier 
brand of programming, more than doubling its market share 
to about 1396 from 596 at the expense of traditional Thai 
favourites, Channel 3 and Channel 7. Media analysts say that 
commercial success was a push behind Channel 5's and 
Channel 11’s hurried plans for privatization. “Although it's a 
bit confusing, it’s a step in the right direction,” reasons Vikas 
Kawatra, head of research at Kim Eng Securities in Bangkok. 
“Breaking state monopolies is a good thing, so long as they're 
not replaced with private monopolies.” 

But critics say that's exactly what's happening. They contend 
that if broadcast frequencies are re-allocated by government 
officials instead of an independent regulatory agency, 
privatization could disproportionately benefit Thaksin's family 
business interests and lead to new restrictions on media free- 
dom. “To this government, it's all about profit and power, not 
freedom of information," charges opposition politician Sirichoke. 
"We are concerned that while the Shinawatra family empire 
grows, freedom of the press is becoming less and less. 

Government spokesman Jakraphop replies: "This gov- 
ernment is a democracy. We need to listen to the people before 
we make our next move." & 
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Far-Sighted 


The U.S.-China air-services agreement is a bold 
move that will open up China to the world 





By Darren McDermott/HONG KONG 
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NO BARGING IN: China has become adept at getting what it wants 


CHINA IS RACING INTO a new era of open skies, handing out 
increasingly generous terms to trading partners in deals 
that are changing the region's aviation landscape. A recent 
pact with the United States is the most far-reaching yet. 

But the mainland isn't moving recklessly. It has kept a sharp 
eye on its own priorities and found common ground that 
protects its vulnerabilities—primarily its fragile airlines. 

"China's considerable negotiating clout is growing . . . and 
itis getting increasingly adept as getting what it wants, with- 
out conceding major principles," says Peter Harbison, man- 
aging director of the Centre for Asia-Pacific Aviation, a Syd- 
ney-based consulting firm. 

The U.S.-China agreement, announced on June 18, 
changes the game for aviation services between the two 
nations. It permits a nearly five-fold increase in the number 
of flights over the next six years, from 54 a week today. In addi- 
tion, each side may name five additional airlines to enter 
the market. The deal opens access to any city in either coun- 
try, and lifts all limits on code-sharing agreements. 

The watershed comes in cargo, which shares in the expan- 
sion of flight rights but also shifts to a radically stripped-down 
regulatory regime. Full details won't be released until the 
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agreement is signed in Beijing next month. But airline exec- 
utives say it permits U.S. cargo companies to set up hub oper- 
ations that, by 2007, will be allowed to operate stand-alone 
services within China and around the region, without return- 
ing to the U.S. at all. 

"Along with [the World Trade Organization], this is the most 
significant economic change" to hit China, said David Cun- 
ningham, president of FedEx Corp.'s Asia-Pacific operations, 
asserting that China will be repaid for its openness with grow- 
ing foreign investment. FedEx plans to establish a hub in China 
and is in talks with Guangzhou Baiyun International Airport, 
which is nearing completion of a huge new facility that's likely 
to pose a challenge to Hong Kong. United Parcel Service, which 
like FedEx and Northwest Airlines already flies cargo to and 
from China, has also said it wants a hub in China. 

China gave up less in the passenger arena than the U.S. 
wanted. The U.S. will be able to add only one new airline 
per year, for example, and doesn't get coveted rights to carry 
passengers between China and a third destination. Currently 
U.S. carriers United Airlines and Northwest Airlines fly 
passengers to and from China, while American Airlines, Con- 
tinental Airlines and Delta Air Lines have all said they will 
apply for the new rights. 


PARTNERS PREFERRED 

An invasion of U.S. airlines into the China market could 
devastate China's three major carriers, only one of which 
made money last year. They'd be *blown out of the sky in an 
open-skies agreement," says Harbison. Instead, the U.S. car- 
riers have been forced to partner with their Chinese coun- 
terparts as a way of getting into China—and improve them 
in the process. 

China's concessions, on the other hand, carry clear eco- 
nomic benefits. China's air-cargo needs are exploding along 
with its exports and China's cargo carriers don't have exten- 
sive international coverage. "China truly saw the macroeco- 
nomic benefits to the country and it also wasn't a service that's 
being offered today," says Steve Okun, vice-president of 
public affairs for UPS Asia-Pacific. 

China's manoeuvres are creating turbulence across the 
region. The U.S. and China may see their deal as a win-win 
situation, but it may prove painful for Hong Kong, the tra- 
ditional gateway for passengers and cargo in and out of the 
mainland. Nearly three-quarters of the 2.64 million tonnes 
of air cargo that went through Hong Kong International 
Airport last year originated in the Pearl River Delta. Japan, 
too, could come under pressure, even as China's liberaliza- 
tion increases the size of the entire regional market. 

That's because China now offers vastly greater flexibil- 
ity. Hong Kong caps flights by U.S. carriers from the terri- 
tory to other destinations such as Japan and Europe, for 
example. The U.S. and Hong Kong sit down for aviation talks 
again next year. Hong Kong officials dismiss these concerns, 
though airline executives warn that Hong Kong needs to 
open up. "If the Hong Kong agreement stays as it is, with 
China completely open, that could change the equation" in 
deciding where to send flights, says Okun of UPS. = 
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PHILIPPINES 


Kick the Habit 


Offshore borrowing hinders fiscal reform. Arroyo needs 
to wean the Philippines off its foreign-debt addiction 


By Dan Fineman 
If Philippine President Gloria Macapagal-Arroyo hopes to 
slash the budget deficit after starting her second term this 
week, she should first kick the foreign-debt habit. Worrisome 
in its own right, heavy offshore financing is now hindering 
the battle against fiscal insufficiency. To stop the rot, Arroyo 
needs to issue less foreign debt in her own presidency, and 
she should also enact legislation that will make it harder for 
future administrations to borrow abroad. Only after the govern- 
ment cuts the supply of this addictive economic opiate can 
the Philippines balance its budget. 

The government’s external debt is following a disturbing 
upward path. Official foreign debt has jumped from 24.2% 
of GDP at the height of the Asian financial crisis in 1998 to 
37.996 at the end of 2003, and the government's external 
debt payments consumed 8.596 of exports last year, up from 
5% in 1999. Moody's Investors Service cut the Philippines 
sovereign rating in January to two notches below investment 
grade. The downgrade places the country on a par with 
Colombia, Guatemala and Bulgaria. 

The government's increased offshore borrowing will 
probably add to future deficits. Although international five- 
year bonds now offer the Philippines interest rates 4-5 
percentage points lower than comparable local issues, the 
peso has depreciated more than 796 per year on average since 
1993. Currency losses will likely overwhelm within one to 
three years any short-term interest gains offshore debt 
generates. Higher payments on nonpeso issues impose a heavy 
burden on the budget. Already, 
almost one-third of government RISING FAST 
expenditures go to foreign- and 
domestic-debt servicing. 

External financing weakens 
political opposition to deficits. Over 
the past five years, net nonpeso 
issues have equalled two-thirds of 
peso borrowings by value. With 
much of the offshore debt directly 
financing the deficit, the govern- 
ment can limit onshore issuance. 
Banks direct assets to private-sec- 
tor loans rather than treasuries and 
local lending rates stay in check. 
Lacking first-hand evidence of the 


few Filipinos take an interest in 


Borrowing pushes Philippine 
government foreign debt higher 





fiscal matters. Deficit-fighting non-governmental 
organizations like the Freedom from Debt Coali- 
tion fail to attract the broad-based support needed 
to win the budget battle. 

Politicians gain the most from the trade-off: Tax- 
payers are stuck servicing debt in steadily appreci- 
ating foreign currencies, but the protection afforded 
local money markets hides the burden from pub- 
lic view. Elected officials escape blame. 

Philippine laws favour offshore borrowing 
over deficit-cutting. The president can authorize 
foreign-currency bonds with central bank 
approval, but most tax increases or spending cuts 
require legislative action. An important bill to 
index tobacco and alcohol taxes to inflation 
remains stuck in Congress. The Thai cabinet, in 
contrast, can cut spending and raise many taxes 
by decree, a privilege it exploited to great effect 
during the Asian Crisis. 

The Philippines need not reduce the legislature's 
budgetary prerogatives in line with Thailand's, but 
it should make offshore borrowing harder. Were 
Congress required to sign off on annual foreign- 


LACKING FIRST-HAND EVIDENCE OF 
THE ECONOMIC DAMAGE DEFICITS 
INFLICT, FEW FILIPINOS SEEM TO CARE 


financing plans, public debate on the external debt 
would grow. Legislators might even support deficit- 
reduction packages over offshore-borrowing bills. 
Few lawmakers enjoy addressing fiscal shortfalls, 
but none care to be accused of mortgaging their 
country's future to foreigners. 

The Philippines’ offshore borrowing has yet to 
reach crisis levels. With ample experience issuing 
abroad, Department of Finance officials manage 
the government's foreign debt skillfully. They time 
markets well, and they have concentrated 90% 
of overseas borrowings in long-dated issues. The 
extended maturity profile of the government's 
offshore debt reduces refinancing risk and limits 
issuance to below $3 billion per year, a level 
markets can absorb. Investors retain their appetite 
for Philippine bonds. The Treasury successfully 
floated $500 million worth just three months after 
the Moody's downgrade. Most analysts worry more 
about the budget deficit than the external debt load. 

But foreign-debt management can play à 
crucial role in fiscal reform. Offshore issuance 
bloats the budget and masks the full horror of 
deficits from the population. Only when voters 
personally suffer the sting of the national debt will 
they muster the political will to cut it. & 

Write to me at dan.fineman@feer.com 
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THAILAND 


Fiscal Prudence 


Thailand’s balanced budget signals its full economic 
recovery, but can it sustain growth without stimulus? 
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By Shawn W. Crispin 
The Thai government on June 24 passed its first 
balanced budget since the 1997-98 Asian financial 
crisis, the latest indication that the country’s public 
finances are on the mend. But with emerging signs 
of slowing economic growth and the prospect of 
higher global interest rates on the horizon, some 
Bangkok-based economists question whether the 
time is ripe to tighten fiscal policy. 

The 2005 budget caught many economic ana- 


SHARP REVERSAL 
Thailand's current account has gone 
into deficit as imports rise 


Thailand's trade balance ($ million) 
600 
500 
400 
300 
200 
100 

O — 

m ^u $ 

By— — — 
200 | = 
UU 
400 * 


— 


Mar. Apr. 
004 


Source: Bank of Thailand 


- UL 7-2 22972 SS oe Sum. 
t> Fir E . re 


Economic Kaniter 


lysts off guard. Earlier Prime Minister Thaksin Shi- 
nawatra had stated his intention to maintain the 
momentum behind recovery by spending as much 
as 1.5 trillion baht ($36.7 billion) on new infra- 
structure projects over the next five to six years. 

However, almost none of that promised 
spending showed up in the 2005 budget, which is 
scheduled to start disbursements this October. The 
lack of fiscal punch is raising new questions about 
the sustainability of Thailand's economic growth, 
which hit 6.796 in 2003. 

Government spokesman Jakraphop Penkair says 
that turning in a balanced budget in 2005, two years 
ahead of schedule, serves as an indication that Thai- 
land has fully recovered from the 1997 financial cri- 
sis. He says this is similar to Thaksin’s early repay- 
ment of International Monetary Fund debt last year 
and that the move won't crimp growth because the 
private sector will lead economic recovery. 

However, the National Economic and Social 
Development Board surprised analysts in early June 
when it announced that first quarter growth was 
6.596, considerably lower than the 7.896 accom- 
plished in the fourth quarter of 2003. The NESDB 


and many private brokerages thereafter revised > 


down their 2004 economic-growth forecasts. 

Higher world oil prices have sparked infla- 
tionary pressures in many manufacturing and 
service-oriented industries, dampening both 
consumer and business confidence in the process. 
Oil imports account for 696 of Thai GDP, one of 
the highest such proportions in Asia. 

Before the global oil shock, there were already 
signs that private consumption-led growth was 
nearing its limit. The Bank of Thailand has recently 
intervened to rein in the credit-card industry on 
two separate occasions. New central-bank regula- 
tions limiting the amount buyers and builders can 
borrow to finance condominium units indicate that 
bubbles may be forming in the property sector. 

Supavud Saicheua, an economist at Bangkok- 
based Phatra Securities, believes that if Thailand's 
recent economic performance is to be sustained, 
new growth will need to be investment-driven. 
In a recent report, he argues that at least 12 key 
manufacturing sectors are now operating at over 
8096 of their installed capacity and hence require 
new outlays on plant and equipment. 

In that regard, Thailand's current account has 
slipped into deficit in recent months, on the back 
of strong imports of new capital equipment and 
consumer goods. Commercial bank lending had 
risen for eight months to the end of April. Thaksin 
told reporters after vetting the 2005 budget that he 
would consider raising between 600 billion baht 
and 700 billion baht “off budget" for infrastructure 
spending, though he did not say from where. = 
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Dow Jones Global Indexes Local Indexes Close 
index (June 28) % chg YTD (June 28) Mkt Unit Latest ‘%chg YTO 
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U.S. Total Market 270.10 +2.82 Wellington 2,321.63 +1.90 Tin KL $/tn 8,970.00 «35.70 
Euro Stoxx 50* — 2,840.04 *2.88 DJIA 10,357.09 0.93 Wheat Chg c/bushel 348.00 -7.69 
FTSE 4,518.70 *0.93 AIG - Dow Jones Commodity Index 143.97 +6.43 
Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx ™ Sources: Dow Jones, Moneyline Telerate Sources: MoneyLine Telerate; Reuter w Joni 
% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Seoul (5.38% on week) 
(June 28) GDP | CPI Current acct | Trade balance 1-mth interbank | Prime rate Composite index 
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‘New Zealand 3.6(Q1'04) *1.5 (Mar Qtr) -4.20 (Mar) -2.13 (May)) 5.93 6.14 
Philippines 6.4 (Q1 '04) *4.5 (May) *3.94 (Mar) -1.73 (Apr) 7.63 10.63 
Singapore 75(01'04 X *2.0(May) *2715 (Mar)  *28.38 (May) 0.56. 5.50 745 
South Korea — 5.3 (Q1 '04) *3.3 (May) *24.43(May) —*27.74 (May) 3.77 3.93 
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Key Currencies 
(June 28) $1 worth Spot rate % chg YTD (June 28) $1 worth Spot rate % chg YTD 
Australia dollar 1.4292 -7.12 Mongolia* tugrik 1,174.00 4.09 
Bangladesh taka 60.225 -2.86 Nepal rupee 72.00 +1.39 
Brunei dollar 1.7088 -0.20 New Zealand dollar 1.5604 2.17 
Burma** kyat 965.00 -7.77 Pakistan rupee 57.30 0.24 
Cambodia** riel 4,124.00 -6.57 Papua New G. kina 3.1099 +6.15 
China renminbi 8.2766 0.00 Philippines peso 56.19 1.20 
European Union eura 0.8205 -3.28 Russia** rouble 29.025 +0.74 
Hong Kong dollar 7.7978 0.44 Singapore dollar 1.7103 0.74 
India rupee 45.95 -0.77 South Korea won 1,152.00 +3.47 
Indonesia rupiah 9,412.00 -10.69 Sri Lanka rupee 102.30 -5.28 
Japan yen 107.92 -0.66 Taiwan NT dollar 33.746 *0.66 
Laos * * kip 10,695.00 -2.43 Thailand baht 40.835 -3.10 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,735.00 -0.49 
B, Malaysia ringgit 3.80 0.00 
Other rates: HK$ = renminbi 1.0612 S$ = ringgit 2.2207 SDR = $1.4695 *Official rate — **Unofficial rate Sources: MoneyLine Teter 
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WILDLIFE 


The Price of 
Popularity 


A star of the world's zoos, the giant panda is an emblem 
for animal conservation. Ironically, all that attention is 
only diminishing its prospects in the wild 


By Karen Mazurkewich/CHENGDU, SICHUAN PROVINCE 


WHEN KE BI TURNED SIX, researchers at 
the Chengdu breeding centre decided it was time 
for him to mate. One after another, the cen- 
tre's eligible female bears waited for him to 
become aroused. Ke Bi didn't respond. In fact, 
he seemed clueless about the facts of life. 

Now his only contributions are to a sperm bank, 
lowering his chances of procreating. Ke Bi's poor sex life—despite 
all the advantages mankind could conceive of—illustrates the grim 
outlook for one of the world's favourite animals. The giant panda's 
cuddly visage makes it the poster bear of the animal kingdom: It 
stares out from the logo of the conservancy organization WWF, and 
is China’s national symbol. American zoos compete with casinos 
for long-term rentals that provide cachet and boost ticket sales. 

Paradoxically, the panda's popularity may be driving it to extinc- 
tion in its natural habitats. Some conservationists argue that 
China's success with sending pandas overseas means it's now 
focusing on breeding animals aimed for captivity, not the wild. 
And in China itself, attempts to cash in on tourist demand are put- 
ting pressure on the panda's already shrinking habitats. 

All that may seem surprising in light of a rare recent piece of 
apparently good news for the panda. Results of a census by the 
Chinese Forest Ministry and the WWF released in June showed 
that pandas in the wild have increased to 1,590 from a 1988 esti- 
mate of 1,100. But the findings have been greeting with caution. 
Most independent researchers believe the 1988 figures—based on 
a survey, not a head count—were an underestimate. “It would 
be inaccurate to pretend it's comparable to the old survey," says 
Jim Harkness, China representative for the WWF. 

Wang Da Jun, researcher at the Panda Protection Research Cen- 
tre at Beijing University, says the actual numbers are “less i impor- 
tant." The shrinking of their habitat is still a great threat, he says. 





BEHIND BARS: Captivity is now probably the panda's 
last real hope for survival 
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It’s a threat that's growing as local governmet 
and other construction projects to propel th: toul 
adds, bringing humans ever closer to the shy ài 
Part of the pandas’ problem is that everyons 
them, but no one wants to take direct responsibilit 
ture. Take the panda-rental programme. For de 
rented pandas to overseas ZOOS to raise revenues 1 
symbol. In the late 1980s, touring pandas we! 
zoos in North America in four-month stints that 


up for blocks. Both the zoos and the Chinese g 


in the money until the United States Fish and V 
worried about the commercial exploitation of 
species, placed a moratorium on short-term lo; 
In 1996, the loans started up again- this ti1 
ulations. U.S. zoos that wanted to host pand 
the wild population would benefit from suc! 
profits could be made. China has received more than $; 
from four American zoos for its panda-loan 
hoping to generate more annual fees 1 loan 
can organizations are approved 
ay ae | ro ^ 4 . pih <7 
ou can iove parnaas to aeatn DV 
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‘ ] ' ] 
many people entering their habitat 


Jim HARKNESS, DIRECTOR ! 


But the loan programme, whic! was COI 
the panda, may be backfiring. While the programme! 
the reproductive rates of pandas living in bree 
zoos, those pandas lack vital survival skills, and ther 
no plans to reintroduce them back into the wilt 

Even if those animals could be released i 
ever, they would find themselve s facing a nt 
spread of tourism. “The provincial government 
as the pillar industry for Sichuan, and pandas ar 
of the province,” says Liu Jie, tourism chief in Sich 
is the last stamping ground of the giant pand 

To tap into growing tourist d mand, Sichuat 
remote mountainous areas home to pandas DI 
lions of dollars into the construction of an airport 
The government in Beijing, meanwhile, hà revel 
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considered seriously—has put its hat into the ring. 
It predicts that it could pull in more than $10 
million annually in ticket fees alone (excluding 
panda souvenirs), thus tripling China's annual 
panda windfall. 
There is growing concern that China's captive- 
breeding programme is becoming a glorified zoo 
nursery, rather than producing animals that might 
one day be returned to the wild. The Chengdu 
breeding centre opened its doors to the public in 
2002. In the past, 6096 of its research money came 

from the panda-loan programmes. Now itis push- | 
ing sponsorship programmes and merchandising. 
Its director hopes to boost its revenues from 
S $121,000 to more than $1 million through entrance 
: | cuc eG fees and the sale of panda paraphernalia—every- 

? ipao: wr thing from ear-muffs to pens. 

v It's a worrying trend for the American zoos that 
| v pioneered the panda-loan programme. Don Lind- 
i reserve, Zhang Hemin, believes his park can burg, head of the Office of Giant Panda Conversa- 
= handle the influx of new tourists, but envi- tion for the Zoological Society of San Diego, still 
ronmentalists are sceptical. believes captive breeding has a conservation ben- 

“Tourism has replaced logging as the efit. Research conducted in U.S. zoos has greatly 
biggest threat to pandas in the wild,” says increased infant-survival rates in breeding stations 
Jim Harkness of WWF China. He believes in China, he says. But he's disappointed that China +a 
the new roads and traffic will cut panda pop- still has not initiated a single in-depth field-research 
ulations off from one another, making it more project. Nor does it have plans to teach captive-bred 
difficult for them to breed, and a large increase pandas survival skills in the wild to encourage their 
in tourist traffic could also adversely affect them. eventual reintroduction into forests. As a result, he 


"Pandas are extremely shy and sensitive to human disturbance," says, "all zoos in the U.S. today are withholding the 
_ says Harkness. “A large number or people tramping around for transfer of some part of monies owed." 
f a long time would affect them.” Then there is traffic noise, car- But the pressure tactic hasn't changed the 
= bon monoxide pollution, the construction of hotels and roads, dynamics of panda reproduction or marketing. 
|». and consumers wishing to try local delicacies, he adds. China continues to churn out cute babies for local 
The push of tourism is being felt even at the Wanglang reserve, exhibition or foreign rentals. Many females are 
regarded by U.S. zookeepers as the “jewel in the crown." There, impregnated through artificial insemination, 
director Jiang Shiwei is worried that his modest eco-tourism lodge rather than natural reproduction. And the Chinese 
(which has received $2 million from the WWF) is not attracting Academy of Sciences in Beijing is conducting 
enough high-end, low-impact tourists. There is pressure, he says, experiments on cloning pandas—a practice that 
|. to open up the park to other types of tourism. Warns Harkness: will do nothing to add diversity to the gene pool. 
"There's a whole range of knock-on effects that come from For all the commercial appeal and fund-raising ^ 
= tourism that isn't managed properly. You can love pandas to death prowess of pandas, the key to their survival still lies 
E by having too many people entering their habitat." in their innate sex appeal to one another. 
t Chengdu researcher Hou Rong is still trying to 
SO, AFTER DECADES of efforts to save the panda in its natu- keep the bears' mating instincts alive. She's tried 
ral habitat, why are its prospects in the wild still so poor? "Greed," showing panda porn videos and letting young 
answers Wong How Man, president of the China Exploration and males watch panda studs in action, but to no avail. 
. Research Society, an environmental group that has been working The new approach is to keep babies with their 
. . in China for 20 years. He blames the current problems on the mothers for longer so they can better learn bear 
= original panda-loan concept. "It's almost as if each panda is a con- behaviour. If that fails, Hou has one more idea: 
. A cubine and they are marrying them off. It's obscene, the way they to pair young males with experienced, older 
are doing it." females: Fans of the 1967 movie The Graduate, 
Now the loan programme is expanding. Zoos and parks in starring Dustin Hoffman and Anne Bancroft, 
_ Japan, Austria, Thailand and Hong Kong all host pandas, and, in could well call it Operation Mrs. Robinson. 
- North America, Oakland, Omaha and Toronto have submitted But Hou is not overly optimistic. "I think we 
. A applications. In addition, the Mandalay Casino and Resort in Las can save the panda in captivity," she vs "but I'm # 
. Vegas—the first ever non-zoo in the U.S. to have its application not sure if we can save it in the wild." 
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WET ONES: Lord Bhimeshwor, who 
lives in Nepal, has been perspiring 
rather a lot lately. As a result, the 
whole community is in a lather. You 
see, this is no ordinary perspiration. 
It is the Divine Sweat of Death. 

The last time Bhimeshwor 
sweated was in 2001, after which 
Nepal's royal family died in a mas- 
sacre. When he perspired in 1932, 
an earthquake killed thousands. 

So who's going to die this time? 
That was the question when people 
noticed that Lord Bhimeshwor, a 
stone idol at a temple in the town of 
Dolakha, had become moist. Close 
inspection showed a vaporous coat 
of liquid on his skin. 


The community leapt into 
action, praying and making 
offerings of freshly slaughtered 
goats. "The prayers are to spare 
the country and the people from 
disasters or calamities," a devotee 
told Reuters news agency. 

The last time | took a taxi 
ride through Kathmandu, the 
driver was suffering from what his 
passengers would probably also 
describe as the Sweat of Death, 
though there was nothing divine 
about it. 

Meanwhile, if Bhimeshwor's 
devotees go out of control, the 
country can replace its Maoist 
insurgency with a moist insurgency. 


BEARING THE BURDEN: Nana the wonder dog saved her owner from an 
attack by a wild bear in Japan. But her master ran away and left her. The 
story started when Hirofumi Mikami, 43, went for a walk in the Minami Alps 


in Yamanashi prefecture. A bear leapt out of the bushes and bit Mikami's leg. 


Nana barked and pranced around, distracting the bear long enough to allow 
her master to race away down the mountain to safety. He was too terrified 
to go back up the mountain to find her. 

There was no sign of the dog over the next few days. Mikami was sad. 
"If | hadn't brought Nana with me when the bear attacked, | might have 
died," he told the Mainichi Shimbun. 

Nana was not found for almost a week. She was eventually discovered, 
a kilogram lighter, at a farm in a forest near the mountain. Her master was 
thrilled. "Nana's reward for her life-saving heroics was a can of dog food 
with higher calories than Mikami would normally permit her to eat," the 
newspaper reported. What a generous guy. 


BIG GUY: A man in India has grown a moustache twice his own size. The 
growths on the upper lip of Badamsingh Gurjar Khatana are 4 metres long, or 
so he claims. The Rajasthan native spent 26 years cultivating what is likely to 
be the world's longest moustache. If its claimed length is verified, it will be 60 
centimetres longer than the current record holder in The Guinness Book of 
Records. Khatana told The Asian Age that a moustache is a sign of 
masculinity, so it was natural for him to want a grand one. He lives in the 
town of Kemri with two wives and 14 children, which kind of says it all, really. 
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HAPPY ENDING: A softhearted pig 
slaughterer in China has designed a 
spa in which his victims can die 
happy. Abattoir boss Guo Xianfeng 
of Mianyang, Sichuan province, 
pampers his pigs with showers and 
saunas. He also plays soft music 

to them to calm their nerves, and 
gives them massages. The happy 
pigs fall asleep after the sauna and 


Here s the ultimate product 


globalization, sent in by reader Krisantha 


s retailed in Sri Lanka 


Weerasuriya. It 


manufactured by Malaysians and madi 
from seafood from Mongolia—a count 


with no coastline. 


PET ROCK: A mysterious rock in America has 
been growing for 20 years, its owner claims. A 
Vietnamese college tutor told Mildred Prici 


that her rock was a very rare type of stone that 
grows. She claims it has grown from a stone she 
could hold in one hand in 1982 to a small boulder 


that fills two palms today. Mildred, who is 74 
and lives in St. Louis, took it to a scientist wh 
looked for a heartbeat but found none. A 
geologist approached by the St. Louis Post 
Dispatch newspaper commented: "Rocks don't 
grow." Further, there is no tradition of growing 
rocks in Vietnam. But Mildred is sticking to her 
story and treats the 14.5-kilogram rock as if it 
was her pet, rubbing it and talking to it. “I don't 
know what you are, but God gave you to me for a 
reason," she told it recently 


massage and then are quietly 
trundled to a room where they are 
electrocuted and sliced into pork 
chops. Guo told the 7;anfu Morning 
Post that he wanted them t: 

have "a final treat." Nutritionists 
say the taste of happy animals 
differs from that of distressed 
beasts, so there may be benefits 
for the diners, too. 
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CONTEMPORARY ART: INDIA 


International Canvas 


With new records set by international auction prices, coupled with heists and 
forgeries, the verdict is in: Indian art is sizzling hot, writes Shailaja Neelakantan 


AT CHRISTIE’S New York auction last September, Indian 
painter Tyeb Mehta’s Celebration went for a whopping $317,500, 
while 89-year-old maestro Maqbool Fida Husain sold his 
painting of bulls for $107,550. That's not all. At Sotheby's 
March auction in New York this year, the late Francis 
Newton Souza's Mystic Repast sold for $153,600. Closer to 
home, 76-year-old Akbar Padamsee's Head brought in $68,000 
at Christie's March auction in Hong Kong. And in May, 82- 
year-old abstract painter Sayed Haider Raza set a new domestic 
record when his Bindu Bija-Mantra was sold for 6.8 million 
rupees ($147,800) in an on-line auction on Saffronart.com, a 
Mumbai-based art portal and trading company. 

With half a dozen Indian artists crossing the $100,000 
barrier, thieves and forgers have also sprung into action. In 
the latest heist, in mid-May, burglars removed more than 30 
canvases stocked at Sahitya Kala Parishad's New Delhi art 
gallery from their frames, rolled them up and escaped. Earlier, 
two paintings sold by a Mumbai gallery as the work of 64-year- 
old revered painter Anjolie Ela Menon’s were found to be 
forgeries. The discovery shook the Indian art scene. Gallery 
owners, however, say these are the growing pains of a budding 
art industry that lacks the documentation of artistic works 
found in more developed markets. And the incidents have 
helped to generate the kind of buzz that money can't buy, 
making Indian artwork “hot property” in more ways than one. 

Why now? The obvious answer, in India, is the economy. 
The middle class is growing fast and has more disposable 
income than before. Also, says Sonia Ballaney of New Delhi's 
Vadehra Gallery, “there is a better, upper-middle class, where 
the awareness and interest is much more.” 

But as the Christie's and Sotheby's auctions demonstrate, 
international interest in Indian art is also growing. "Inter- 
national interest in Indian art began with auctions in the mid- 
1990s in London and New York by both Christie's and 
Sotheby's," says Mallika Sagar, Christie's representative in 
India. Since then, adds Sagar, there has been a continuing 
effort by both Christie's and Sotheby's and several smaller 
auction houses in the international market, as well as more 
gallery and museum shows. 

"Over the last five years there have been many international 
exhibitions," echoes Dinesh Vazirani, founder of 
Saffronart.com. That has resulted in an increased international 
awareness of Indian art, he says. Nonresident Indians, or NRIs, 
“have accumulated wealth, and art seems to be a bridge to them 
to their home country.” Sagar agrees, commenting that “NRIs 
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are the strongest sector of the market in numbers and dol- 
lars spent," and noting that there are important collectors in 
the United States, Britain, Hong Kong and Singapore. But 
interest isn't limited to ethnic Indians. The buyer of Mehta's 
Celebration, for instance, was not of Indian origin. 


Business is also being helped by greater openness in the- 9t 


market. In the past, collectors found it difficult to buy Indian 


July 8, 2004 


art as the domestic scene was governed by “who knows whom," 
says Sagar. Tough foreign-exchange rules also hindered pur- 
chases. “Now [buyers] have access to works on the open mar- 
ket. It's a more transparent process, they can look at good-qual- 
ity work, a range of work and the logistics of buying are easy." 

The Internet has played a big role in making the process 
more transparent, says Vazirani, and has given buyers access 
to data that drives home art's value as an investment. As there 
are usually more collectors than connoisseurs in the art world, 
it’s no surprise the surging interest in modern Indian art is 
at least partly fuelled by financial considerations. 

"Because of hard public-auction data, people are convinced 
it’s a good investment,” says Vazirani. "[Prices for] Indian 
art increased about 2096, compounded annually, over the last 
40 years ... We've been approached by many wealth- 
management companies to find out how they can put a 
percentage of their clients’ money into art, like they do into 
commodities or stocks." 

So far, almost all the works that have approached or broken 
the $100,000 barrier are by artists from the Progressive 
Group, which emerged at the time of India's independence 
in 1947 and began the modernist movement in India. The 
group's founding members include luminaries like Souza, 





MAKING A SPLASH 
(Clockwise f 


opposite pagi 


Raza, Husain and the late Krishnaji Howlaji Ara and Hari 
Ambadas Gade, who sought to break away from realism. The 
second-generation members include Mehta, Padamsee and 
Ram Kumar, who transform landscapes into abstract shapes. 


Untitled by Rai 
Kumar: Bindu B 
Mantra by S.H 
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Raza; Lovers by F.N 


Souza M.f Husai 
strikes a pi 
alongside Bul 


Like Europe’s modernists, the progressives rebelled against 
traditional techniques. “Today we paint with absolute freedom 
for content and technique,” reads the group's 1948 manifesto. 

Apart from its intrinsic qualities, art by the Progressive 
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heats up. Several members have already died ai 
are in their 70s and Sos. Another reason ! 
value is that the buyers' profile has changed 
Since the late 1990s, more young buyers ha 
more daring tastes 
Bevond the Progressivi g ler 


excited about artists like 67-veati A 
who is concerned with female id 
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Younger buyers, looki: 
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return for a smaller 
paying aggressi 
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Outside India, Talwa 
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Indian artists to a global contemporary audience and counts 
major museums and Western art collectors amongst its 
clients. "Art has to stand on its own to engage in a wider 
dialogue with a global audience and not get quarantined 
by the passport of the artist," says Deepak Talwar, who 
opened the gallery six years ago in Manhattan. Talwar points 
to the way that works by Indian artists, such as the dis- 
tilled minimalism of Nasreen Mohamedi, “resonate with 
issues that traverse cultural barriers and have found an audi- 
ence in the West at affordable prices. An entire exhibition 
of these artists can be collected for the price of a single work 
of their contemporaries in the West." Talwar Gallery's 
exhibitions attract mostly non-Indians and the visitors 
include curators from The Whitney Museum of American 


Hot Cakes 


An exhibition of Indian art in Hong Kong sold out 


before the show began, writes John Batten 


COLLECTORS ALL over the world have shown increasing 
interest in the work of second-generation, or post- World 
War II, modernists. India is no exception. "Realms of Fantasy," 
an exhibition mounted by Indian Contemporary, a company 
set up in Hong Kong to exhibit Indian art, last month featured 
six well-known contemporary artists: Manjit Bawa, Jogen 
Chowdhury, Laxma Goud, Suhas Roy, Lalu Prosad Shaw 
and K.G. Subramanyan. 

Subramanyars work in this exhi- 
bition was the most impressive—a 
series of small engaging paintings on 
acrylic sheets. Subramanyan was 
born in 1924 and trained in India and 
at the Slade School in London, where 
leading modernists have studied. He 
is a respected artist, teacher and 
writer. His complex work is built on 
a personal language that uses cubist 
and expressionist ideas of shifting 
colour planes with local themes: 
Sybaritic tropical interiors feature 
beautiful but revengeful gods in a 
layman's theatre. 

The vagaries of the art market 
come into focus with the success of 
painters like Bawa, Roy and Shaw. 
One suspects that their inclusion 
depended more on their decorative 
marketability than artistic merit and, 
indeed, the show was practically sold 
out before the exhibition—slotted over 
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ON SHOW: Between Brown Light and 
Brown Light by K.G. Subramanyan 
(gouache and oil) 


Art, Smithsonian Museum, The Hirschorn Museum and The 
Museum of Modern Art. 

This is just the beginning, if other Asian markets are 
anything to go by. According to Sagar at Christie's, the major 
established artists from India's Progressives are still hover- 
ing around the $100,000 barrier, while their counterparts 
in the older art markets of the region—like China and South- 
east Asia—are selling works for $250,000-750,000. Chinese 
and Southeast Asian art commands higher prices, Sagar says, 
"because they have been in the auction circuit much longer 
than Indian art," and “developed strong and long-standing 
support from Indonesian and Chinese collectors." That's a 
good sign for collectors of Indian art. & 

Shailaja Neelakantan is a writer based in New Delhi 


a May weekend—even began, says organizer Sagari Dayal. 

The New Delhi-based Bawa exhibited a series of his 
characteristic paintings: Simple figures and animals from a 
rural Punjabi idyll flatly painted in a way that resembles 
silk-screen printings. The result is banal, though his larger 
works showcase his talent better. Still, the works cast a spell 
over at least one buyer, Gayatri Bery, who has been collecting 
for nine years: “I like his vivid colours, his simplicity, his style, 
his clean lines," he said. 

Painters Roy and Shaw both worked as teachers at the Kala 
Bhavan in Santiniketan, a famous art school started by Nobel 
Laureate Rabindranath Tagore. Roy's continuing portrayal 
of Radha, the consort of the Hindu god Krishna, as the 
personification of the ideal feminine is hackneyed. We are 
told the artist has depicted her in over 600 works, of which 
two versions were on display in this exhibition. Likewise, 
Shaw, heavily influenced by Mughal and Rajput miniature 
painting, offers only static reminders 
of that glorious period. 

Hyderabad artist Goud is proba- 
bly most famous for his intricate 
drawings of patchwork villagers— 
imagined figures depicted as if they 
are stitched and pinned on paper. On 
show in this exhibition were some 
of the artist's interesting but less 
fanciful drawings: Groups of proud 
Rajasthani men and sensual women, 
vibrant and gaudy, with highlighted 
facial features and profiled bodies. 

Chowdhury's drawings are 
inspired by the lush Bengali land- 
scape. His cross-hatched lines build 
form, and a soft pastel overlay give 
impressive depth. Even though 
stronger examples of this important 
artist could have been exhibited, the 
buyers seemed undeterred. 


Gallery in Hong Kong 
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John Batten is director of the John Batten ` 
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Program Director - Asia & Pacific Circa £36,525 pa Ref: ASA/04/07 
Deputy Program Director - Asia & Pacific Circa £31,840 pa Ref: ASA/04/06 


Rafala was sold by her family to assuage a man wronged by 
her brother. The man is 48. Rafala is seven. Such human 
rights abuses - of the young and old alike - occur throughout 
Asia every day... 


In developing a higher profile for our work in Asia Pacific, we're 
promoting growth in research, activism, advocacy and capacity. 
If you have proven experience in these fields, and - ideally - 
have lived and worked in Asia before, this is the chance to 
help shape the human rights agenda throughout the region. 
For both roles, we offer a generous relocation package. 


As Program Director, you'll oversee the provision of strategic 
and political advice on human rights challenges in the 
region. Representing Amnesty International to key target 
audiences, you'll also take the lead on staff management 
and strategy formation. 


Vision, leadership, and dedication...to these qualities you can add 
personal confidence and professional expertise. Viewed as a 
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leader in your field, you are someone whose commitment and 
energy consistently matches the weight of their responsibilities. 


As Deputy Program Director, you'll be responsible for 
developing specific thematic and country strategies, and for 
providing political advice on the human rights concerns in at 
least one sub-region. 

In addition to the personal qualities required of the Progran 
Director, you'll bring experience of team management and a 
record of creating environments that support collaborative 
work practices. 

To download either job description and find out more about 
these and other current vacancies visit www.amnesty.org/job 
To obtain an application pack, please e-mail your contact 
details to jobs? amnesty.org or write to Human Resources 
Program, 1 Easton Street, London WC1X ODW. Please quote 
the appropriate reference in all correspondence. Closing date 
23 July 2004. Interviews will be held mid to late August 
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CEO CALL 


STEVE CHANG, Trend Micro 





Keeping Out the Worms 


From the ominously named Code Red to the latest Sasser Worm, computer viruses pose a 
constant threat to corporate information systems. How do you protect yourself? 


AS WORMS WRIGGLE their way through com- 
puter systems and viruses infect networks, 
security software and services are all the rage. 
That's put Steve Chang, the founder of Trend 
Micro, at the cutting edge. His Tokyo-head- | 
quartered company, which employs more than | 
2,000 people globally, focuses on outbreak | 
prevention and helping customers manage A 
“outbreak life cycles” so that they affect » 
productivity least. Chang, chatted with Lara 
Wozniak on strategies companies can adopt 
to protect their computers. Excerpts: 


soon can your vendor help you isolate the infected 
portion and help you continue to do business? 
That's your benchmark. 










CAN COMPANIES HAVE TOO MUCH SECURITY 
INFRASTRUCTURE? 


No. 


















IF CUSTOMERS ALREADY HAVE SECURITY SYSTEMS 
INSTALLED AND THESE TECHNOLOGIES AREN'T 
STOPPING THE LATEST VIRUSES, HOW DO SERV- 
ICE PROVIDERS CONVINCE CUSTOMERS 
THAT THEY SHOULD TRY EVEN NEWER 
PRODUCTS? 
WHAT'S THE MOST 
IMPORTANT THING A 
COMPANY SHOULD DO 
TO PROTECT ITS 
COMPUTER SYSTEMS? 


Viruses convince people. People 
may ask: After I bought a security 
wall, anti-virus and anti-spam pro- 
tection, and I still get a virus, 
should I give it all up? Or should 
I wait for the next big hit before 
| get a new product? But the 
biggest fear of IT managers is 
that the CEO can't send an 
e-mail... The IT manager 
doesn't want to lose his job, he 
just wants to ensure that there is 
business continuity. 
So vendors must prove to the IT 
managers that their latest product is 
able to stop network layers of viruses. 
And the vendors also should give services 
during an outbreak. They should ensure 


Companies need to 
think about what they 
want to protect. Are 
they worried about other 
people tapping into their 
internal data? Or are they 
worried about e-business 
shut-downs and loss of 
productivity? 

They need to think in 
terms of risk management. So 
they need to do vulnerability 
assessments. 





^ REVIEŲ 





AND THAT MEANS? that they will virtually, physically or whatever, 
They need to ask: Who is at risk? What's at risk? be able to stand by the company (and the IT 
Where are the viruses coming in? manager specifically). 

All you need is for one computer not to be fixed and you've 
WHEN THEY'VE DONE THE VULNERABILITY TEST, got a reinfection. Viruses always come in on Friday afternoons. 
WHAT BENCHMARK SHOULD COMPANIES USE TO And if just one computer isn't fixed by Monday morning, you have 
FIGURE OUT WHAT SECURITY VENDORS OR a reinfection. So it's important that you have good enforcement 
PRODUCTS TO USE? of your protection systems. You need vulnerability assessments 
Companies should look at what type of response and good enforcement. 
time a vendor can offer in containing an infection, 
so that the virus is not spreading and stopping the WHAT DO YOU THINK ARE THE CORPORATE-COMPUTER 
core business . . . The concepts have changed. THREATS OF THE FUTURE? 
Before, the thinking was: How can I stop a virus? Layer-three worms. They will continue to come in. The future 
Now, it’s that the network virus will inevitably enter threat is still in the moment people connect to the Internet. 
your network. So it’s about how to deal with it. How The access points. Those are the biggest vulnerabilities. = 
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Think You Can Keep 
this Iced Tea Company 


Out of Hot Water? 


Here’s the problem: 


For more than 20 years, Blue Orient Tea Company* has grown and 
thrived by creating off-beat and gourmet Asian flavors of iced tea 
beverages, such as "Lemongrass" and "Starfruit." Their target has 
been upscale, young, professional women in Asia. The heavy glass 
bottles and engraved-looking labels conveyed high quality, and the 
teas are priced at more than 30% higher than mass market iced teas. 


But now the company finds its margins are being squeezed more and 
more. Distributors and retailers want to charge them more for delivery 
and shelf space. The costs of getting the bottles around the various 
countries in Asia and clearing customs swiftly (Blue Orient Tea boasts 
of "no preservatives") is also costing more. Meanwhile, the costs of the 
ingredients that differentiate it from down-market beverages are climb- 
ing, and the volume of sales appears to have plateaued. There are 
rumors industry giants may now get into the game with copycat teas. 


The company predicts the current trends mean it will start losing 
money within the next year if something doesn't change now. 


What should they do? 


In association with: 





*Note: "Blue Orient Tea" is a fictional company name created only for the purposes of this contest 
Any resemblance to the name of any existing or previously existing company, f roduct or Service ts 
purely coincidental. This contest is void where the use of such name or any other aspect of this 


contest is prohibited.” 


Closing date for entries 
is July 31, 2004 


To Enter: 


>» Keep your answer no longe! 
than 300 words in English. 


> Go online to www.feer.com 
Follow instructions to submit 
your entry. 


> While there is no single 
one "right answer," judges 
will look for creative solutions 
and solid writing and thinking 
that will address the specific 
problems faced in the fictional 
case study of "Blue Orient Tea.” 


> The winning entry will be 
published in the REVIEW. 


95% of all people infected don’t know they have the disease. 
25 million dead. 40 million infected. 25 million AIDS orphans by 2010. 


AIDS IS YOUR BUSINESS... 


your company can make a difference. 


110146180 LDG Productions, Inc./Getty Images 


Educate your workers and their families. Encourage and provide access to testing and treatment. 
Support local community initiatives. Destigmatize the disease. 


The member companies of the Global Business Coalition on HIV/AIDS are committed to fighting 
the deadliest disease in all of human history. Every company has a role to play. Please join us. 


Abbott Laboratories 

AEA Investors 

AFA Botswana 
AfricaCommerce.Com 

African Rainbow Minerals Limited 
Alphavax 

Altria 

American Express Company 
American international Group 
Anglo American 

AngloGold 

AREVA 

APCO Worldwide 

Axios 

Bajaj Auto (India) 

Banca Intesta (Italy) 

Barclays Bank 

BASF Corporation 

Bayer 

Becton, Dickinson and Company (BD) 
Bertelsmann 

BHP Billiton 

Black Entertainment Television 
The Body Shop 

Boehringer Ingelheim 

Booz Allen Hamilton 
Bristol-Myers Squibb 

British American Tobacco 

BP 

Calvin Klein 

Calypte Biomedical Corporation 
Care Capital 

Coinzest (Brazil) 

The Carlyle Group 

Chemonics International 
ChevronTexaco 

Cimpogest (Mozambique) 
Citigroup 


City Bins (Kenya) 

The Coca-Cola Company 
Coca-Cola HBC (Greece) 
Condomi 

The Corkery Group 
DaimlerChrysler 

DBM Associates 

De Beers 

Debswana 

Dell 

DHL Worldwide 

Diageo 

Dominion Farms 

Echoteq 

Edelman Public Relations 

Eni (Italy) 

Eskom (South Africa) 

Estee Lauder & Companies 
Exxon Mobil Corporation 
Fannie Mae 

FedEx Corporation 

Female Health Company 

First Rand Bank (South Africa) 
Gateway 

Getty Images 

Gilead Sciences 
GlaxoSmithKline 

Global Satellite Telematice (Kenya) 
Global Technology Investments 
Gold Fields 

Grupo Visaberia (Portugal) 
Haco Industries (Kenya) 
Harman international Industries 
Heineken 

Hewlett-Packard Company 
HSBC 

Hubert Burda Media Holding 
Human Genome Sciences 


Imerys (France) 

Infineon Technologies 

Innovation Investments 

International Medical Alliance 

Johnson & Johnson 

Kerzner international 

Koc Holdings (Turkey) 

KPMG 

Lafarge 

Levi Strauss & Co. 

Liberty Group (South Africa) 

Longistics 

L'Oreal 

M.A.C. Cosmetics 

Mast Industries 

McKinsey & Co. 

Merck & Co. 

Merrill Lynch 

Metropolitan (South Africa) 

Microsoft 

Modicare (india) 

MTV Networks International 

National Basketball 
Association 

Nike 

The Noel Group 

Ogilvy Public Relations 

Old Mutual (South Africa) 

Orasure Technologies 

PepsiCo 

Perseus LLC 

Pfizer 

Placer Dome 

Plezecall 

Polaroid 

Ranbaxy 

Renault 

ResourceLinC.Com 


Rio Tinto 
Ripplewood Holdings 
R.K.C. (Ukraine) 
Robert Bosch 

Roche 

Royal Dutch/ 

Shell Group of Companies 
RPG Enterprises (India) 
RRR Industries (India) 
RWE 
SBC Communications 
Serono 
Shire Health Group 
Siemens 


Simpson, Thacher & Bartlett 

Spencer Trask & Co. 

SRF Ltd. (India) 

SSL International 

Standard Chartered Bank 

StatOil (Norway) 

Tata Iron & Stee! (India) 

Telepar Brazil 

Telkom SA 

ThyssenKrupp 

Time Warner 

Total 

TVS (France) 

Unilever 

Veolia Environnement 

Viacom international 

Virgin 

Viropharma 

Voith 

Volkswagen 

Voxiva 

The Washington Times 

Yankees Entertainment & 
Sports Networks 


The Global Business Coalition on HIV/AIDS (GBC) is a rapidly-expanding alliance of over 150 international businesses in 138 


countries dedicated to combatin 
Chairman Mark Moody-Stuart, Chairman of Anglo American, Vice-Chairman Bertr 


CEO Richard Holbrooke and Executive Director Trevor Neilson. 


g the AIDS epidemic through the business sector's unique skills and expertise. The GBC is led by 
and Collomb, Chairman of Lafarge, President and 


The GBC thanks Jürgen E. Schrempp, Chairman of the Board of Management of DaimlerChrysler, for his services as our Chairman 


and his continuing role as Chairman Emeritus. 


To join the GBC or find out more about our programs please call «1.212.846.5893 
or visit our website at www. businessfightsaids.org 


1515 Broadway, 45th Floor, New York, NY 10036 


Tel: +1.212.846.5893 


~ HIV/AIDS 
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idi Ichiko Fuyuno, 
"s Susan V. Lawrence 





Just MEssAGE ME 

I note Jeremy Wagstaff’s example of 
people meeting arriving airline pas- 
sengers by waiting for their phone call 
or text message, rather than hanging 
around the arrival gate. [Mid-Air Mes- 
saging, Loose Wire, June 17.] This prac- 
tice is well entrenched at Melbourne 
airport. Or at least it was. The airport 
authority responded to the growing 
number of cars parking just outside 
the airport and awaiting calls (and thus 
not using the car park) by putting up 
"No Standing" signs. Actually, as with 
most things, there is a silver lining, and 
in this case it’s a commercial one: Peo- 
ple are now parking and waiting in the 
McDonald's restaurant at the airport. 
It's warm, and there's food. 

In Canberra, you are allowed to 
drop off people (with uncleared lug- 
gage), but not to pick up arriving pas- 
sengers (whose luggage has been 
through a security check). When my 
son comes up from Melbourne, I wait 
for him at the petrol station at the air- 
port. He rings me and I meet him at 
one end of the terminal that's mostly 
disused. But you have to be quick: The 
car-parking inspectors/security people 
spot you, and then try to trot/waddle 
up to chastise and book you before you 
get away. Quite fun, actually. 

I like Wagstaff's Loose Wire col- 
umn, by the way. Being mostly com- 
puter illiterate, I find the plain English 
and clear writing in the column useful 
and it has become my primary source 
of information-technology news. My 
son is a computer engineer and I can 
never understand him. 


DALLAS STOW 
Canberra 


Tuis is No Troy 
I enjoy Wagstaff's Loose Wire columns. 
I am not a technological dinosaur, yet 
sometimes get a bit confused by the 
options and products available. The 
columns plainly explain things and cut 
through the turgid style of other articles 
about technology products. 

Recently, there was a column 
on virus scans available on-line [Is 
Your Machine A Zombie?, June ro]. 


= Although I have very good anti-virus 






software (supposedly), | still managed 
to open an e-mail attachment that had 
a Trojan virus attached. My anti-virus 
software detected this in scans, but did 
nothing to remedy it. I used one of the 
Web sites suggested in the article and 
I am now Trojan-free. 


JONATHAN CARTWRIGHT 
Hong Kong 


RESPONSIBILITY 

I write regarding South Korea's Black 
Day [Editorials, July 1]. Support for 
South Korea's Iraqi deployment has 
plummeted, but supporters can only 
argue that deploying troops is a respon- 
sibility of the country's alliance with the 
United States. Seoul, and the average 
South Korean, cannot seem to articu- 
late a reason for the troop deployment 
that goes beyond government loyalty. 
There seems to be little recognition of 
South Korea's international responsi- 
bilities as a major economic player or 
oil importer. And, there is also the 
frightening realization that Seoul's 
troop deployment might be a quid pro 
quo for some sort of U.S.-South Korea 
compromise on North Korea. 

One does not have to be bullish 
about freedom of expression to realize 
that Seoul is not telling its citizens all 
they need to know to make a real deci- 
sion about South Korea's place in the 
world. But the Western media have not 
fulfilled their responsibility to report 
what is happening in South Korea 
either. Communication has taken a 
lower profile than expediency. 


JOSEPH STEINBERG 
Pusan 


CORRECTION 

In a China Briefing item in the June 
17 issue of the REVIEW on Chinese Presi- 
dent Hu Jintao’s meeting with Polish 
President Aleksander Kwasniewski, we 
mistakenly said the meeting took place in 
Beijing. In fact, it occurred during Hw's 
state visit to Poland. 


All letters must include the writer's name, address and 


phone number and are subject to editing. By mail: Review, 4... 
GPO Box 160, Hong Kong; By fax: (852) 2503 1530; 


By e-mail: letters@feer.com 
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bei] Ing in a Jam Its worry isn’t just Hong Kong’s protests, 


but the unintended precedent these set for more demonstrations on the mainland 


XINHUA'S REPORT on the seventh anniversary of Hong 
Kong’s handover to Chinese sovereignty by now has earned itself 
a justified reputation for studied understatement. According to 
the Chinese-government newswire, 43,000 people visited the 
PLA's barracks on July 1 to view “warships, helicopters and other 
weapons and armaments.” Meanwhile (and by the way), an 
unspecified number of people also held a demonstration. “They 
marched into the streets and caused traffic jams." 

This massive dilution of fact is because Beijing is worried, 
having already seen a rise in street protests on the mainland in 
the past few years. It does not need mainlanders to realize that 
in one part of this vast empire, large-scale demonstrations are 
legitimate, political dissent is lawful and the police's only duty 
during demonstrations is to ensure that no one gets hurt. 

According to news reports, the state-run Outlook Weekly said 
that “mass incidents or social unrest” rose 14.496 in 2003 
from the previous year, to 58,500 incidents. The number of 
people taking part increased 6.696 to more than 3 million. There 
are two things to bear in mind about the account. First, it implic- 
itly admits that millions have been protesting. And second, 
the statistics come from the Communist Party, which surely has 
an interest in understating the numbers. 

But assume they are correct. If so, the figures indicate that 
the average size of protests was small. However, this means 
that people are desperate enough to forgo the greater anonymity 
afforded by large crowds and have been putting their security on 
the line over disputes. Seen this way, protests on the mainland 
are already more dangerous than those in Hong Kong. Indeed, 


residents in Hong Kong are almost mannered in the conduct 
of their protests. And they demonstrate mostly on specific dates, 
June 4 and July 1. Although there is deep dissatisfaction with local 
and central authorities, this has not given rise to spontaneous 
displays of dissent. (At least not yet.) 

Not so on the mainland. Statistics aside, we know that there 
have been large protests, such as the one in Liaoning province 
in 2000, when 20,000 laid-off mine workers rioted in reaction 
to unpaid wages and pensions. Also that year, thousands of peas- 
ants in Jiangxi province protested against corrupt officials. And 
in 2001, 4,000 coal miners who hadn't been paid in 17 months 
showed their displeasure by blocking a main railway line in 
the northeast of the country. 

For the most part, China has been able to control protests 
by stamping on a few key individuals and paying off the rest. 
But who knows how long the regime can continue to do this? 
That's why it frets. 

Protests in Hong Kong—despite being peaceful and 
predictable—raise other worries for Beijing. As China reneges on 
its promise of broad autonomy for the city and chips away at 
the distinction between Hong Kong and the mainland, the 
city increasingly seems like just another Chinese city. The unin- 
tended consequence of its actions is that events in the special 
administrative region cease to appear like exceptions in the realm. 
So if a large protest can happen and is tolerated in Hong Kong, 
why not also in Shanghai? That's why Beijing struggled so hard 
to show that nothing much out of the ordinary happened in 
Hong Kong on July 1. Other than just a few more traffic jams. = 


Hazy Indonesia's plan for controlling illegal logging that contributes to forest fires 


THE “HAZE” recently returned to 
Southeast Asia. Although rains have abated 
the pall of smoke over the region—caused 
mainly by fires in Indonesia started either 
when forest lands are cleared by slash-and- 
burn farming practices, or because of 
illegal logging—the problem won't go away 
until authorities act decisively against 
culprits. The trouble is, the demand for 
action can just as much spur overreaction. 

Indonesia's environment minister, 
Nabiel Makarim, has admitted that "there 
is a gap between the regulations and law 
enforcement. That happens in all sectors 
of Indonesia." Yet that didn't stop him from 
later saying that a new law was being pre- 


pared against illegal loggers, who con- 
tribute to the haze. “The maximum penalty 
for illegal logging is death and minimum 
is 12 years," a report quotes the minister. 
But what makes Indonesia think that a 
new law is going to make a difference when 
it admits to a "gap" in enforcing existing 
rules? And while we will leave for another 
day debates over the morality of capital 
punishment itself, surely the death penalty 
cannot ever be an appropriate and com- 
mensurate sentence for illegal logging? 
Over in Malaysia, another reaction. 
There, some in the tourism industry have 
been backing a government decision to not 
make public technical air-pollution data, a 


measure initiated after the massive haze 
occurrence in 1997. True, the government 
does classify air quality as, for example, 
good, moderate or unhealthy, which is 
sufficient for people to make decisions on 
any needed precautions. But holding back 
the details—even if only few refer to them— 
only attracts attention that should rightly 
be focused on the source of the pollution. 
Which brings us back to Indonesia. 
The haze will continue to be a health 
threat until Jakarta takes realistic meas- 
ures against polluters. That doesn't mean 
doing anything extravagant: just stronger 
enforcement of existing rules, rather than 
concocting dubious new laws. — 
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Candidates Agree 
On Death Penalty 


Whatever the result of Indonesia's presidential election, the 
future for convicted drug traffickers looks bleak. President 
Megawati Sukarnoputri has spoken in favour of death for 
traffickers. And when a senior European diplomat asked 
election candidate Wiranto at a June 29 private dinner 
whether he supported the death penalty for narcotics traf- 
ficking, he got a straighter answer than he expected. The for- 
mer armed-forces chief told him bluntly: “I don't think we 
have a choice but to execute the death sentence against these 
perpetrators." Heroin addiction has become a growing prob- 
lem in Indonesia in recent years, with an estimated 200,000 
needle users. The increase is also responsible for a rise in 
HIV infection. (See article on page 46.) While Indonesians 
have been reluctant in their support for the death penalty 
for trafficking, Megawati and Wiranto are not alone in their 
thinking. Indonesia is currently preparing to execute a 
66-year-old Indian, one of 34 convicts—many of them for- 
eigners—who are on death row in Indonesia for smuggling 
drugs. He was arrested in 1994, the last year a convicted traf- 
ficker went before a firing squad in Indonesia. Following 
the July 5 vote, Megawati leads Wiranto in early counting for 
a chance to reach a September run-off. Leading candidate 
Susilo Bambang Yudhoyono has not publicly stated his posi- 
tion on the death-penalty issue. 


U.S. Happy WITH ANTI-TERRORISM TALK 
If security cooperation was a contentious issue at the June 29- 
30 Asean foreign ministers’ meeting in Jakarta (see Spotlight 
on page 13), fighting terrorism was not. The ministers reiter- 
ated their “strongest condemnation of terrorism in all its 
forms and manifestations” and called for “greater concerted 
and coordinated efforts and concrete initiatives at all levels in 
combating terrorism.” Later, at a meeting of the Asian 
Regional Forum, visiting United States Secretary of State Colin 
Powell and officials accompanying him made a pleasant 
discovery. “It was a welcome surprise that people had come 
to the judgment that terrorism was just as much their prob- 
lem as an American problem,” says a senior U.S. official who 
accompanied Powell to the session. “I came away thinking 
that this particular problem had been solved.” 


CRACKDOWN ON BRIBERY AT Dirr's PORT 

A senior East Timorese government official says authorities 
have begun a massive crackdown on waterfront corrup- 
tion at Dili’s main port. Investment Minister Jose Texeira 
admitted senior government port officials were under inves- 
tigation for accepting bribes by business operators wanting 
to avoid paying duties on imports. “The inspector-gen- 
eral's investigation of the customs and port people has led 
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to unprecedented suspensions, pending action and some 
resignations,” he told the Review. Waterfront theft and 
corruption has been a widespread problem at Dili's port, 
according to several Dili-based international freight-for- 
warding companies speaking on condition of anonymity. 
But there have been improvements. Texeira says it is now 
"9996 impossible to evade duty," thanks to the installation 
of a computerized cargo-tracking system, one of the addi- 
tional measures taken to boost efficiency at the port. The 
minister says corrupt foreign businessmen were also to 
blame for port graft, and promises additional investigations 
of suspect companies. 


BirD-FLU VACCINE AWAITS APPROVAL 

Confusion still reigns in Vietnam's chicken coops. Although 
two foreign manufacturers of bird-flu vaccines say that they 
have conducted successful trials in southern Vietnam poul- 
try farms owned by Thailand’s Charoen Pokphand (CP), Viet- 
namese officials have not authorized the use of those vac- 
cines on a continuing basis. The question of whether or not 
to vaccinate chickens acquired fresh urgency in late June, 
when samples taken from dead poultry in Vietnam's south- 
ern Bac Lieu province tested positive for H5, a low-patho- 
genic strain of bird flu. Vietnamese veterinary officials say 
that they are conducting further tests to check whether 
the Bac Lieu birds in fact perished from the more lethal 
H5N1 strain—which crossed to humans earlier this year, 
claiming 16 lives in Vietnam. That outbreak led to the culling 
of birds in infected areas to prevent the spread of the virus, 
but international health agencies also recommend vacci- 
nation to protect some flocks. The trials, conducted from 
January to May, have involved two different vaccines. One 
is produced by Merial, an animal-pharmaceuticals manu- 
facturer jointly owned by Merck and Aventis; the other is 
produced by Intervet, a unit of Netherlands-based Akzo 
Nobel. Their reports of success are echoed by CP executives 
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in Vietnam. But so far, the manufacturers' request to sell 
bigger quantities of the vaccines has met resistance from 
Hanoi. According to Hoang Van Nam, a top official at the 
Department of Animal Health, Vietnam fears that using 
such vaccines could cause the virus "to mutate into even 
more serious and complicated forms." 


Tux LONG RACE TO REPLACE KOFI ANNAN 
Thailand has been actively pitching Foreign Minister 
Surakiart Sathirathai as Asia’s candidate to replace Kofi 
Annan as secretary-general of the United Nations when his 
term expires at the end of 2006. It is widely assumed that 
the UN would prefer a candidate from Asia, but consen- 
sus isn't easy. Thai Prime Minister Thaksin Shinawatra 
sought endorsement for Surakiart, 46, at a gathering of 
Asian leaders in China in mid-June. Leaders gathered at 
the Asia Cooperation Dialogue meeting in Qingdao with- 
held support for Surakiart, according to a senior Southeast LAST MAN | 
Asian diplomat familiar with the proceedings. Then STANDING? —. 
Surakiart himself, a Harvard-trained law professor-turned- Hà, Shi Shas 
politician, raised the issue at a retreat of Asean foreign min- 
isters in Jakarta in late June, according to the diplomat. But 
Asean members Malaysia, Singapore and Indonesia have 

- all signalled that they have candidates in mind, and Sri 
Lanka and Bangladesh have also declared interest in pro- 
posing candidates. At UN headquarters in New York, the 
absence of consensus in Asia has left some bureaucrats 
wondering if the best candidate at present is Shashi Tha- 
roor, an Indian national who is UN under-secretary-general 
for communications and public information. 
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TAIWAN DEBATES U.S. ARMS PURCHASE 
With a massive appropriations bill for buying weapons from 





the United States stuck in Taiwan's legislature, some experts 
including eight diesel-powered submarines as well as Patriot a C h r 
China. Many in Taiwan's opposition-controlled legislature, 
the U.S. to revise its prices and hopes that move will get the researc h tool 
be partly built in Taiwan. Splitting the budget may therefore Ar EASTERN ee 
-Ñ lawmaker on the legislature's defence committee. “Then we 


say the arms package may need to be split up to win 

approval. President Chen Shui-biar's cabinet last month pro- | 

posed a special budget of $18 billion to buy U.S. weapons, fee r.com 
Advanced Capability III anti-missile batteries. Washing- 

ton is frustrated that Taiwan hasn't yet bought the arms, most 

of which were first offered in 2001, and fears Taiwan isn't ig! | ia 

adequately defending itself against a possible attack by Asia S essential 

however, have baulked at the price tag, especially the $12.3 busi ness 

billion for the subs. Taiwan's Defence Ministry has asked 

budget passed by the end of the year. But cheaper subs 

still may be a tough sale, as some legislators insist that they 

be the only way to get at least part of the money allocated 

this year, say analysts and at least some legislators on both 

sides. "If we take the submarines out, the rest of it should 

be easier to pass," says Chang Chang-tsair, an opposition www.feer.com 

can take our time discussing the submarines.” Asia's Business Weekly 
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The Blame Game in Hong Kong 


A Hong Kong legislative committee has issued a 
scathing report on the way that top health officials 
handled the onset of last year’s outbreak of Severe 
Acute Respiratory Syndrome (Sars), which killed 
299 people there. The report accused two top 
Hong Kong health officials, Health Secretary 

Dr. Yeoh Eng-kiong and former Health Director 
Dr. Margaret Chan, of not paying enough attention 
when the disease first emerged in China. Follow- 
ing the release of the report, Yeoh apologized but 





BANGKOK, ONE OF the 
world's most congested 
cities, has opened a new 
subway system. Thai King 
Bhumibol Adulyadej 





Retired Gen. Susilo 


; ' Bambang Yudhoyono and opened the first stage of 
said he would not resign. Hong Kong was the President Megawati the new network, which 
main conduit for an outbreak that eventually Sukarnoputri appear to aipe es oa 
. spread to Europe and ee two ms first phase of the net- 
3 . RE in the First round or voting work, which will eventu- 
- North America. Sars for Indonesia's president. ally include four routes, 
infected some 1,755 (See article on page 16.) If cost am erts tad | 
; l joins the privately own 
people in Hong Kong. that result holds, they Skytrain system in 


face a run-off poll in alleviating congestion in 


The report praised 
the city. The two systems 


September. Based on 


Chief Executive Tung counting of about half of are currently run sepa- 
Chee-hwa for quickly the votes cast, Yudho- rately, but there is a 

i i ditiis growing call to make 
urging that aggressive yono was expected to win them more integrated. 





3356 of the vote, or about 

42 million ballots, com- 

pared with 2656 for 

Megawati. Former armed- 

forces commander Swiss drug giant Novartis 

Wiranto was picked to opened a $122 million 

finish third with 23%. not-for-profit tropical- 
disease research centre 

on July 5. Novartis also 

Pyongyang's foreign plans to make Singapore 

minister met with United the site for a big manu- 

States Secretary of State facturing plant. Both 

Colin Powell at a regional moves support Singa- 


action be taken to con- 
tain the outbreak. 


SARS: Yeoh (/eaning forward) was 
criticized for reacting slowly 


BIRD FLU 





China, Thailand and Vietnam 
have reported new outbreaks of 
bird flu, the highly contagious 
disease that struck Asia earlier 
this year, sickening and even 
killing some humans in the 
region. No human victims have 


nearly four months. The same 
strain of the virus found recently 
was responsible for 24 human 
deaths in Vietnam and Thailand 
earlier this year. An estimated 
100 million chickens around the 
region were slaughtered. 


been reported in the current 
outbreak. However, a Thai health 
official said that the H5N1 virus, 
commonly known as bird flu, had 
been confirmed in two central 
provinces where thousands of 
chickens have died recently. 
Authorities in China said that a 
new bird flu outbreak at a lake- 
side chicken farm in southeastern 
China may have originated from 
migratory water fowl. These cases 
are the first reported in China in 
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ROUND-UP: A new slaughter of chickens 


, economic conference in 
= Jakarta on July 2, the 


highest-level meeting 
between the countries 
since a dispute erupted in 
October 2002 over North 
Korea's nuclear capabili- 
ties. Observers said that 
the talks were a good 
sign but that neither 
Pyongyang or Washington 
has shown any willing- 
ness to compromise. 


pore's efforts to make 
drug manufacturing a key 
part of its economy. 


THAILAND 


Bangkok was criticized 
for ignoring a court 
ruling to extradite to 
Laos 16 rebels who were 
involved in a raid on a 
Lao border checkpoint in 
July 2000. "This is a blow 
to the rule of law in 
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Thailand," said a U.S.- 
based political analyst. 
Laotian officials have 
reportedly pursued the 
extradition of the rebels 
for four years. The 16 
were jailed in Thailand 
for two years on charges 
of illegal entry and 
weapons possession, 
though court rulings had 
blocked their extradition. 


The economy grew 8.2% 
in the first three months 
of this year, which was 
India's fiscal fourth 
quarter, compared with 
the same period last year. 
The farm and trade 
sectors were the 
strongest parts of the 
economy, according to 
the government. The 
growth was lower than 
analysts' expectations 
and the 10.596 growth in 
the previous quarter, the 
last three months of 
2003. For the fiscal year, 
the economy grew 8.2%. 
Analysts expect growth in 
the current fiscal year to 
be about 6.8%. 


CAMBODIA 


The Angkor Wat temple 
complex has been 
removed from a United 
Nation's list of endan- 
gered landmarks after 12 
years. The UN's Educa- 
tional, Scientific and 
Cultural Organization 
(Unesco) said that it was 
reasonably confident that 
the preservation of 
Angkor Wat had been 
assured. Illicit excavation, 





ANGKOR WAT: The UN removes "endangered" label 


looting and landmines 
were threats to the 
temple complex when it 
was first put on Unesco's 
endangered list. 


TAIWAN 


President Chen Shui- 
bian said he will bow to 
pressure and allow an 
independent inquiry into 
an election-eve shooting 
four months ago that his 
opponents say won 
sympathy for the presi- 
dent and, ultimately, his 
re-election. Chen and 
Vice-President Annette 
Lu were riding in an open 
vehicle on March 19, the 





CHEN: Shooting probe 


day before the election, 
when a bullet grazed the 
president's stomach and 
another one struck Lu in 
the knee. Police have 
subsequently been 
unable to track down any 
suspects or find any 
solid leads. 





SOUTH KOREA 


Exports grew strongly in 
June, counter to expecta- 
tions. However, analysts 
said that weak domestic 
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demand remained a 
drag on the overall 
economy. The nation’s 
trade surplus in June 
was $3.24 billion, the 
highest since the end of 
1998, and exports hit a 
new monthly record. 
Imports also grew 
strongly, though they 
were most likely to go 
into manufactured 
products for export. 


JAPAN 


Corporate sentiment is 
at its highest level in 
more than a dozen 
years, since before 
Japan's asset-price 
bubble burst following a 
steep climb in the 
1980s. The June tankan 
survey of sentiment 
among big Japanese 
manufacturers rose to 
its highest level since 
1991. Large manufactur- 
ers were especially 
bullish, reporting plans 
to increase business 
investment by more 
than 20% in the current 
fiscal year, which would 
be the biggest increase 
in 15 years. 


MALAYSIA 


Petronas, the state- 
owned oil company, 
reported a 57% increase 
in full-year earnings in the 
fiscal year ended March 
31, reflecting strong 
crude-oil prices, better 
consumer demand and 
more overseas income, 
the company said. 
Petronas said that 
revenue for the year was 
up 20% to almost 100 
billion ringgit ($26 
billion). Company offi- 
cials said that the results 
were the company's best 
ever and followed an 
"exceptional year." 





SPOTLIGHT 


UNDONE: 
Indonesian 
Foreign 
Minister: 
Hassan 
Wirayuda 


ASEAN INSECURITY 
Indonesia has learned the hard way that it is 
going to be a long time before the 10 mem- 
bers of the Association of Southeast Asian 
Nations accept Jakarta's vision of a regional 
security community. 

The June 29-30 Asean foreign ministers' 
meeting in Jakarta reaffirmed their commitment 
to establishing a modified European Union-style 
Asean Community by 2020, but pared down 
Indonesia's proposals for a complementary 
security grouping. 

Asean officials say Vietnam and other new 
members of the regional grouping were incensed 
at proposals that laid down a timetable for every- 
thing from democratic rule to the creation of 
national human-rights commissions and a 
regional peacekeeping force. In the end, the pro- 
posals were reduced to little more than state- 
ments of principle, with no deadline. Indonesia's 
proposal for an Asean peacekeeping force, to be 
in place by 2012, was one of the first casual- 
ties of the process. "Now all we've got is a col- 
lection of platitudes," says one senior Southeast 
Asian official. 

"The essential problem is that Asean is not 
ready for a security community in the European 
sense," the official points out. “A security com- 
munity in its purest form means a certain renun- 
ciation of your sovereign rights to self-defence. 
You've got to have countries secure enough in 
their sovereignty to give up some of it. It took 
Europe two world wars and . . . centuries of reli- 
gious conflict to get to that point." 

John McBeth 


Far Eastern Econamic Review 
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HONG KONG 


Next Stop, 
September 12 


The high turnout and broad demand for democracy on July 1 show 
that a fully-fledged movement has blossomed in Hong Kong. With 
elections coming soon, Beijing will find it hard to avoid conflict 


THEY CAME AS COUPLES with children in 
pushchairs; they came with elderly rela- 
tives in wheelchairs; and they came armed 
with digital cameras and 3G phones. It was 
a cheerful family affair, free of confronta- 
tion, but there was no mistaking the 
resolve. The people of Hong Kong turned 
out on July 1 to demonstrate in larger num- 
bers than expected, mostly in support of 
democracy after leaders in Beijing decided 
in April toend Hong Kong’s hope of hold- 
ing elections for its chief executive in the 
next few years. 

“If we are to be an international city, 
we must have one-man-one-vote,” 
Charmaine Lee, a laboratory technician 
and one of as many as 530,000 people 
who organizers say marched through the 
city centre, in temperatures that reached 
as high as 35 degrees Celsius. (Hong 
Kong's police estimated a turnout of 
200,000). It was the same for Bernadette 
Chan, who works in a Catholic school and 
said she was marching in the "spirit of 
freedom and democracy." 

The high turnout and widespread 
demand for democracy provided convinc- 
ing evidence that a fully-fledged democ- 
racy movement has blossomed in Hong 
Kong, one that does not depend on eco- 
nomic suffering to find supporters. 

The big questions now are how pub- 
lic discontent will affect Hong Kong's leg- 
islative election in September, what 
impact the movement will have on the 
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By Michael Vatikiotis/ HONG Konc and 
David Murphy/GuANGZHO! 


rest of China and how Beijing will han- 
dle the pressure. 

China’s leaders have already begun to 
avoid embarrassing exposure to Hong 
Kong's demands. On the July 1 anniver- 
sary of Hong Kong's handover to China, 
not one senior Chinese leader was pres- 
ent at the official celebration presided over 
by Chief Executive Tung Chee-hwa. 

The next battleground will likely be 
the elections for half the seats in Hong 
Kong’s legislature on September 12. 

In the immediate aftermath of the 
protest, the democratic camp immedi- 
ately called on Tung to advise Beijing to 
reconsider its decision to postpone 
democracy for an unspecified time. But 
the Hong Kong administration's 
response was initially that the decision, 
taken by the National People’s Congress 
standing committee at the end of April, 
was final—a view echoed by mainland 
officials in Hong Kong. Says a senior 
Western diplomat in Hong Kong, who is 
also a China expert: “The NPC is not 
going to reconsider anything as formal 
as a decision of this kind.” 

But Beijing has a problem. The central 
government can no longer dismiss the 
Hong Kong protests as a response to poor 
economic conditions, particularly when the 
economy has been improving. And offer- 
ing further economic incentives to Hong 
Kong, as the mainland has done, is not 
likely to dilute calls for democracy. 





With elections just two months away, 
it is inconceivable that Beijing will leave 
the situation alone for long. One possi- 
bility mooted by the democratic camp is 
to persuade Beijing to agree to a longer 
timetable—2011 or 2012—for a chief 
executive to be elected. In the interim, 
some analysts believe that if the Hong 
Kong government continues to engage 
with the democrats, possibly even appoint- 
ing some opposition figures to the Exec- 
utive Council that governs Hong Kong, 
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it could help mollify public frustration. 

The pro-Beijing Democratic Alliance 
for the Betterment of Hong Kong, which 
will contest the polls in opposition to the 
democratic camp, has its own argument 
as to why the territory isn't ready for 
democracy. “We don't yet have the expert- 
ise,” says DAB Chairman Ma Lik as he 
greets a small crowd of supporters at a 
function to celebrate the party's rath 
anniversary, four days after the protest. 
"Let's say we hold a direct election for the 
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THE MESSAGE: Protesters 
supported democracy and 
better representation 


chief executive, there's a limited supply of 


people eligible to fill the post." 

Ma Lik doesn't see the July 1 protest as 
a focused demand for democracy, echo- 
ing official reports that cited a wide array 
of grievances on display that day. In addi- 
tion to universal suffrage, marchers also 
sought government action on the people's 
behalf on issues ranging from education 
to land reclamation. 

But Ma Lik does admit that the DAB 
will face an uphill struggle at the polls. “Of 
course we'll be in a more difficult posi- 
tion. Young people are angry at the gov- 
ernment. They wort vote for us if we don't 
address their demands,” he says. 

The first place to look for the impact 
of Hong Kong activism on the mainland 


process between Hong Kong and Guang 
dong,” says Guo Weiqing, a professo! 
at the School of Government in < 
zhou's Zhongshan Unn 
here learn a lot from Hong K 
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how to protect their right 

Guo says he sees evidence of this 
effect in one of urban China's hot-but- 
ton issues: evictions by local authorities 
and developers for new construction. As 
evidence, he cites a group of Guangzhou 
lawyers who are organizing with residents 
to more effectively resist developers—th« 
kind of civil cooperation he says is learned 
from Hong Kong. 

There are those that 
events in Hong Kong will prove signifi- 


who believ: 


cant for the rest of China in the longer 


THE QUESTIONS NOW ARE HOW DISCONTENT WILL 
AFFECT HONG KONG ELECTIONS IN SEPTEMBER, 
WHAT IMPACT IT WILL HAVE ON THE MAINLAND, 
AND HOW BEIJING WILL HANDLE THE PRESSURE 


is with the territory's nearest neighbour, 
Guangdong province. Hong Kong busi- 
ness has put the bulk of its China invest- 
ment into Guangdong over the past 20 
years. It's not just a matter of geographk 
convenience but of deep cultural, family 
and linguistic ties. 

And what do people in China say? 
Some in the provincial capital, Guang- 
zhou, and elsewhere in China grumble 
that Hong Kong should enjoy the free- 
doms it has and stop complaining. 
Others are more reflective: "It is good that 
there is one part of China that can show 
the rest of the country what rights really 
mean," says a young Guangzhou worker. 

Over the past two decades, Beijing has 
made the region a showpiece of economic 
openness. More recently it has toyed with 
mild administrative reforms in Shenzhen, 
the city bordering Hong Kong, which 
would give local government greater pow- 
ers of decision-making. A drive for 
increased regional economic integration 
between nine southern Chinese provinces 
and Hong Kong and Macau announced 
earlier this year will help secure Guang- 
dong's economic future and its dominant 
role in southern China. 

“I believe there is a social learning 


term. Guo says that a natural consequence 


of China's development will be retorm 


and democratization of China's govern- 
ment and its political system. Ahead ol 
that day, the political changes in Hong 


Kong “provide a mode! 


a kind of experience" foi 
to learn from, he savs 
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However, even as tne economies gi 


Hong Kong and Guangdong convergt 
and Hong Kong television remains the 
viewing choice for man peopit outi 

ern Guangdong—despite efforts by cen 


sors to block reports ot thi Iuls lemon 


strations—there remain stark political dif- 


ferences. Demonstrating, like all politics 
is the art of the possible and there is no 
sign that Beijing would allow the kind 
of march seen in Hong Kong to happen 


anywhere on the mainland. 
But that does not « 
sibility of a subtle, long-term impact that 


lirminate the pos 


goes bevond Guangzhou. "The political 
implication might be that if Hong Kong 
can do it, other parts of China Co ild do 
it as well,” savs Anthony Cheung, pro 
fessor of public administration at the City 
University of Hong Kong. “Hong Kong 
serving as a model for the rest of China 
has always been a possibility." = 
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DOWN TO TWO: Presidential candidates Susilo Bambang Yudhoyono and Megawati Sukarnoputri 


INDONESIA 


The Real Race Begins 


With two candidates left standing, party politicking, popular appeal and the power of 


incumbency will all come into play as voters look to September 


IN A CONTEST THAT turned out to be a lot closer than opin- 
ion polls had predicted, former Chief Security Minister Susilo 
Bambang Yudhoyono appeared headed for a comfortable vic- 
tory in the first round of Indonesia’s pioneering direct pres- 
idential elections on July 5. But President Megawati 
Sukarnoputri, far from being a spent force, appeared to 
have won a tight race with Golkar candidate Wiranto to qual- 
ify for a run-off poll against Yudhoyono in September. 

As the REVIEW went to press, an Institute for Economic and 
Social Research quick count gave Yudhoyono 3396 of the total 
vote. Megawati, leader of the Indonesian Democratic Party for 
Struggle (PDI-P) gained 2696 of the vote, just ahead of Wiranto, 
a former armed-forces commander and defence minister, with 
23%. National Mandate Party leader Amien Rais and Vice-Pres- 
ident Hamzah Haz, the two other candidates in the race, trailed 
with 1496 and 396 of the vote respectively. Early numbers 
gave Wiranto little chance of slipping ahead. Official results 
are expected by July 16. 

The outcome seemed to leave Yudhoyono with the best 
odds to win the September 20 showdown, but if Megawati 
makes good use of the tools of incumbency the race will be 
wide open. The election law does not allow for campaigning 
until the final three days before the vote; candidates are likely 
to use televised talk shows to get their messages across. 

Yudhoyono won far less than the 4396 predicted by a pre- 
vote poll conducted by the International Foundation for Elec- 
toral Systems, and as expected landed short of the 5096 that 
would have given him the presidency outright. His campaign 
managers had said that anything below 60 million votes would 
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"puncture the myth that he was unbeatable." Results indicate 
that Yudhoyono won about 42 million votes. 

That was enough to show he remains the favourite going 
into the second round. But personality won't be everything. 
With Wiranto out of the running, Yudhoyono will be look- 
ing to secure the support of Golkar and other major voting 
blocs. Analysts believe younger voters and those from gender- 
conscious, Muslim-orientated parties are more likely to vote 
for him now that Rais and Hamzah Haz are out of the race. 

The president, buoyed by continuing support in her Cen- 
tral Java heartland and a big win on the island of Bali, pulled 
off a much better showing than anyone had projected. 
One senior Indonesian politician described her perform- 
ance as “flabbergasting.” With two months to go to the 
second round, Megawati may be tempted to adopt pop- 
ulist spending policies to curry favour with voters. She 
has already distributed a month's special bonus to the coun- 
try's 4 million civil servants, and there has been talk of a pay 
rise for teachers. 

Megawati ended up outperforming her party, which had 
been slammed in the April 5 parliamentary elections. Muham- 
mad Qodari, research director for the Indonesia Survey Insti- 
tute, estimates that she gained as much as 6% in the final days 
before the vote as supporters demonstrated their attach- 
ment to her as the daughter of founding President Sukarno, 
despite widespread frustration over her lack of leadership. 

Her apparent victory over Wiranto was due in part to his 
lack of genuine support from Golkar itself, particularly from 
followers of the party’s chairman, Akbar Tanjung, whom he 
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beat for the party's candidacy last May. At that time, Wiranto 
relied on the strength of Golkar's district chapters, which car- 
ried the largest chunk of the votes. But the game within the 
party is now being played out on a national stage where Tan- 
jung has much more influence. 

It is there that Yudhoyono will have to seek backing to win 
the votes of party supporters. Indeed, since well before the 
elections negotiations have gone on behind the scenes 
between Yudhoyono's aides and disaffected elements of 
Golkar, which holds 128 seats in the 550-seat parliament. The 
front runner has often said he isn't interested in forming a 
rainbow coalition, but with his fledgling Democratic Party 
holding just 57 seats he will need the support of at least one 
major party to win the election and manage the coalition-form- 
ing process that would follow. 

Golkar officials say that though contacts had been pro- 
ceeding at a lower level, Tanjung only recently gave the process 
his blessing. As Yudhoyono's campaign manager, Rachmat 
Witoelar, a former Golkar secretary-general, told the Review 
before the elections: "Golkar has the cabinet material." 

Yudhoyono's running mate, Sulawesi businessman Jusuf 
Kalla, is a Golkar member, and while not part of the party 
mainstream he appears to have helped his ticket to score more 
than 7096 of the vote in South Sulawesi, a Golkar stronghold. 
Yudhoyono also appeared to have won strongly in southern 
Sumatra, and except in Central Java he was topping the polls 
across the length of Indonesia's most populous island. In East 
Java, home to the mass Muslim organization Nahdlatul 
Ulama, he was easily beating Megawati and Wiranto, both 
of whom had NU-connected running mates. The fact that 3096 
of NU voters chose Yudhoyono was evidence that they were 
ignoring local leaders and making choices for themselves. 


YUDHOYONO IS STILL THE FAVOURITE IN 
THE RUN-OFF, BUT MEGAWATI COULD USE 
HER POSITION TO WIN VOTES 


Most analysts explained the apparent inaccuracy of the 
pre-July 5 opinion polls this way: Uncomfortable about 
expressing a preference for Megawati or Wiranto, many 
respondents had opted to be politically correct and say they 
were voting for Yudhoyono. That suggests that in many areas, 
particularly outside Java, voters were opting for the status quo 
or still relying on local leaders and the machines of the two 
biggest parties to make the decision for them. 

More than 126.4 million Indonesians, or 8296 of regis- 
tered voters, flocked to the 570,000 polling stations across the 
archipelago for the historic election. The almost total absence 
of violence saw the rupiah strengthen to the highest it has 
been since May 12, at 8,965 rupiah to $1. 

"There's a sense of wonderment that you couldn't ask any 
more from the Indonesian people,” says long-time resident 
Eugene Galbraith, president commissioner of Bank BCA, 
Indonesia's largest private bank. “I suspect in the long run 
it will give people a lot more confidence." = 

Rin Hindryati contributed to this article 


duly 15. 2004 

















Well-accustomed to serving 


royalty and presidents, we know how 


to make vou feel like one of them. 





Welcome to The Ritz-Carlton Club 


From the moment you step inside The Ritz-Carlton Club 
at The Portman Ritz-Carlton, Shanghai, you'll find yourself 
among the most distinguished compan) With a proud 
tradition of serving leaders of nations, captains of industry 
and ambassadors to the arts, our ladies and gentlemen will 


not only anticipate your every need. but exceed them 


[he luxurious and well-appointed ( lub Lounge and 
private meeting room are open 24 hours everyday 
enabling you to conduct business across international 
time zones as necessary. Especially for those with a bus 
schedule, the five complimentary food and beverag: 
presentations throughout the day will keep you refreshed 


and revitalized at any time that suits you best 


Stay at The Ritz-Carlton Club and you ll discover 
first-hand w hy [he Ritz-Carlton is the “Hotelier to Kings 
the world over For unparalleled comfort and Scr^ 
please call (86-21) 6299 8070 for reservations or email 


reservation?ritzcarlton.com cn 





1 
THe PORTMAN RITZ-CARLTON 


SHANGHAI 
The Portman Ritz-Carlton, Shangha: 
Shanghai: Centre, 1376 Nanping Xi Lu Shanghai 2 40, CI 
Telephone (86-21) 6279 8888. Facsimile (56 ! 6229 55 
[he Ritz-Carlton Hotels of Asta 


Balı * Hong Kong * Kuala Lumpur * Osaka * Seoul * Shan 


“| dont need charity. 
| need areliable bank.” 


When a colleague from our Brazilian subsidiary, Banco Real, learnt that Francisca's dream was 
to run her own tailoring business, he offered her the $350 she'd need to get started, but was quite 
clear. This was a loan. Not a handout. 


Our micro loan business may deal in micro loans — butit's still a business. ABN AMRO believes that 
by helping to broaden the economic base of the markets in which we work, those communities, 
and ultimately our own business, will thrive. 


It requires commitment on all sides. But if you share our vision, the results can be rewarding: 
Francisca hired three people this year and repaid her loan. Next year, her small profit will be 
everybody's gain. 


www.abnamro.com 


ABN-AMRO 





issued by ABN AMRO Bank N.V. authorised by De Nederlandsche Bank and the Financial Services 
Authority: regulated by the Financial Services Authority fnr the eandurt af 1 hueinoce 





The Region 


‘TERRORISM 


Key Arrests 


Indonesian police make gains with arrests of six 
alleged terrorists, but others get away 





By John McBeth/] AKArTA 
and Donald Greenlees/SrouL 


INDONESIAN POLICE have arrested a man believed to be a 
key figure in the Jemaah Islamiah terrorist network's opera- 
tion in Mindanao, Philippines, along with a suspected mem- 
ber of a 12-man assassination team that infiltrated into 
Indonesia from the southern Philippines last month. The men 
were among six JI suspects, including five Indonesians and 
one Filipino, seized outside the Central Java city of Solo on 
June 30, Western police and security sources say. 

“These are very bad men,” says a high-ranking Western 
police official stationed outside Indonesia. “Two of them are 
very important arrests.” 

Twenty officers from Team 88, a new American-trained 
police counter-terrorist detachment, took the six into cus- 
tody. The sources say the late-morning raid narrowly missed 
netting fugitive Malaysian bomb experts Azahari Husin and 
Noordin Mohamed Top. 

Among those in detention, according to the sources, is Mus- 
taqim, a militant who helped form the core of JI’s Mindanao 
operation. Mustagim's group was part of JI's Mantiqi III oper- 
ational area covering the Philippines, Sabah and Indonesia's 
Sulawesi province, where JI has been accused of fomenting 
sectarian strife. "He's an important figure," says terrorism 
expert Sidney Jones of the International Crisis Group. 


NOOR DIN MOCH TOP 





STILL WANTED: Terror suspect Noordin Mohamed Top got away 
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Mustaqim was one of 17 militants who graduated from 
Camp Hudaibiyah, the JI military academy in Mindanao, in 
the late 1990s. An Indonesian in his 30s, he trained with 
Fathur Rahman al-Ghozi, the convicted bomber killed by 
Philippine troops last year after escaping from jail in Manila. 
Mustaqim was in Mindanao at least until September 2003, 
according to Jones. 

Indonesian national police chief Gen. Da'i Bachtier refused 
to name the suspects arrested and has only said that most 
of the six are linked to bombings in Indonesia over the past 
two years. 

Azahari and Noordin are accused of leading roles in the 
2000 Christmas church bombings, which killed 19 people, 
and the Bali and J.W. Marriott blasts of October 2002 and July 
2003 that together claimed 214 lives. 

The Review reported in June that a JI assassination squad 
had entered Indonesia from Mindanao. British and Australian 
intelligence agencies said that they had collected information 
indicating that the team was planning attacks on the Ameri- 
can, Australian and British ambassadors, foreign business 
executives and Indonesian public figures. 

The Team 88 agents responsible for the Solo raid are 
part of an 8o-man task force that has been scouring Java since 
the terrorist squad entered Indonesia last month. The escape 
of militants from the raid led police to alert all Jakarta police 
stations on the evening of June 30 because of fears of an attack 
on Police Day celebrations the following day. Eleven mem- 
bers of the team are still at large. 


FOUND IN BASHIR'S NEIGHBOURHOOD 

Witnesses of the June 30 arrests told the Indonesian-language 
Koran Tempo newspaper that they were made at the home 
of Sudadi, a religious teacher at the Al Hidaya mosque in Suko- 
harjo, a southern suburb of Solo that is also the home of 
alleged JI spiritual leader Abu Bakar Bashir. Police seized pis- 
tols and ammunition and a samurai-style sword from the sus- 
pects, according to the witnesses. 

Azahari, a British-trained engineer and a master of dis- 
guise, has proved particularly elusive. He was on the back 
of a motorcycle with Mohammad Rais when the Sumatran 
JI leader was seized in April 2002. Azahari was then released 
because no one recognized him. He pulled offa similar escape 
last October after police surrounded a Bandung neighbour- 
hood where he and Noordin were hiding. 

Sukoharjo has since 1971 been home to Bashir's Mus- 
lim boarding school, best known as Pondok Ngruki. The 
school became a breeding ground for radical Islam, produc- 
ing graduates who fought in Afghanistan and came to form 
the core of JI and other militant groups. 

The latest arrests underlined the increasing effective- 
ness of Team 88, which first began working in the wake of the 
Marriott bombing. Western instructors, many of them retired 
special-forces personnel, have trained four 24-man quick- 
response units, 30 investigators and 30 bomb-disposal per- 
sonnel. Australian experts are also training intelligence offi- 
cers and the Australian government has funded a special 
training centre in Semarang, Central Java. & 
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MONGOLIA 


Split Decision 
A shock election result ends the government's 
dominance, but it could still hold on to power 





By Michael Kohn/ULAN BATOR 


IT WAS SUPPOSED TO BE a winning formula. Drag in spin 
doctors, policy wonks and public-relations gurus from Rus- 
sia, Europe and the United States, set up a lavish, Western-style 
campaign with flashy adverts and big-name supporters, and 
wait for the victory party. There was just one problem: the inde- 
pendent-minded Mongolian voter, who has a habit of dumping 
governments showing even the slightest hint of hubris. 

Mongolians voted for a new parliament, or Great Hural, 
on June 27. Buoyed by strong opinion-poll results, the gov- 
erning Mongolian People's Revolutionary Party (MPRP) 
was confident of holding on to power for another four years. 
The party, which ran Mongolia as a communist regime from 
1921 to 1990, had an overwhelming majority in the outgo- 
ing parliament, wielded virtual control of the media and could 
point to 5% economic growth last year. 

And then it all came crashing down. In a shock result, the 
MPRP lost around half its seats in parliament, leaving it 
tied at around 36 seats each with the main opposition bloc 
(final results have yet to be determined). The election has sent 
observers scurrying to see how such a result could have 
occurred and to divine what it means for Mongolia's bur- 
geoning mining, tourist and cashmere industries. 

For the moment, it's a matter of wait-and-see: A series 

- of court decisions could yet alter the results regarding several 
seats. The Motherland-Democrat Coalition's 36 seats might 
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be enough to form a government if it can woo three democ- 

rat-minded independent legislators. The MPRP is expected 
to team up with a lone Republican Party winner, giving it 37 
seats, still two short of an absolute majority, though possi- 
ble court-ordered recounts and new ballots in a number of 
districts could yet send one or two more seats its way. As 
the courts decide what to do, supporters of both blocs have 
been taking to the streets for largely peaceful protests. 

This extraordinary turn of events follows a campaign in 
which the Democrats appeared to vanish beneath a glitzy 
MPRP advertising crusade that featured everyone from boy 
bands to wrestlers. The Democrats took a different approach, 
bumping across the steppes in jeeps and going village-to-vil- 
lage. Mongolians responded to their call to oust the MPRP: 
“They showed us their money and power but it didn't work,” 
says schoolteacher Boriin Uranbileg. “So we fired them.” 

But the MPRP also suffered from the vagaries of Mon- 
golia’s winner-takes-all election system. In 2000, helped 
by division in the opposition camp, it took 72 out 76 seats 
in the Great Hural with just under 52% of the vote. In this 
year's election it won half that number of seats with just 
under 4996 of the vote. 

The names on the ballots were often those of business- 
men or Western-educated academics who saw politics as a 
way to spread their influence in this clannish country of 2.5 
million people. These élites had to face ever-present cam- 
paign issues of poverty and unemployment, which have 
swallowed a third of the workforce since the fall of com- 
munism in 1990. Broken promises of wealth and equality 
for all have determined past elections: In 1996, the MPRP 
was ousted from power for failing to implement economic 
reforms; in 2000, the Democrats were kicked out for cor- 
ruption and instability. 


IT'S THE ECONOMY 

The 2004 election was largely dominated by economic issues: 
The Democrats, who favour faster economic reform, came up 
with a popular scheme that promised 10,000 tugriks ($3.50) 
per month to every child until the age of 18. The MPRP, which 
also favours reform but places more emphasis on social issues, 
countered with its own offer of 500,000 tugriks for a newly- 
wed couple and 100,000 tugriks per new baby. 

Shocked by its demise, the MPRP is countering with 
allegations of cheating—including claims that the Democrats 
handed out cash and vodka to voters. The Democrats’ 
response? "There is a Mongolian proverb, when someone 
committed a crime in a dream they are actually revealing their 
own crime," says spokesman Puntsagiin Tsagaan. 

For now, the poll result remains in doubt. Unless one or 
other bloc winds up with a majority, Mongolia faces the 
prospect of fresh elections in the autumn or, possibly, a grand 
coalition. Continuing political uncertainty would do little to 
impress foreign investors, who have been pressing Mongolia 
to update and reform investment laws in key areas like man- 
ufacturing and mining. 

Whatever the outcome, one thing is clear: Four years of 
one-party dominance have come to an abrupt halt. = 
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AUSTRALIA 


Friendly Fire 


A challenger to three-term Prime Minister John 


Howard seeks support by slamming Bush 


By Rowan Callick/MELBOURNE 


EVER SINCE AUSTRALIA embarked 
on its most significant period of eco- 
nomic reform 20 years ago, there 
have been few big differences be- 
tween the major political parties. The 
country's economic growth has led 
the industrial world for a decade, and 
most politicians haven't wanted to 
shift direction substantially. Instead, 
national elections have tended to 
focus on issues of leadership style 
and cultural identity rather than clear 
differences on policy. 

That seems about to change. An 
election in which the major par- 
ties' differences will be palpable, 
especially concerning Australia's 
alliance with the United States, is 
almost certain by December. Mark 
Latham, 43, who narrowly won the 
leadership contest for the opposition 
Labor Party late last year, has been 
accused of undermining the tradi- 
tion of bipartisan backing for the 
U.S. alliance by calling for the 
removal of Australia's modest 
remaining Iraq force of 850 troops 
“before Christmas." 

Questioning Australia's support for the U.S. in Iraq is 
only the most visible sign of Latham’s outspoken opposition 
to the status quo. His potential team of ministers includes 
rock star-turned-environmentalist Peter Garrett, and his role 
model and mentor is Gough Whitlam, who turned Australia 
upside down during his term as Labor prime minister in 
1972-75. Whitlam gained power after 23 years of conserva- 
tive rule. Given that current conservative Prime Minister 
John Howard has won three consecutive elections starting 
in 1996, it isn't hard to see why Latham would look to Whit- 
lam for guidance. 

Latham has been especially unflattering in his description 
of Howard's unbending support for U.S. President George W. 
Bush, whom Latham describes as "the worst president ever." 

The president lashed back during a recent visit by Howard 
to Washington. Said Bush when asked about the possibility 
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PLAIN-SPOKEN: Latham doesn't pull his punches 


that Latham would pull Australia out of Iraq: *It would be a 
disastrous decision for a leader of a great country like Aus- 
tralia to say that we're pulling out. It would dispirit those who 
love freedom in Iraq and embolden the enemies who believe 
that they can shake our will." 

It wouldn't do much for Bush, either, who faces an elec- 
tion in November. Paul Dibb, a former top Australian defence 
and intelligence official, says that it would be "politically 
disastrous" for the U.S. to lose such a previously unques- 
tioning ally. That's why a stream of top U.S. officials includ- 
ing Secretary of State Colin Powell and his deputy, Richard 
Armitage, repeated Bush's criticisms of Latham. 

The issue has generated strong 
debate in Australia about whether 
the U.S. was improperly interfer- 
ing in Australia's domestic politics. 
One recent poll reported that 5696 of 
voters thought Bush was out of 
order. But another poll found that 
voters believed by 5096 to 4496 that 
a troop withdrawal would damage 
the U.S. relationship. Overall, Labor 
led both polls by 5296 to 4896. 

Dibb, now chairman of the Strate- 
gic and Defence Studies Centre at the 
Australian National University, says 
he thinks it is possible that Latham 
will "take us down the New Zealand 
route." Wellington effectively with- 
drew from its U.S. alliance when its 
parliament voted in 1987 to ban 
nuclear-powered or armed vessels 
from New Zealand waters. 

But Kevin Rudd, the Labor Party's 
dynamic, Mandarin-speaking for- 
eign-affairs spokesman, insisted that 
the alliance with the U.S. is robust 
enough to withstand a Latham elec- 
tion. The U.S. administration agreed, 
eventually saying that Latham is enti- 
tled to his views and would be wel- 
come to visit Washington if he were elected. 

In the end, the election may turn on domestic issues after 
all. Howard has introduced a big new domestic spending pro- 
gramme in the latest budget while keeping a surplus overall. 
And though he will certainly try to cast doubts on Lathanis abil- 
ity to run Australia's foreign policy and keep the nation secure 
from terrorism, he will also focus on his opponent's inexperi- 
ence in fighting economic threats like high interest rates. 
Latham’s response has so far been to introduce new, off-cen- 
tre issues such as the benefits of reading to children and ban- 
ning fast-food advertisements on children’s TV shows. 

The main electoral battle will be fought in the outer sub- 
urbs, where Howard has in the past been able to win over tra- 
ditional Labor voters, whom he dubs "battlers." Latham has built 
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his career on his ability to track the changing needs of the same -* 


group, whom he has called "the aspirational class." & 
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The Region 


SINGAPORE 


Costly School Expansion 


A school is embroiled in a row between the board, parents and teachers which some say could cast 
a shadow over Singapore’s efforts to position itself as an international education hub 


By Cris Prystay/SiNGAPORE 


A HEATED BATTLE between the board of one of Singapore's 
premier international schools and teachers and parents could 
cast a shadow over the city state's bid to become an interna- 
tional education hub. 

The problems at United World College (UWC) of South- 
east Asia, an exclusive private elementary and secondary school, 
began earlier this year when the board announced plans to cut 
housing benefits and a long-service bonus, or "service gratu- 
ity," paid in lieu of a pension. The cuts, which teachers say will 
amount to a 2026-3096 drop in overall compensation, come 
ata time when the school is splashing out on new on-site facil- 
ities in order to fulfil targets set by the Singapore govern- 
ment as part of the school's property lease. 

Some teachers allege the school was forced to grow too 
fast, and that its growing pains were compounded by fiduci- 
ary mismanagement on the part of the board. Dozens have 
threatened to resign, and parents and the board have squared 
off in a battle for control of the board. As the feud drags on, 
other international schools have been flooded with applica- 
tions from parents anxious to transfer their children out of 
UWC after the summer holidays. 

The furore could tarnish Singapore's bid to become an inter- 
national education hub, some of the protagonists say, because 
it portrays the government as putting pressure on the school to 
meet unrealistic targets. The government's Economic Devel- 
opment Board, however, claims the row is simply a land-use 
issue and has nothing to do with its ambitions, which it says 
focus on tertiary institutions. To this end, Singapore has aggres- 
sively courted global education players in the last four or five 
years. Nine universities, including Insead, University of 
Chicago, Massachusetts Institute of Technology and Shang- 
hai Jiaotong, have set up branch campuses in Singapore. 

But Singapore has also offered international schools pref- 
erential terms on large plots of land, and has asked them to 
increase their size. When UWC, which has operated here as 
part of a British-based not-for-profit education organization 
since 1970, renewed its lease four years ago, the Singapore 
government required the college to expand its student enrol- 
ment to 2,900 by the year 2010, according to the board. 
The move required a $$40 million ($24 million) building- 
expansion programme. 

"In the last five years, the school has doubled in size, 
and we've had a very large building programme. The board 
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BUILDING PROGRAMME: The United World College has doubled in size 


has to constantly look at finances, and the service gratuity kind 
of stood out," says Lachlan Hough, a board member. 

In 1996, Singapore allowed companies with foreign 
employees to opt out of its Central Provident Fund (CPF) 
scheme, and the school offered foreign staff a service gratu- 
ity of 25% of their salary, per year of service, when they 
left—an amount that was then equivalent to the CPF. Sin- 
gapore has since cut the amount employers must contribute 
to the CPF to 13%, and the board says it simply decided that 
it's time to follow suit. 

Hough denies there's been any mismanagement, or that 
the school was forced to grow too quickly. “Fee income has 
also gone up," he says. The school now has 2,500 students, 
and is in the last phase of its building plan. “We have to be fis- 
cally responsible. We looked at expenses, and 7096 of those 
expenses are salaries," says Hough. 

The school's total liability for the foreign-staff service 
gratuities is now at about $$27 million. The school had 
S$38 million in net assets, including property, as of July 31, 
2003, according to financial documents obtained by the 
Review. But borrowings, including a S$14.5 million provision 
for the service gratuities, stood at $$44.8 million; the school's 
current assets were just $$7.7 million. 
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In an April 12 memo, the board said cutting the gratuity 
was necessary “to contain an escalating liability and prevent 
it from affecting the future viability of the college.” But 


some teachers believe the board effectively borrowed from resigned on May 11, stating in a letter to paren! 
them to fund the growth mandated by Singapore, and is was about much more than wage negotiations. Mai ' 
now cutting that bonus because the school's debt to staff is ers have threatened to resign, or not renew their contra: en 
piling up. The deferred bonus system, some staff argue, freed they expire. On June 28, teachers invited parent oo] 
up the resources that allowed the school to undertake its new to discuss its problems; the board deemed it an un rized 
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They cite, for example, construction of a $$4.9 million under- ers to the parents, who fork out about $$22,« year pi id 
ground garage that was meant to include a bus drop-off point, in tuition fees. But the government asserts that thi ol se 
but in the end could not accommodate large buses. its own pace for growth, and that the issue over thi im 
“There exists a deep mistrust of the board as currently ply one of land use in a land-scarce city. A spoki m- 
composed. This mistrust is based on an extended record of gapore's Urban Redevelopment Authority (URA) sa ited 
to scale down the school's site to 9.86 hectares wh: leas 
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many years,” the teachers wrote 


Tensions at the school are running 


was renewed in 2000 because the original r 
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it planned to increase its student population 
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By Ifzal Ali 


The writer is chief economist at the Manila-based 
Asian Development Bank 


Developing Asia is growing faster than any region on earth. But 
a consequence is that many economies are experiencing a struc- 
tural transformation as their sources of growth diversify away 
from labour-intensive agriculture. This move, when paired with 
growing populations, sets the scene for an employment crisis 
in the next decades. The worry lines are already clear. Robust 
GDP growth rates in most of developing Asia over the past two 
years were not accompanied by a decrease in jobless figures. 
Unemployment rates in countries like China, India, Indone- 
sia, Pakistan and the Philippines have not been falling. 

The rapidly expanding labour force in many countries 
compounds the concern. In Bangladesh, Indonesia, Malaysia, 
Pakistan and the Philippines, labour-force growth is projected 
at over 2% a year between 2000 and 2010. In the same period, 
China's job market will see 6o million new entrants; an addi- 
tional roo million will be looking for work in India. The poten- 
tial for crisis is real. But the situation can be tamed if action is 
taken to improve the functioning of labour, land and capital mar- 
kets, to mobilize new investment and to retrain workers. 

In many developing countries, rapid growth has occurred 
in recent years in capital-intensive industries, export-ori- 
ented skilled-labour-intensive industries and the property sec- 


. tor. Growth in agriculture and other labour-intensive sectors 


has lagged behind. Poorly functioning labour and capital mar- 
kets have led to a misallocation of resources and favoured 
the use of capital over labour. 


* Robust GDP growth rates in most of developing 


Asia over the past two years were not accompanied 


by a decrease in jobless figures yy 


While the rapid decline in agriculture's share in GDP is being 
compensated by increases in the share of manufacturing and 
services, the breakdown of the labour force has not followed suit. 
As a consequence, considerable surplus labour is being cre- 
ated in the agriculture sector— still the largest sector in many 
developing nations. Employment growth continues to seriously 
lag behind output growth in manufacturing, and this creates 
doubt whether an expansion of manufacturing by itself can 
significantly address the unemployment problem in developing 
Asia. In India, for example, the service sector accounts for 
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over 50% of GDP. But again, employment growth 
lags behind output growth. 
The continuing demographic transition in devel- 


7) oping Asia will accentuate the problem. The region 


was home to 660 million people between 15 and 
24 years of age in 2000. That number is expected 
to top 730 million by 2010. Finding jobs for these 
new entrants, as well as older people who lose their 
jobs, will be a key task for governments across Asia. 

In the short term, demand for labour, and as 
a result higher wages, could be created by focus- 
ing on improving agricultural output through 
labour-intensive investment in rural infrastructure. 
During construction of small-scale irrigation sys- 
tems, for example, jobs are created. Once in place, 
the systems expand crop production, which 
requires more labour and results in greater 
incomes for farmers and labourers. Similarly, thou- 
sands of rural agricultural communities across 
Asia lack access to markets. Construction of farm- 
to-market roads can create large numbers of short- 
term jobs, and leave communities with greater 
opportunities to maximize income from both farm 
and nonfarm production. If approached in an inte- 
grated and comprehensive manner, improvements 
in rural infrastructure could pave the way for future 
private-sector investment in rural areas. 

The creation of more flexible and competitive 
factor markets—land, labour and capital—is a pre- 
requisite for sustained employment creation. In 
many countries, agrarian reform will be the first 
step towards functioning land markets. New rules 
are needed to increase the mobility of workers and 
make hiring new staff more attractive. Capital mar- 
ket reforms are required to enable markets to 
appropriately allocate and price capital. 

Even with more efficient markets, economies 
will require a significant increase in the volume and 
productivity of investment to create a large vol- 
ume of jobs. It will be crucial to establish a favourable 
investment climate by ensuring free entry and exit 
of firms, infrastructure adequacy, sound and trans- 
parent government regulation and minimal cor- 
ruption. The opportunity provided by Asia’s current 
robust growth must be used to initiate and sustain 
reforms whose impact will be felt over the medium 
term. These reforms should aim at expanding 
growth, and its labour-intensiveness should support 
socially inclusive development. This is essential to 
enlarge the constituency for reform. The sustain- 
ability of both reform and high growth rates hinges 
on building and broadening this constituency. = 
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Microsoft’s Gates Visits 
China to Lobby Leaders 


Bill Gates, founder and chairman of American soft- 
ware giant Microsoft, visited China for the fourth 
time in three years in an effort to counter a move by 
competitors to promote Linux as a rival computer- 
operating system to Microsoft’s Windows. Analysts 
said that Gates was also trying to head off a move by 
China to introduce antitrust legislation. Gates said at 
a press conference in China that he didn't expect 
antitrust problems. “We already do business in over 
50 countries that have laws like that, and we're in 
full compliance with those laws," he said. Gates met 
with Chinese Premier Wen Jiabao on June 30 and 
said that the company and central government were 
moving “with a common purpose.” Several days 
later, the head of Microsoft's 
China operations, Tim 
Chen, said that the Seattle- 
based company is in the 
midst of an expansion in 
China to create one of the 
largest software research- 
and-development facilities 
outside the United States. 
Chen said that the company 
currently has about 9oo 
local employees in China. 


GATES: Looking to expand 





CHINA CONSIDERS MERGING PHONE COMPANIES 
China is reportedly considering a plan to merge its four big telephone 
companies into two, though some analysts speculated that opposition to a 
merger from two of the companies could scuttle the plan. China Mobile and 
China Unicom are the country's mobile carriers while China Netcom and 
China Telecom are fixed-line operators. However, all four carriers are vying 
for next-generation mobile licences and are expected to get them. The 
motivation for mergers, from the government's perspective, is to protect the 
companies' profits and to head off the wastage of resources that would 
occur if all four carriers built separate—and sometimes overlapping—next- 
generation networks. Already, China Mobile and Unicom have both seen per- 
user mobile revenues drop as they have gone after less-affluent customers. 
China Telecom and Netcom have also launched wireless products. 
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PROTEST 


A rare public protest 
against a state-run bank 
Saw as many as 50 
protesters invading the 
lobby of the Bank of 
Communications in 
Shanghai beginning on 
July 2. The protesters said 
that the bank was mar- 
keting a high-interest- 
bearing trust and had 
made an implicit guaran- 
tee to stand behind the 
investment. They said 
that the bank, which is 
China's fifth-largest 
commercial bank, 
defaulted on payments on 
$10.4 million worth of 
investments. Experts say 
regulation in China's trust 
industry remains weak. 


HEALTH 


Li Lining has resigned as 
head of China's Centre 
for Disease Control and 
Prevention, reportedly to 
take responsibility for an 
outbreak of Severe Acute 
Respiratory Syndrome 
earlier this year at one of 
the agency's laborato- 
ries. Nine people were 
infected because of the 
outbreak; one person 
died. The official Xinhua 





TOURISM FROM China was 


a key driver in travel 
bookings across Asia in 
April and May, one year 
after the Severe Acute 
Respiratory Syndrome 
outbreak hammered the 
travel industry. Abacus 
International, Asia's bigge 
air-ticketing and reserva- 
tions company, said that 
China's rising affluence 
had helped to drive the 
recovery from Sars. The 
company said that the 
recovery was strongest in 
Singapore, Hong Kong, 


Vietnam, Taiwan and Chin: 


news agency said the 
outbreak was the result 
of poor management 
and negligence. 


TECHNOLOGY 


Japan's Renesas Tech- 
nology, the world's third- 
largest semiconductor 
manufacturer, plans to 
triple its production in 
China over the next 
three years. The com- 
pany, which was formed 
a year ago through the 
merger of parts of 
Hitachi and Mitsubishi 
Electric, will invest ¥30 
billion ($275 million) 
over the period in its two 
China plants. The 
company will create a 
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wholly owned subsidiary 
in China and consolidate 
subsidiaries in China, 
Hong Kong and Taiwan. 





State-owned China Power 
is to delay its $500 
million Hong Kong initial 
public offering for about 
two months, according to 
different news reports. 
Reuters reported that the 
delay arose because 
there are some approvals 
connected to the listing 
that haven't been granted 
by Beijing. Some stock 
analysts quoted else- 
where said that weak 
stockmarkets and the 
possibility that the IPO 
could underperform 
expectations are the real 
reasons for the delay. 





The Chinese government 
reports that it received as 
many complaints from 
ordinary citizens being 
forced to move in the first 
half of 2004 as were 
received in all of 2003, 
according to a govern- 
ment-run newspaper, the 
China Daily. The number 
of complaints in the first 
half of this year was 
18,620. Most of the 
complaints were report- 
edly from farmers who 
had their fields confis- 
cated and homes torn 
down to make room for 
new construction. 





Mongolia has invited 
China to help develop its 
petroleum industry and in 
turn potentially provide 
an important new source 
of oil to energy-starved 
China. Visiting Mongolian 
President Natsagiin 
Bagabandi said that his 
government made the 
proposal after a meeting 
with his Chinese counter- 
part, Hu Jintao, in Beijing. 


BAGABANDI: Mongolian 
president visits China 





Japan began exploring for 
natural gas in its exclu- 
sive economic zone in 
the East China Sea on 
July 7, the government 
reported. The move is 
partly designed to 
counter China's oil 
exploration nearby. China 
is building a drilling 
facility roughly 400 
kilometres northwest of 
Okinawa. Japan says the 
Chinese site is close to its 
waters, but China dis- 
putes the line of demar- 
cation set by Japan. 


HOUSING: Complaints over demolitions rise 
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BUSINESS DIGEST 


SUPPORT FOR FARMERS INCREASES 

China increased its financial support for its farm sector in the 
first five months of this year by 2.5% to 2.5 trillion renminbi 
($302 billion) from the same period a year ago. Analysts said 
that the increase represents part of an effort by Beijing to 
address the large and growing income gap between rural and 
urban workers. The income gap is blamed in large part for 


millions of rural labourers moving to cities to seek work. Officials 


fear that the migration could lead to social unrest. According to 
official news agency Xinhua, average disposable income for 
urban residents was more than twice that of rural residents in 
the first three months of this year. 


FOREIGN AD COMPANY GETS GREEN LIGHT 
The China subsidiary of Rupert Murdoch's News Corp., Star China, 


has been granted approval to set up a wholly owned advertising 


company in China, the first of its kind in the country. The new com- 
pany will begin operations soon in Shanghai. The president of Star 
China, Jamie Davies, credited China’s Closer Economic Partner- 
ship Arrangement (Cepa) with Hong Kong for allowing the deal 
to move forward. China had pledged to allow foreign companies 
to hold stakes in Chinese film and television production compa- 
nies two years after entering the World Trade Organization at 
the end of 2001. Wholly owned subsidiaries of foreign compa- 
nies may be launched four years after China's WTO accession, but 
China promised that Hong Kong companies could enjoy some ear- 
lier advantages under Cepa. 


FINANCIAL RESTRICTIONS LOOSENED 

Government agencies in Beijing announced rules changes that were 
welcomed by financial companies inside and outside China. The first 
was a change announced by the China Securities Commission to 
eliminate a rule that required foreign and local mutual-fund com- 
panies to keep 20% of their assets in Chinese treasury bonds. 
Analysts said that the rule change might spark selling of govern- 
ment-debt securities, and it will allow companies to differentiate 
their products more than in the past. Separately, an official of the 
State Administration of Foreign Exchange said that the government 
is in the process of lifting restrictions on how insurance compa- 


nies invest overseas. The greater freedom is expected to help these | 


companies tap overseas markets. Hong Kong is expected to be a big 
beneficiary of the change. 


U.S. SLAPS TARIFFS ON SHRIMP IMPORTS 

The United States slapped punitive duties on shrimp imports from 
China and Vietnam of up to 113%, because of alleged dumping. China 
and Vietnam are classified by the U.S. as nonmarket economies, so 
it is likely that the duties will stand on appeal, with perhaps a slight 
reduction. Two other Asian countries accused of dumping by U.S. 
shrimp farmers, Thailand and India, are categorized as “market 


economies" and reportedly have a much better chance of beating — 


the dumping charges. The value of shrimp imports from China in 
2002 was $295 million and from Vietnam $488 million. 


Elsewhere in the Review: 


China Is Finally Taking Action on Aids (page 44) 
Are More Boom-Bust Cycles in Store for China? (page 59) 
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ETHNIC MINORITIES 


Why China Fears 
This Uyghur Exile 


Erhin Alptehin is emerging as a popular leader of Uyghur ethnic minorities in western 
China and throughout the world. Little could be more worrying to Beijing, which fears 
that he could rally a disaffected people 


THE GOVERNMENT OF China did every- 
thing it could to prevent Erkin Alptekin, 
the 65-year-old leader of a new exile group 
dedicated to self-determination for a 
region in northwest China, from visiting 
the United States recently. In lobbying the 
State Department and the White House to 
deny entry to Alptekin, China's embassy 
accused his organization, the World 
Uyghur Congress, of planning "terrorist 
activities aimed at splitting China." 

China worked so hard to deny Alptekin 
the oxygen of international exposure 
because it sees his cause as a deeply wor- 
rying threat to Chinese sovereignty, terri- 
torial integrity and social stability. It also 
seems to fear that Alptekin is emerging as 
a charismatic leader for disaffected mem- 
bers of its ethnic-Uyghur minority, who 
have previously failed to rally behind any 
single leader. 

Yet the U.S. government ignored 
China's entreaties. In contrast to Beijing, 
many in Washington see Alptekin as a 
rare, Westernized, moderate Uyghur 
leader who might be in a position to 
influence more radical Uyghurs operat- 
ing in a volatile region. Washington's dis- 
missal of China's concerns regarding 
Alptekin is striking because it comes at a 
time when the joint commitment of 
China and the U.S. to fighting terror- 
ism is often cited as a key factor in their 
improved bilateral relations. 

After China failed to prevent Alptekiris 


30 Far Eastern Economic Review 


U.S. visit, its ambassador continued to 
work to try to limit the audience for the 
Uyghur leader’s message there. In a May 
27 letter to the chairman of the Senate 
Foreign Relations Committee, Republi- 
can Richard Lugar, Yang Jiechi wrote, 
“I hope that you will . . . not attend or 
send your staff to attend” two events at 
which Alptekin would be speaking, and 
will “use your important influence to 
advise your colleagues not to attend 
these events either.” 

Alptekin did not meet any Bush 
administration officials on his May 27- 
June 3 trip, but despite China’s efforts 
he did get a warm reception, particularly 


A LIKEABLE 
SEPARATIST 


* Uyghur minorities in 
China's northwest have 
long felt oppressed 


* A respected, pacifist 
leader-in-exile, Erkin 
Alptekin, has emerged 


* China tried to stop 
Alptekin's recent U.S. 
visit, but he was received 
warmly in Washington 





By Susan V. Lawrence/WASHINGTON 


from some prominent U.S. congressmen. 

One reason is Alptekin’s strong sup- 
port for nonviolence. His group claims 
to represent the worldwide community of 
Uyghurs, the Turkic-speaking, predomi- 
nantly Muslim people of northwest 
China's Xinjiang province. Some 8.4 mil- 
lion Uyghurs live in China; another esti- 
mated 600,000 live abroad, the greatest 
number of them in Central Asia, Saudi 
Arabia and Turkey. Since the September 
11, 2001, terrorist attacks in the U.S., a 
small number of Uyghurs have been 
linked to terrorism, which is a sure way to 
get attention in Washington these days. Yet 
Alptekin not only condemns violence, he 
is also closely associated with the U.S. 
because of a long career working for the 
American-backed Radio Liberty in Europe. 
Alptekin is a German national. 

Dru Gladney, an expert on Islam in 
China at the University of Hawaii at 
Manoa, cautions that Alptekin may not be 
able to win the support in the broader 
Uyghur community that some of his 
international boosters might hope for. 
Alptekin benefits from strong name 
recognition among Uyghurs: His father, 
Isa Yusuf Alptekin, headed a short-lived 
Uyghur government in Xinjiang in the 
1940s, when China was ruled by Chiang 
Kai-shek's Nationalists. But Gladney says 
his close ties to the U.S. may blunt his 
appeal to radical Uyghurs, while his long 
absence from Xinjiang, which he last vis- 
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THE NEW FACE OF UYGHUR NATIONALISM: Erkin Alptekin has won a following with his commitment to pacifism 


ited in the early 1980s, may make him 
less relevant to Uyghurs in China. Glad- 
ney also notes that Alptekin is not a prac- 
tising Muslim. “To some extent, to have 
influence over some of the more radical 
Uyghurs, one would need to be reli- 
gious," says Gladney. 

A likely factor in Alptekin’s positive 
reception in the U.S. was long-running 
irritation in Washington over the per- 
ception that China is overplaying its hand 
in labelling Uyghur separatist groups as 
terrorists and thereby justifying dracon- 
ian measures in Xinjiang. 

Signs of a disconnect between Wash- 
ington and Beijing over what China calls 
"East Turkestan terrorism" —East Turk- 
estan is the name Uyghur separatists use 
for Xinjiang—became evident long before 
Alptekin's visit. Most conspicuously, in 
December when China released a list of 
four organizations and 11 individuals it 
claimed to be Eastern Turkestan terrorists, 
the U.S. declined to endorse it. 


July 1. 2004 


The case of Rebiya Kadeer, a Uyghur 
businesswoman imprisoned for send- 
ing articles cut out of a newspaper to her 
husband in the U.S., is an additional irri- 
tant in the relationship and complicates 
China's efforts to win sympathy for its 
approach to Xinjiang. Many people in offi- 
cial Washington consider Kadeer's treat- 
ment a direct affront to the U.S. because 
she was detained in Xinjiang in 1999 
while on her way to meet visiting staff 
from the U.S. Senate and the American 
Congressional Research Service. 

In a barbed reply to Ambassador 
Yang's letter requesting that Lugar stay 
away from the Uyghur events being held 
during Alptekin’s trip, a Lugar aide, Keith 
Luse, wrote that "Ambassador Yang's 
admonition to the chairman to not attend 
a meeting in the United States reminded 
me of Rebiya Kadeer . . . This mother of 
ro continues to sit in a cell. China has not 
responded to repeated calls for her 
release by the Bush administration and 


the U.S. Congress. Could Ambassador 
Yang write to Chairman Lugar advising 
when Rebiya Kadeer will be released?" 
Luse copied his letter to the full mem- 
bership of the U.S. Senate Foreign Rela 
tions Committee. 


WARNING BY BUSH 
President George W. Bush and Vice- 
President Dick Cheney have both 
warned China not to use the war on ter- 
rorism as an excuse to repress its eth 
nic minorities. Highlighting U.S. con- 
cerns about Chinese policies in Xinjiang 
Alptekin was invited to testify before the 
House International Relations Com 
mittee on the human-rights situation 
in Xinjiang. Alptekin spoke alongside an 
exile from Tibet and a representative of 
the Falun Gong spiritual movement 
which is banned in China. 

At a gala dinner organized by a loca! 
Uyghur group, the Uyghur American 
Association, at which Alptekin was >> 


La 


rotes utpoa 


solleun 1119€ , 


M HA 14 / 


Kevin Lee /Getty Images 


| CHINA 


UYGHURS SEEM TO HAVE BENEFITED FROM THE NOTORIETY 
OF BEING BLAMED BY BEIJING FOR TERRORIST ACTS AND HAVING 


SOME INDIVIDUALS HELD BY THE U.S. IN CUBA 


v 
v 


the star guest, Congressman Barney 
Frank, a Democrat from Massachusetts, 
lauded the Uyghur cause: “The dignity 
and commitment to principle that you are 
showing” in your struggle against official 
Chinese repression is “humanity at its 
best.” He added that he wanted to stress 
“how pleased I am to be able to come and 
express my solidarity with a Muslim 
group fighting for the same principles 
that we fight for in America." 

Alptekin has been struggling most 
of his life to focus the world's attention on 


to publish only one or two articles about 


the Uyghurs a year. Despite decades of 


peaceful efforts to call China to account 
for what the exiles said were repressive 
tactics, by 1990, Alptekin says, "nobody 
was interested." 

Then, in the 19905, sporadic violence 
began to break out in Xinjiang. Alptekin 
says that frustrated young Uyghurs “lost 
patience" with China. He condemns their 
resorting to violence but also says that the 
Uyghurs involved likely concluded that 
violence was the only way to "draw the 





LIFE IN XINJIANG: Uyghurs feel repressed under Chinese rule 


the fate of the Uyghurs under Chinese 
communist rule. After the communists 
came to power, his family fled, first to Sri- 
nagar, India, where 12-year-old Erkin 
attended a Catholic school, then to Turkey. 
Erkin’s father, a personal friend of Tibet's 
Dalai Lama, worked tirelessly to publicize 
the Uyghurs' situation. 

But for most of the time that father, 
and later, son, lobbied on behalf of the 
Uyghurs, Alptekin says they had trouble 
getting anyone to listen. In his radio days, 
Alptekin recalls, the world's media used 
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attention of the international community" 
because “the international community 
only reacts when conflict breaks out." Chi- 
nese police in Xinjiang reported that there 
were bus bombings, a train derailment 
and bombings of police stations. 

After September 11, 2001, under 
heavy pressure from China, the United 
Nations labelled a Uyghur group, the 
East Turkestan Islamic Movement, a ter- 
rorist organization. Among the crimes 
China blamed on the group were the 
bombing of the Chinese consulate in 


Istanbul and assassinations of Chinese 
officials in the Kirgyzstan capital of 
Bishkek. This year, U.S. officials disclosed 
that 22 Uyghurs are among the nearly 
600 prisoners being held on suspicion of 
terrorism at the U.S. detention centre at 
Guantanamo Bay, Cuba. Both develop- 
ments cast the Uyghurs in an unflatter- 
ing light, but also help to put them on pol- 
icy agendas in many capitals. 

In April, exiled Uyghur delegates 
from 13 countries met in Munich, Ger- 
many, and agreed to merge two of the 
exile community's most influential organ- 
izations, the East Turkestan National Con- 
gress and the World Uyghur Youth Con- 
gress, into a new World Uyghur Congress 
headed by Alptekin. 

The World Uyghur Youth Congress 
was one of the four groups identified as ter- 
rorist organizations in China's December 
2003 list. But in a press release, Alptekin 
announced that the new organization 
would promote the right of the Uyghur 
people to use "peaceful, nonviolent, and 
democratic means to determine the polit- 
ical future of East Turkestan." 

In addressing audiences in Wash- 
ington, Alptekin was careful to empha- 
size his opposition to violence. He says 
he tells Uyghurs pragmatically that if they 
rise up against their Chinese rulers, they 
will be “slaughtered and the world would 
just watch.” He says he asks them: “Is 
it worth it just for publicity that we send 
our people to death?" 

Alptekin says the priority for the 
Uyghur community now should be to pre- 
serve the Uyghur language, culture and 
national identity, so that if some day given 
a choice, Uyghurs will still be a suffi- 
ciently distinct ethnic group to justify a 
separate state. In 50 years, if Uyghurs “are 
all assimilated, [if they've] lost their 
tongue, literature, and everything, what is 
the use of that independence to me?" he 
asked in a public speech hosted by a group 
of Turkic associations. The Chinese 
embassy had two diplomats at the session 
quietly taking notes. = 
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PuBLIC RELATIONS 


The New Spin 


Beijing is creating a new networh of government 
spokesmen. Just don't expect transparency 





By Anthony Kuhn/BtijING 


IN THE EARLY DAYS of China's reform era, a press confer- 
ence for local journalists meant being summoned to a 
ministry and being told what to report. For the handful of 
foreign correspondents here at the time, it meant a weekly 
briefing at the Ministry of Foreign Affairs where a 
spokesman would read a statement, mostly listing the com- 
ing and goings of Chinese and foreign leaders. No ques- 
tions were answered. 

[n the more than two decades since, the commercializa- 
tion of domestic media and the rise of the Internet have poked 
holes in the government's monopoly on information. Local 
journalists are less docile and China-based foreign corre- 
spondents more numerous. 

Damaging public-relations fiascos—including the ini- 
tial cover-up of last year's Severe Acute Respiratory 5yn- 
drome outbreak—have persuaded Beijing to put in place a 
wide network of trained official spokesmen available on call 
to answer questions from all media. The change began in 
2002; spokesmen are to be designated in central ministries 
and local government departments. 

Like other recent media reforms, including a round-the- 
clock TV news channel and the establishment of Internet 
chat rooms run by the state media, the spokesmen are 
intended primarily as crisis-management tools and slicker 
packaging for the party line, according to official and media 
scholars. The reforms are a modest start, but by any meas- 
ure China remains far from instituting the kind of gov- 
ernment transparency required by a market economy anda 
democratic polity. 


July 15. 2014 


(2uady SMAN enuurx 


| China 


WATCH WHAT YOU SAY: Reporters besiege a Health Ministry 
official during last year's Sars outbreak 


“With China, it’s always that the form precedes the con 
tent,” says Yu Guoming, director of the Public Opinion 
Research Centre at People’s University in Bejing 
the reform touches on the separation of powers, problems, 
contradictions and clashes of interest will be evident,” warns 
Yu, who has lectured some of the new spokesmen. 


“Because 


POLISHED AND PROFESSIONAL 
So far, the government has not established spokesmen as a 
separate category in the bureaucracy. Spokesmen serve 
concurrently in other official positions. Besides hindering 
the process of specialization, this means that a spokesman 
could lose both his jobs through a slip of the tongu: 
has apparently caused trepidation among potential spokes- 
men and prompted government agencies to delay reveal- 
ing who their designated mouthpieces are 

“Being a spokesman is a high-risk occupation. Every 


This 


sentence is another opportunity to make a mistake nfides 
Liu Jianchao, vice-director of the Ministry of Foreign Affairs 
Information Department and one of the ministry's three 


spokesmen. “But if you don’t speak or provide information, 
that’s the biggest mistake.” 

The 40-year-old, Cambridge-educated Liu is emblematic 
of China's younger, more polished and professional spokes- 
men. He deftly fields and parries questions in front of the 
cameras, and banters cordially with foreign reporters behind 
them. While spokesmen are often limited to the sort ol boil- 
erplate that veteran correspondents could recite in their sleep, 
Liu is confident in his ability to give ample information within 
the prescribed limits. “You come as close to the line as pos: 
sible without crossing it," he explains 

Traditionally, officials have been punished for saying too 
much, not too little. And China has no regulations making 
the divulging of information an official responsibility. That 
may change, however, as localities draft regulations govern 
ing the work of spokesmen. A proposed national freedom 
of information act would also help by curtailing the 
vast scope of classified information. 

"Affairs that ordinary people should know about must 
be made public in a timely manner in order to guarantee 


irrently 


the people's right to know,” says Wang Guoqing, deputy direc- 
tor of the State Council Information Office, which oordi- 


nating the new system. While officials and state media increas- 
ingly trumpet government transparency and the right to know, 
these concepts remain sensitive or even—in the eyes of con 
servative bureaucrats—downright distasteful 


When training spokesmen, Wang tells them that they 
“must not treat reporters as minions students, friends ot 
enemies." He warns them that other bureaucrats must 


not use the spokesman system as an excuse to avoid speak- 
ing to the press. And he reminds them to leave time for 
reporters to ask questions by handing out prepared speeches 
instead of spending entire press conferences reading them 
As if they didn't know. = 
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AIDS 


ANSE 


Wasted 


Lives 


in this special report, we uncover 
a resurgent Aids epidemic that's 


Rising drug use feeding into rampant 
prostitution and endemic ignorance 


Governments underestimate the 
magnitude of the problem and ignore 
the need for immediate intervention 


The consequences of inaction 
will be costly and long-lasting 


By Michael Vatikiotis/BANGKOK AND BALTIMORE, 
and Shawn W. Crispin/ BANGKOK 


The region's 
governments believe HIV/Aids 
is under control. They couldn't 
be more wrong. 

A volatile mix of emerging 
and established risks threatens to trans- 
form Asia’s current HIV/Aids epidemic 
into a full-blown pandemic in the near 
future. A dangerous sense of compla- 
cency and a deeply ingrained social 
stigma surrounding the disease are 


major stumbling blocks to stemming its 
spread. But most alarming: Govern- 
ments are neglecting the major breeding 
grounds for HIV/Aids—drug users and 
commercial sex workers. 

As Aids experts and activists converge 
on Bangkok for an International Aids 
Conference on July 11-18, a just-released 
r5-month study compiled by the Asian 
Development Bank and UNAIDS, a 
special body set up to coordinate the 


United Nation's response to Aids, con- 
cludes that it is “make or break” time for 
Asia. More than 7 million people cur- 
rently live with HIV/Aids in the Asia- 
Pacific region. HIV/Aids causes around 
500,000 deaths per year. The cost to Asia: 
around $7.3 billion in 2001, according 
to the report. 

As long as Asia stays in denial, those 
costs will rise. If governments fail to sub- 
stantially increase spending on HIV/Aids- 
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MISERY: A wife and mother comforts her Aids-ravaged husband in the Epidemic Ward of Battambang Hospital, northern Cambodia 
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SPELIAL REPORT: 


Training and Research Programme in 
Baltimore in the United States. 

Because of Asia's massive population, 
plain percentage comparisons with sub- 
Saharan Africa mask the huge human toll 
of HIV/Aids in the region. Consider the 
world's two most-populous nations: India 
has 4.58 million people living with HIV— 
that's second only to South Africa, which 
has an estimated 5 million cases. And in 
China, where official estimates put the 
number of infections at less than 1 million, 
the ADB/UNAIDS report warns that the 
number could reach 10 million by 2010 
without more aggressive action. 

For Asia's larger populations, a small 
increase in prevalence rates can substantially 
boost total numbers. Notes Beyrer: "396 or 
496 of an adult population living with a fatal 
disease is a disastrous epidemic." 

Asia is wealthier than sub-Saharan 
Africa, where the horror of Aids is conveyed 
by the haunting pictures of its orphans. But 
Beyrer, who has worked on Aids issues in 


Asia, argues that from the perspective of 


epidemiology, Asia's story is still unfolding 
and it is tending to follow a pattern well- 
established in the West. 


INJECT, INFECT 
Take the case of Indonesia, where as recently 
as a decade ago, there were virtually no Aids 
cases. Today, Southeast Asia's most-populous 
country, with around 216 million people, 
faces a surging epidemic stemming from an 
alarming rise in intravenous drug users (see 
story on page 46). 

Indonesia is an example of how swiftly 
an Aids epidemic can erupt and spread. A 
1996/97 study of some 800 commercial sex 
workers in Jakarta conducted by a U.S. Navy 
medical team found that not one was 
infected with HIV. They were looking in 
the wrong place. In 2002 the Indonesian 
authorities estimated that among 160,000 
intravenous drug users, 85% were sharing 
needles, and half of them are believed to be 
infected with HIV. 

Aids epidemics in Europe and the U.S. 
spread rapidly among drug users, says Nick 
Crofts, a professor and director of the Cen- 
tre for Harm Reduction at the Macfarlane 
jurnet Institute for Medical research and 
Public Health in Melbourne, Australia. They 
catch HIV using dirty needles; then they 
pass the disease along to commercial sex 
workers. "The epidemic among drug 
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Flashpoint 


Asia 


Across the region, the scourge 


of HIV/Aids is spreading 


* Burma is on the brink of 
what may be one of the 
most serious epidemics 
in the whole of Asia 


* 180,000-400,000 
infections at end of 2001 


* Aids will constitute a 
major cause of death in 
young adults during the 
coming decade 





INDIA 


* 4,58 million infections—the 
second-largest number in 
the world after South Africa 


* Infections projected 
to reach 10 million 
by 2010 


¢ Stigma and ignorance 
widespread 


THAILAND 


* 1.8% of the adult population 
infected—688, 634 people 


* Aids is the leading cause of death 
among Thai males 


* Prevention campaigns helped red 
prevalence rates, but budgets have 
been slashed 

* Promiscuity is leading to rising 
infections among youths 


Drug users remain a major concer 


U p * 840,000 infections, 
Distribution of m according to official figures 


Asia's HIV-infected - " * Unchecked, infections could 
population EN. | P reach 10 million by 2010 


Ja t government is finally 


C rli taking action 


SoA 


* Adult infection rates of 4% in 
the 1990s suggested infection 
rates on the scale of Africa 


¢ In the last two years, policy 
and activism have helped to 
cut the rate to 2.6% 


* Fewer than 150,000 infections, 
according to official figures 


e Health workers believe the 
number is far higher 


* Infections are rising alarmingly 
SWARUP SARKAR, RESEARCHER, UNAIDS, BANGKOK among drug users, Sex workers 
and prisoners 


THE COSTS OF INACTION 
Direct and indirect financial costs of HIV/Aids in 2001 compared with two 


case scenarios in 2010 
Household costs 


Direct costs ($ million) 


Prevention Care 


In 2001 218 35 


In 2010, with 
no response 3:338 1,999 


In 2010, with 
response 3,180 1,743 


Difference: 
Cost of inaction 158 256 





SPECIAL REPORT: AIDS 
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users feeds a sexual epidemic," he says. 

While countries such as Thailand have 
trumpeted success in reducing hetero- 
sexual transmission of HIV through safe- 
sex campaigns, many governments tend 
to ignore or deny the existence of other risk 
groups at the core of their epidemics—like 
the estimated 4.5 million injecting-drug 
users across Asia. In Thailand, for exam- 
ple, the 2003 crackdown on drug dealers 
has forced many drug addicts into hiding 
and inhibited proper epidemiological 
surveillance of the problem (see story on 
page 48). Hong Kong is one of the few 
places in Asia with an effective provision 
of clean needles for addicts. 

The trouble is that the number of intra- 
venous-drug users is on the rise in Asia. 
"The economic crisis in 1997 gave the 
drug trade a huge boost," says Crofts, with 
more people turning to the habit as an 
escape or as a means of making money. 
Patterns of drugs exports from places like 
Burma and Pakistan have changed with 





SEX FOR SALE: On the streets of Jakarta 


rising demand, with smuggling by sea to 
avoid crackdowns along their land borders. 

Ironically, there are also dangers stem- 
ming from success in combating the dis- 
ease. In Thailand, which was credited with 
reducing infection rates through its HIV- 
prevention campaigns, complacency is 
creeping in. The government is spend- 
ing less on prevention—activists say it has 
not paid enough attention to the stub- 
bornly steady number of infections among 
drug users, and the safe-sex message that 
was once loud and clear is now failing to 
reach some sex workers. 

Consider Bombuey, a Thai teenager 
with long bangs that shroud her face and 
obscure the dark circles under her eyes 
that are a sign that she has full-blown Aids. 
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HARSH REALITY: Thai school groups visit an Aids hospice to get an insight into the disease 


“Where you from?” she asks a visitor in 
bar-girl English. When asked how she is 
feeling, Bombuey flits off with a practiced 
prance. Bombuey is over her tuberculosis, 
says Father Joe Maier, the director of the 
Aids hospice in Bangkok where she has 
been treated. “In a couple of weeks she'll 
be back in the bars of Phuket for a last 
hurrah,” he says. “She'll give a few people 
Aids. Then she'll come back to die." 

Thoughts are divided over how to 
tackle the Aids challenge in Asia. Institu- 
tions like UNAIDS and the ADB favour 
throwing money at the problem, even 
while many countries' public-health sys- 
tems are ill-equipped to efficiently disburse 
and target big budgets. 

They say if governments take action 
now, new infections by 2010 can be 
brought down from an expected ro mil- 
lion to 4 million, saving the region $2 bil- 
lion annually in the process. The new 
report stresses that as the epidemic 
evolves, governments will need to secure 
and spend $5.1 billion each year from 
2007 to 2010 to contain its spread, rep- 
resenting a massive increase from the cur- 
rent level of $200 million Asia's govern- 
ments now spend. 


SIMPLE SOLUTIONS 

Smaller non-governmental organizations 
prefer a more nuanced, less costly 
approach. Some experts say it's best to 
focus on specific behaviour that's causing 
the most infections. That's the tack advo- 
cated by an international network of epi- 
demiologists and public-health profes- 
sionals in a group called Monitoring the 


Aids Pandemic Network, which will issue 
a report making that case in mid-July. 

One of the authors, Elizabeth Pisani, is 
an epidemiologist with Family Health 
International's Asia regional office. "We 
know how HIV is spread in Asia and we 
know what to do about it," she says. In 
her view, a massive focus on providing 
clean needles for drug addicts and con- 
doms for sex workers will reduce the like- 
lihood of epidemics spreading beyond the 
high-risk populations. “Most Asians do not 
engage in behaviours that put them at risk 
for HIV. It is critical that we focus our pre- 
vention efforts on providing condoms and 
clean needles to the minority who do." 

The trouble is that the people catching 
HIV in Asia are mostly on the margins 
of society and often on the move. This 
poses problems for treatment with more 
readily available antiretroviral drugs. Treat- 
ments with these drugs must be taken rig- 
orously and under medical supervision; 
they are not suited for drug users living 
unstable lives, points out Crofts. What's 
more, he says, "poor compliance with ARV 
treatment can promote the rise of drug- 
resistant strains of HIV." 

It's also hard to persuade governments 
to counsel drug dealers and commercial 
sex workers where a strong social stigma 
makes it tough to recognize the problem. 
If a drug user in Nepal can find a needle 
to share in a public toilet, or an Indonesian 
addict can seek solace in the arms of a 
streetwalker for less than $10, prevent- 
ing a full-blown HIV/Aids pandemic in 
Asia won't be possible without a strong, 


concerted regional response. = 
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95% of all people infected don’t know they have the disease. 
25 million dead. 40 million infected. 25 million AIDS orphans by 2010. 
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to testing and treatment. 


The member companies of the Global Business Coalition on HIV/AIDS are committed to fighting 
the deadliest disease in all of human history. Every company has a role to play. Please join us. 
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countries dedicated to combating the AIDS epidemic through the business sector's unique skills and expertise. The GBC is led by 
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SPECIAL REPORT: AIDS 


DISCRIMINATION 


Back of 
The Class 


In India, an all-pervasive stigma that forces 
HIV-positive children out of school is a serious 
threat to combating the spread of the disease 


By Joanna Slater/KoTTIYUR, KERALA 


ONE RAINY DAY IN JUNE LAST YEAR, Rema T. 
Krishnan returned to the small town of Kottiyur 
high in the lush green hills of southern India and 
began lying to her neighbours. Her husband Shaji 
Kumar, she said, had succumbed to tuberculosis in 
a nearby hospital. The reality, however, was more frightening. 
He had died of Aids, and before long, Rema and two of her 
children would also test positive for HIV. 

“I knew the intensity of the stigma,” she says of her 
decision to hide the truth. ^I was scared for my children." 

Those fears were justified. A nurse from the hospital 
told a relative in the town and slowly the news started to 
spread. Neighbours who once ate at the family's modest 
one-room house stopped coming. Children who used to 
play with her nine-year-old daughter Akshara and six-year-old 
son Anandakrishnan shunned them—including their own 
cousins. More than one person told Rema it would be better 
for everyone if she moved elsewhere. The final blow came 
when both her children were denied entry into local schools. 

Such treatment isn't uncommon. As India attempts to 
stem a potentially disastrous Aids epidemic, the all-pervasive 
stigma attached to the disease remains a huge challenge in 
combating its spread. The discrimination faced by people with 
HIV is a compelling reason to stay silent about their condition, 
to avoid seeking information or, like Rema, to dissemble. 
Similar attitudes have obstructed efforts to control the disease 
elsewhere, whether in the United States in the 1950s or in 
Africa in the 1990s. 





INDIA AT A CRITICAL POINT 
With more than 4 million people living with HIV or Aids, India 
now has the second-largest number of cases of the disease in 
the world, after South Africa. Experts say India is at a critical 
point in tackling the epidemic and that a huge prevention effort 
is necessary to contain its spread. At the same time, ignorance 
about how the disease is actually spread remains rife, along 
with the stigma attached to having it. 

The tale of HIV-positive children such as Akshara and 
Anandakrishnan who were forced out of school after school in 
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the state of Kerala is a case in point. Despite living in what is 
India's most literate and best-educated state, they continue to 
face a wall of fear from local parents and teachers that blocks 
their access to education. And they re the lucky ones, say experts 
and activists, since their cases have caught the attention of 
sympathetic non-governmental organizations (NGOs). 

Elsewhere in India the situation is much worse. Ashok 
Alexander, who heads a $200 million initiative by the Bill & 
Melinda Gates Foundation to stem the spread of the disease 
in the country, says the stigma surrounding the illness is 
the biggest barrier to prevention (see story opposite). People 
who reveal that they're HIV-positive frequently lose their jobs, 
are rejected by their families and face harassment or violence 
from neighbours or the police. 

"We are not open about the topic of sex," he says. As a 
result, the prevailing attitude is that sexually transmitted 
diseases such as Aids only happen “to ‘those dirty people who 





SIBLINGS' PLEA: Akshara and Anandakrishnan want to go to school 
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do those dirty things’ . . . so there's stigma, discrimination, 
and there's a lot of apathy." 

A recent study of people living with HIV in four Indian 
states sponsored by the International Labour Organization 
found that as many as 7096 of those surveyed had experienced 
some form of discrimination. More than 30% said discrimi- 
nation came from their own families as well as hospitals. To 
shield themselves and their children from stigma, some 
claimed they were suffering from jaundice, cancer or tuber- 
culosis rather than admitting that they had HIV. 

Cases in Kerala demonstrate how tenacious that stigma 
can be. Home to approximately 100,000 people living 
with HIV/Aids, Kerala consistently ranks highest among 
all states in India in terms of awareness of the disease. But 
awareness isn't necessarily accompanied by accurate knowl- 
edge or tolerance. 

M. Gunavardhanan, head of the state's Aids-prevention 
office, says he was surprised at the attitudes even among 
elected officials. When a delegation from Kerala went to New 
Delhi for the first-ever national forum on the disease last year, 
he recalls, a local politician saw several HIV-positive activists 
serving themselves lunch from a buffet and promptly refused 
to eat the buffet's food. 

Last year, two HIV-positive children, Bency and Benson 
Chandey, became a cause celebre in the state after their grand- 
father waged a battle to have them admitted to a local public 
school. The two children, now 9 and 7, were kicked out of 
three schools after their HIV-positive status was revealed. But 
even after the intervention of the chief minister of the state, 
it took nearly a year for the two children to return to school 
because of stubborn resistance from local parents. 

While Bency and Benson went back to school, children 
like Akshara and Anandakrishnan are still struggling. At 
Anandakrishnartis kindergarten last year, all the other children 


A PROPOSED BILL WILL TACKLE 


DISCRIMINATION AGAINST PEOPLE WITH 
HIV/AIDS IN EDUCATION, EMPLOYMENT 


AND HEALTH CARE 


stopped attending school for six months to protest against his 
presence. Eventually he was forced to leave. Rema has tried 
repeatedly to re-enter his sister Akshara in the government 
primary school in Kottiyur, only to be told by school officials 
that it wasn't possible. 

“People used to say, ‘Why give them education? They're 
not going to live long'," says Rema, a slight woman with huge 
brown eyes, her voice breaking. “I never wanted to create 
trouble for others, I just want the chance for my kids to study." 

Rejected by her in-laws and facing daily hostility from 
neighbours, Rema, 30, says she considered committing 
suicide. Hope came in the form of an NGO called Navajyothi 
that heard about her situation, provided her with a livelihood 
educating people about Aids, and offered to help in her > 
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INTERVIEW: ASHOK ALEXANDER 


ia’s Mission. 
India’s Mission 
How to stem the galloping rates of 
infection ravaging this vast country? 


ASHOK ALEXANDER heads the $200 million Avahan 
India Aids Initiative created by the Bill & Melinda Gates 
Foundation. Sanskrit for a “call to action," the Avahan pro- 
gramme is focused on high-risk groups like prostitutes 
and truck drivers. Alexander met with Review corre- 
spondent Joanna Slater in his New Delhi office. 


WHY IS THE GATES FOUNDATION MAKING INDIA 

A CENTREPIECE OF ITS PREVENTION EFFORTS? 

In many other places, unfortunately, the epidemic has 
happened, so the worst effects have happened. 1n India, 
we believe that we have a window of opportunity to work 
on prevention. Then there's the sheer scale and the threat 
to development. This country is shining, by many 
accounts. I don't think so. This could be really the biggest 
threat to our development and unfortunately many 
people aren't aware of it... The epidemic in India is very 
challenging because of the mobility of high-risk groups, — 
the sheer scale of the country, and the diversity. I'm 

not an expert on the epidemic globally, but I can’t think | 
of a country with so many epidemics in one. 


IS INDIA AT A CROSSROADS IN ITS HIV/AIDS EPIDEMIC? 


I would not say crossroads, but an inflexion point. If you 
think of the HIV/Aids epidemic as an “S” curve, we 
believe we are at the turning point at the bottom of the 
“S.” We can already see that in certain districts the 
[infection] rates have started galloping. 


SO ee 


WHERE ARE THOSE DISTRICTS? 

They re all over India. We have identified about 50 very- 
high-prevalence districts and from those you can further 
identify about 20 where the situation is out of control. 
The infection rate is anywhere from 396-696 of the >» 
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population in those districts. There's even one in [the state 
of] Karnataka where we've seen 896. More than 196 is a 
generalized epidemic. Each of those districts is bigger than 
Botswana. | like to say we're dealing with 50 Botswanas. 


TELL ME ABOUT THE AVAHAN INITIATIVE. 

WHAT'S YOUR GOAL? 

We'd like to say that we have made a major contribu- 
tion to stemming the growth of this epidemic in a five- 
to-ten-year time-frame. I do want to say it's going to 
get worse before it gets better, that's the nature of 
the epidemic. 


HOW DOES YOUR APPROACH DIFFER FROM OTHER 
PREVENTION INITIATIVES? 

What we're trying to do differently is we're applying 
a business model to a public-health problem. We're 
segmenting the market, we're creating alliances, we're 
thinking about scale. One of the things I've noticed is 
that there are excellent NGOs that do wonderful work, 
but I ask many of them, “Now what would it take to have 
1,000 people like you in the country?" Because if a busi- 
nessman makes profit here, he's immediately think- 
ing about expanding his market. We're thinking, in 
the natural way that it comes to business, how do you 
scale up? 

It's also about segmenting the market so that you 
have very clear focus. The numbers are so big in India 
that it's easy to feel that there is no solution. There are 
millions of sex workers, thousands of miles of highway, 
millions of truckers, where does it stop? So we don't talk 


[11 ; s 
India has 50 high-prevalence 
districts—20 are out of control... 


; ; 39 
We're dealing with 50 Botswanas 


about 9,000 kilometres of national highway, which is 
overwhelming. We have identified 50 halting points 
along this huge mass of highway and we've said if we 
target those, we'll actually reach most of the truckers we 
want to reach. 


WHAT ARE THE CHALLENGES YOU'RE FACING AS YOU 
ROLL OUT THE INITIATIVE? 
Stigma, in a peculiar way, is probably the biggest barrier 
to prevention . . . When you go out to [rural areas], it's 
the stigma that kills. To be known as an HIV-positive 
person in rural India today is a fate worse than death. 
You lose your home, you lose your employment, your 
family can throw you out. People who work in this field 
will tell you that there are many cases of people who 
commit suicide when they're found to be HIV-positive. 
I wouldn't do justice to this topic if I didn’t mention 
[India’s] northeast. It's a totally different epidemic there 
because it's almost entirely through intravenous drug 
use—and it's worsened because there's so much stigma 
and discrimination that it's completely underground. 
To my mind, it's been a very neglected part of the HIV 
epidemic here and we're not going to let that be. = 
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LESSONS LEARNED: After a long struggle, Benson is back in school 
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struggle to get her two younger children into schoo! (her y 


eldest daughter is HIV-negative and studying normally). 

But her vivacious daughter Akshara—a brilliant student, 
according to a former teacher—hasn't attended school for a 
year. C.P. Girija, headmistress of the local primary school, 
pleads helplessness in getting Akshara back in class, saying 
other parents have warned they'll withdraw their children. “If 
parents raise this type of threat, what can we do?" she asks. 

Government health experts have visited the school to edu- 
cate teachers and parents about HIV and its spread, but still 
they refused to budge. *Let their children come and sit with 
her," says P.C. Ramakrishnan, the school manager, of the health 
experts. "They are not doing it. Why are we being punished? 
Why can't the government educate them separately?" 

Such attitudes help explain why progress in reducing dis- 
crimination has been slow and fitful. A group of lawyers based 
in Mumbai is preparing anti-discrimination legislation for 
consideration by India’s parliament. The proposed law will 
tackle discrimination against people with HIV/Aids in edu- 
cation, employment and health care, ensure confidentiality 
about their HIV-positive status and bar mandatory testing. 

“Instead of isolating and stigmatizing people with HIV 
even further . . . we want to bring the disease to the fore and 
then we can treat it better," says Vivek Divan, project coordi- 
nator at the HIV/Aids unit of the Lawyer's Collective, a 
Mumbai group providing free legal services to poor clients. 

Meanwhile, back in Kottiyur at the end of June, the parents 
association at the local primary school once again refused to 
approve Akshara’s admission. Rema and Navajyothi say 
they're considering taking the matter to court. The law is on 
their side—Kerala has outlawed discrimination against HIV- 
positive children in schools—but a larger battle to change < 


the attitudes of parents and teachers has only just begun. = 
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SPELIAL REPORT. 


Red Alert 


A fter turning a blind eye to the magnitude of the 
disease for years, China is now taking action on 
Aids. It needs to be prepared for a tough battle 


By David Murphy/BEIJING 


waking up to Aids. After years 
4^ of failing to take the disease seriously enough, 

4 Beijing has become a late convert to the cause of 

€ HIV/Aids education, prevention and treatment. 
That's too late for those already infected, but could 
save millions of lives in future. 

In recent months health authorities have stepped up plans 
to distribute free condoms, promote needle exchanges, 
distribute free antiretroviral drugs to patients and boost Aids 
awareness through education campaigns. Beijing's budget 
to stem the spread of Aids has more than tripled this year over 
last year to 390 million renminbi ($47 million), and will rise 
to 470 million renminbi next year, Vice-Minister for Health 
Wang Longde told a June 29 press conference in Beijing. 

ut Beijing had better be ready for an epic battle if it is 
to avert a full-scale crisis. Already, more than 200,000 people 


LH 


P 


TEA-ROOM TALK: 
Booklets spell out 
the basics on how 

HIV /Aids is spread 
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have died of Aids in China and a further 840,000 are living 
with HIV/Aids, according to the United Nations Joint 
Programme on HIV/Aids, UNAIDS. China is currently not 
on track to meet the United Nations Millennium Development 
Goal of halting and reversing the spread of HIV/Aids by 2015. 
The UN warns that, unchecked, the disease could claim to 
million victims by 2010. 

That time-frame—just six years—suggests that China is 
on the brink of an explosion in HIV cases. And given a sharp 
rise in intravenous drug use, prostitution and casual sex in 
this rapidly urbanizing society, that scenario is plausible, 
say experts. There are over a million intravenous drug users 
in China, according to official state news agency Xinhua, as 
well as millions of prostitutes. 

Even if the turnaround in government policy succeeds 
in pulling the country back from the brink, it comes too late 
for some. There were tens of thousands of rural innocents 
in Henan and other provinces, for example, who sold their 
blood plasma to government-connected companies in the 
1990s and were infected with HIV because of unsafe pro- 
cedures. One common practice saw donors, ignorant of the 
risks, allowing their blood to be drawn into centrifuge 
containers that typically held the blood of up to 12 people. 
Once the plasma was extracted, the blood—now all mixed 
together—was returned to the donors. Already dying in large 
numbers, they are only now beginning to receive limited 
government care. 

Almost 20 years after the first HIV case was discovered in 
China, ignorance about how the disease is transmitted remains 
widespread. Disseminating knowledge of how HIV is and is 
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not transmitted, and finding ways to cheaply 
distribute antiretroviral drugs for infected 
patients, are among of tasks facing health 
authorities under Vice-Premier Wu Yi. 

A key battleground lies at the local level, 
where grass-roots activists are prone to intim- 
idation by officials and reporters are arrested 
for attempting to conduct interviews. 

Even at their most open, officials remain 
reluctant to share their problems with out- 
siders. For example, the Review applied TAINTED 
through 11 separate provincial governments BLOOD: Zhao 
to visit any of the Ministry of Health's 51 so- 
called *Model Districts for comprehensive prevention and 
treatment of Aids." With one exception, the locals were "too 
busy," “in meetings" or even out “fighting floods." 

The exception was Shanyang county in Shaanxi province, 
but officials were reluctant to allow this correspondent, after 
arriving there, to meet anyone with HIV or Aids. It was clear 
that an interview with a local health official was all that was 
permitted, and photography was tightly controlled. Local 
officials said there were five cases of HIV/Aids in the county, 
and later strongly disputed independent reports that rates in 
that part of Shaanxi were far higher than officials concede. 

It's not just officials who are wary of the issue. Many 
ordinary Chinese are horrified at the thought of coming 
into contact with people who have HIV or Aids. For example, 


several photographers based in Zhengzhou, the capital of 


Henan province, refused to go to take a photograph of an HIV- 
infected person for this article, fearing proximity to the disease. 

But things are changing. The Severe Acute Respiratory 
Syndrome crisis last year, and the social and economic panic 
surrounding it, underlined the dangers of trying to sweep 
infectious diseases under the carpet. The defining shift in the 
official approach came with a televised visit by Premier Wen 
Jiabao and Vice-Premier Wu to Beijing's Ditan Hospital on 
December 1, International Aids Day. There they talked to and 
shook hands with Aids patients. 


HIGH-PROFILE MOVES 
These were the most high-profile steps to date in debunking 
some of the myths that surround the disease in China. Unlike 
the previous leadership of Jiang Zemin, this top team is 
confronting the problem. “Primarily it's a realization that 
dealing with it now can only be easier than dealing with it in 
the future," says says Odilon Couzin, director of China Aids 
Info, a Hong Kong-based non-governmental organization. 

So while China is coming late to the Aids war, Beijing can 
choose to benefit from the experience of other countries 
and avert disaster. “HIV/Aids is a problem that has a solution," 
points out Khalid Malik, the UN resident coordinator in China, 
who believes that China has the power to prevent a catastro- 
phe. "Look at how South Africa has fared compared to Thai- 
land. They both started from a similar base 10 years ago— 
now Thailand's numbers are starting to go down." 

China can also benefit from the increased global funding 
and willingness to share expertise that is available today. At 
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Zhao Zhen was 33 when he discovered he wa 


infected with HIV. In his village in Henan pro’ 
central China, he is not alone. Scores of others a 
infected and 10 have died of Aids in the past si 
months, he says. 


In school, Zhao was one of the best students I! 
class but had to drop out because his father couldi 
afford to pay for his education. That shut the doo! 
opportunity for him. 

in the 1990s he responded to a poster that 
"Make yourself moderately wealthy, sell plasn 
Along with tens, possibly hundreds, of tho 


$ 


people in poor villages in China he started se 





blood plasma to a medical co 

health bureau. Like thousands of others, hni 
because the procedures and eq pment use 
were unsafe. Now he heads a small grass-r 
called Aids Mutual Support. Its 34 members 2 
positive. The group educates farmers about HA 
takes care of elderly people whose children ! 

Zhao's wife has HIV, as do his brother and his w 


their son. He says that even in the village where so ! 


people have HIV or Aids, people are ashamed to admit | 

have it. His biggest worry is that his two sons—both of wi 

are healthy—will be forced by a lack of money to drop out 
school when he dies. David Murphy 


the end of June, the Global Fund to Fight Aids, Tuberculo 
sis and Malaria approved up to $63 million for an effort to 
limit the spread of HIV across seven provinces in China. Thi 
World Health Organization is also helping to channel funds 
from donor countries, and former U.S. President Bill Clin 
ton's foundation is promising technical assistam | 
ing kits. Microsoft founder Bill Gates listened to the views 
of health experts at a round-table discussion in Beiju n [uh 


1 with a view to funding HIV/Aids programm 
through his private $27 billion foundatio: 


Then there's China's vast and efficient propaganda 
machine, which gives the country the means to get the messag 
out. Asked what is the most important tool in the hght again 


Aids, Xi Hubin, head of the Health and Anti-Epidei 
in Shanyang unhesitatingly replies: “Propaganda 

That approach has already worked well with other pub 
health campaigns. Xi's bureau distributes simple educational 
booklets dealing with how Aids is transmitted 


needles, illegal blood sales—and how it is not arin 
food, shaking hands. On half a dozen national health day 


throughout the year, his bureau decks out a "p 
vehicle" with banners and drives around thi 
educational tour to hand out the booklets 

Such grass-roots activities will clearly he 
to curtail the spread of Aids. But this is Chir 
threats from the top levels of government 
message that is being conveyed to potential doi 
made it clear that if you are governor of a pro’ 
your Aids rate goes up... you are going to lose ) OD 
Gates told the REVIEW. = 

Nancy Zhang in Beijing contributed | 
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INDONESIA 


Cusp of a Crisis 


Heroin addicts are sharing needles and having 
sex with prostitutes, a dangerous mix 


By John McBeth/]AKARTA 


ONCOLOGIST ZUBAIRI DJOERBAN was doing 
post-graduate studies in Paris in 1983 when he 
had his first work experience with Aids. Two years 
later in Jakarta, he treated what is believed to have 
been Indonesia's first case, a housewife who 
contracted the disease from her estranged husband. She 
subsequently died, but for the next 15 years Indonesia was 
affected only lightly by a disease that ravaged other parts 
of Asia and the world. 

Those days are gone. Indonesia is now seeing a dramatic 
reversal from a time when sexual contact accounted for more 
than 70% of its small number of cases. Since 2001, a steadily 
increasing pool of youthful intravenous drug users has been 
responsible for a major surge in cases that has left Indonesia 
poised on the edge of an Aids explosion. 

Senior Health Ministry official Dr. Haikin Rachmat, head 
ofthe technical committee of Indonesia's National Aids Com- 
mission, says the epidemic has reached a critical point. “Our 
worry is an explosion due to the growing population of drug 
users," he says. "It can happen here because in Jakarta drug 
use is already high." The government currently spends about 
80 billion rupiah ($8.5 million) a year on Aids prevention and 
treatment, but officials say that three times that amount 
will be required to deal effectively with the problem. 
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FIX: Heroin use is soaring in Indonesia, 
is a major risk factor for Aids 


According to government and W 
estimates, there are between 9O,OC 
sufferers in Indonesia. But Dr. Sam: 
director of Jakarta's Dhamais Canı 
actual number may be much high 
high-risk population, which include: 
users and sex workers, may numlx 
we can't control this, we will lose a ; 

Indonesia's HIV/Aids epidemic h 
acteristics at opposite ends ofthe arc 
sexual contact still accounts for mos 
is threatening a relatively high propor! 
population. For example, in the tow 
southern coast, 26.596 of prostitutes 

That's different from other pa: 
an insidious relationship between 
sex workers is driving the rapid spr 
hold first in Jakarta, Bali, East an« 
Sumatra's Riau province, but it 
Kalimantan, South Sumatra, Noi 
Sulawesi. "We've had some success 
mission," says oncologist Zubairi. *1 
so many factors involved that it is d 

Up until 2001, the Aids deatl 
estimated at just 4,600. But officia 
nearly irrelevant in recent years, at 
often the best way to gauge the prc 
Zaiburi says he is treating 30-50 new 
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SPECIAL REPORT: AIDS 


COMPLACENCY 


Dangerous 
Liaisons 


Thailand was once a poster child for 
HIV-prevention. Now, budget cuts are muting 
the message and risky behaviour is on the rise 


By Shawn W. Crispin/BANGKOK 


THAILAND ACTED fast when HIV/Aids first began 
its lethal spread across Asia. Throughout the early 
and mid-1990s, Thai public-health officials and 
non-governmental organizations (NGOs) impressed 
the world with a highly successful prevention 
campaign. The country's “too% Condom Use" programme 
targeted the commercial sex industry and helped to lower 
infection rates. Thailand seemed to be winning the war. 

The safe-sex message was spread far and wide through 
leaflets, TV and billboard campaigns. The number of new 
infections annually dropped 80% from 1990 to the end of 
2000—one of the best records in the world, according to 
the World Bank. Last year, Thailand saw 20,000 new 
infections; in 1991, the figure was 143,000. 

But past successes have begun to breed complacency, say 
public-health experts and activists. State funds dedicated to 
HIV/Aids issues were cut by about half in the wake of Asia's 
1997 financial crisis. Even with a subsequent economic recovery, 
Thailand still spends only around half the amount on preven- 
tion that it did in the 19905, according to the World Bank. 





“Thai people have been convinced 
by the silence that we no longer have 


an HIV/Aids problem" 


SEN. JoN UNGPAKOM 


The lack of spending has muted the prevention message. 
State-owned television stations no longer air the popular car- 
toon-condom public-service announcements that helped break 
down social taboos and raise public awareness of the disease 
in the past. While the number of new infections continues 
to fall over all, infections are on the rise among Thai youths 
and remain high among gay men and intravenous drug users. 

"We were a role model for the world in HIV/Aids preven- 
tion," says Kamon Uppakaew, chairman of the Thai Network 
of People Living with HIV/Aids, an NGO. "Now we risk becom- 
ing a poster child for complacency." Adds a former activist, 


48 Far Eastern Economic Review 





Sen. Jon Ungpakorn: “Thai people have been convinced by the 
silence that we no longer have an HIV/Aids problem." 

That's not the case. Thailand is one of three Asian coun- 
tries—along with Cambodia and Burma—facing a "gener- 
alized" HIV/Aids epidemic, where a wide cross-section of 
society suffers from infections, according to the Joint United 
Nations Programme on HIV/Aids, UNAIDS. About 1.896 
of Thailand's adult population is infected with HIV—the 
highest rate in Asia after Cambodia, according to UNAIDS. 
More than half of Asia's estimated 519,000 HIV/Aids 
orphans live in Thailand. 

As HIV/Aids-related issues slip in priority on the national 
agenda, recent surveys have found that new infections are 
rising among urban youths. A World Bank behavioural- 
surveillance study found that the condom-usage rate among 
Bangkok-based young men with steady girlfriends was only 
12%, the lowest rating of any demographic group. A study 
by Thailand's Communicable Disease Centre found that HIV 
incidence among Thai youths rose from 1196 to 1796 between 
2001 and 2002. 

High-risk groups that weren't targeted by previous pre- 
vention campaigns continue to serve as major channels of 
HIV transmission. Thailand's Ministry of Public Health 
says 3396 of known intravenous-drug users were HIV-positive 
as of 2003, down from 4596 in 2002. However, those statistics 
are controversial. Human Rights Watch said in a July report 
that Thailand’s 2003 war on drugs—where 3,000 alleged drug 
dealers were killed—has driven drug users underground and 
away from life-saving HIV-prevention services, such as needle- 
exchange programmes. “Thailand's drug policy is tarnishing ~ 
its reputation for HIV prevention,” said Jonathan Cohen, one 
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SANCTUARY FOR BANGKOK’S AIDS ORPHANS 


In a teeming Bangkok slum, Father Joe Maier Aids—more than 1,000 have died there in the 
smiles as he watches a 10-year-old past four years. Today HIV-positive patients 
HIV-positive child devour a bowl of noodles. receive antiretroviral drugs, to control the 
“Pimprapa is still in school and rather onset of Aids, made available by the Thai 
special," he says. For of the 48 orphans at the government at a subsidized price. “l'm 
Aids hospice he runs in Bangkok, Pimprapa is grateful for that.” Father Joe says. But he’s 
the only one he thinks will survive. The others angry too, because the children have poor 
will most likely die of tuberculosis or other access to health care. “Our kids start [taking 
infections associated with full-blown Aids the drugs] way too late. They mostly die of 
before they reach the age of nine. “Every day tuberculosis. Aids has given TB a boost. It's 
is a gift for these children," he says. the monster that will destroy Asia." 

Father Joe came to Asia as a missionary Father Joe likes to say that he is fighting 
in 1967. He moved to Bangkok in the 1970s the demonization of Aids, the stigma that 
and set up the Human Development society confers upon the disease. But he’s 
Foundation to help the poor in the Klong Toey _ the first to admit that he is losing the battle 
neighbourhood. The Aids hospice facility for prevention. “Has the propaganda on Aids 
opened nine years ago. Funded by donations, changed behavioural patterns?” he asks as 
it's well-equipped and has open, green he watches a former child prostitute from 
spaces that offer peace and tranquillity. Most Phuket wander around the hospice. “The 
patients came to the hospice with late-stage answer is no.” Michael Vatikiotis FATHER FIGURE: Father Joe Maier 
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A Healthy Precedent 


A Thai court ruling on the liability of drug makers who restrict access to 
drugs through their pricing policies resonates through the region 


WANIDA CHAICHANA and Hurn Ruengsuksud 

were once typical of Thailand's approximately 

700,000 HIV/Aids sufferers: destined to die young 

without access to expensive antiretroviral drugs. 

Now, the two patients-cum-activists could be models 
for the 40 million people in the developing world who suffer 
from the deadly disease and cart afford treatment. 

Two years ago, Wanida, Hurn and Thailand's Aids Access 
Foundation sued United States pharmaceutical company 
Bristol-Myers Squibb in a Thai court with the ultimate aim of 
gaining more affordable access to one of its drugs. That suit 
represented the first time that HIV/Aids patients anywhere 
have legally challenged a pharmaceutical patent. 

The Thai court decided in favour of the plaintiffs in October 
2002, ruling that HIV/Aids patients can be injured by patents 
and have legal standing to sue if drug makers holding patents 
restrict the availability of drugs through pricing policies. The 
plaintiffs charged that the drug in question, didanosine, or 
DDI, was originally developed by a public body, the U.S. 
National Institutes of Health, and that Bristol-Myers Squibb’s 
patent was flimsy because it relied on a simple buffer developed 
to ease the drug's absorption by the body. 

Bristol-Myers Squibb appealed against the verdict, but 
in January 2004 the company agreed to an out-of-court 
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By Shawn W. Crispin/ BANGKOK 


settlement in which it decided to "dedicate the [DDI] patent 
to the people of Thailand" by surrendering it to Thailand's 
Department of Intellectual Property. The settlement relates 
only to "reduced mass" tablets, and not to other sizes and 
forms of the drug. 

The Thai Government Pharmaceutical Organization is now 
gearing up to produce a less-expensive, generic version of DDI 
which will cost as little as one-tenth of the $136 per month Bris- 
tol-Myers Squibb charged for its Videx brand of the drug and 
help to extend the reach of its treatment programme. Thai 
activists hope the verdict encourages HIV/Aids patients across 
the developing world to challenge drug patents. “This is an 
important example that patients can challenge patents and 
win," says Wanida, 34, who is an HIV/Aids outreach volunteer 
with Médecins Sans Frontiéres in Thailand. 

"The settlement of the case is unique to Thailand and 
not applicable to other countries," Rob Hutchison, a corporate- 
affairs executive at Bristol-Myers Squibb's U.S. headquarters 
wrote in reply to faxed questions about the case. "Judicial inter- 
pretations, intellectual-property-law applicability and enforce- 
ment and commercial regulations differ by country." 

Access to HIV/Aids treatments has long been a hot trade 
issue between the developed countries that invent and market 
the drugs and the developing ones that desperately need them 


duly 15, 2004 


SOJOUdSxJOA etsy / UBYO*) UFAA 





t 


but can't afford them. Big drug companies like Glaxo- 
SmithKline and Boehringer Ingelheim in December allowed 
generic firms in South Africa to produce less expensive ver- 
sions of their Aids medicines in the wake of public pressure. 

[n January, Brazil's government successfully negoti- 
ated cheaper prices for antiretroviral drugs from five dif- 
ferent big pharmaceutical companies. Indian intellectual- 
property law recognizes “process” rather than “product 
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life of their patents. We argue we are 
-. ; | b $ 
fighting to extend people S lives 


JIRAPORN LIMPANANONT, PHARMACOLOGY PROFESSOR 


patents," paving the way for some of its drug companies 
to reverse-engineer antiretroviral drugs and produce cheap 
generics. One such generic, Triomune, made by Cipla, 
was last week validated as safe and effective by a U.S. study. 
Still, most pharmaceutical companies charge dearly for their 
most-effective treatments. 

Thailand's case is unusual since it marks the first time indi- 
viduals—rather than governments or advocacy groups—have 
successfully challenged patent holders. That could inspire peo- 
ple in other jurisdictions to do the same. The potential 
pool of such people is huge, considering that only around 
796 of the developing world's estimated 40 million 
HIV/Aids patients have access to antiretroviral treatments. 

Historically, pricing policies have been backed by 
hard-nosed trade diplomacy—certainly in Thailand. In 
2001 the U.S. embassy in Bangkok—which is concerned 
broadly with protecting the intellectual property of U.S. 
companies—threatened retaliatory trade measures if 
the Thai government produced generic antiretroviral 
drugs. The Thais had hoped to do so under a licensing 
arrangement which allows countries to produce generic 
drugs during times of crisis. 

That's when Thailand's civil society mobilized 
around the cause. A coalition of about 50 Thai non-govern- 
mental organizations, civic groups, law associations and 
pharmaceutical experts joined forces to help build and support 
Wanida and Hurn's case. Their legal strategy was two-pronged. 
First, they contested the legality of an amendment Bristol- 
Myers Squibb attached to its original DDI patent in 1999. 
That change extended the patent's protection to a broader 
range of dosages without revealing the details publicly. They 
then challenged the amount of innovation that the company 
had contributed to DDI's development. 

Some medical experts believe that because Thai judges 
cited the World Trade Organizations Doha Declaration— 
which supports signatory countries' right to protect public 
health and promote access to medicines—as legal justifica- 





tion for their decision, the verdict could set off a wave of 


patient-driven lawsuits in other signatory countries against 
pharmaceutical companies. “This ruling has set an impor- 
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FRONT-LINE TRAINING 


Chris Beyrer started working wit! 
HIV/Aids in Thailand in the early 
on one of the first trials of an Aids 
vaccine, among military recruits. B 
grew impatient: “I found the vacci 
trials frustratingly slow since we w 
obviously in the midst of an epidemi 
he says. So he moved out of applied 


medicine and helped to set up a 


programme at Johns Hopkins Universit 


in Baltimore to train Asian health 

officials and doctors in Aids preventior 
EMPOWERMENT: 
Chris Beyrer 


Currently he is associate researc! 
professor and director of the Johns 
Hopkins Fogarty Aids International 
Training and Research Programme. “I thought that it was 










critical to empower people in the region in the medical and 
scientific aspects of Aids,” says Beyrer. “This way they can 


focus on prevention. A big part of the programme is to 
train people and build capacity." 

One of his students is head of the drug-treatment 
programme in Burma. Burma is a huge challenge 
because of its military-led junta. Undeterred by the 
obstacles, Beyrer has worked along the Thai-Burma 
border to disseminate information about Aids. “A huge 
problem in Aids prevention is the lack of access to 
information,” he says. People trust radio broadcasts 
from outside the country, so he uses broadcasts in the 


languages of local ethnic groups to offer information and 


advice. The task was never easy, given the security 
situation along the border. “Harassment of non-govern 


mental organizations working on Burma on the Thai side 
Michael Vatikiotis 


has been intense,” he says. 



















i 


BY JEREMY WAGSIAFFE 





Photo by Josh Estey 


Border Patrol for Your PC 


Firewalls and anti-virus software are like nightclub bouncers: They keep the riff-raff out. 
But what's the difference? And do you need both? 





JUDGING BY THE LETTERS I get from readers, 
nothing seems to concern folk more than the secu- 
rity of their computers. So this week I'm going to 
talk about the most basic, and most misunderstood, 
part of securing your computer: the firewall. 

First, what the heck is a firewall? Security spe- 
cialist Bruce Schneier, founder of United States-based 
Counterpane, says the term comes from early coal- 
powered trains where an iron wall was built around 
the engine furnace to prevent fires from spreading 
to the passenger cars. In computer terms, it's a gate 
that tries to prevent viruses, evil programs 
or anything that's not been invited in 
from getting into a computer or a 
network. So what's the difference 
between anti-virus software such 
as Norton or McAfee and a firewall? 

| asked Jerome Briot, whose 
Paris-based security-software com- 
pany Sistech (www.thegreenbow.com) 
makes a firewall program called 
TheGreenBow. “Anti-virus 
software and firewalls have 
totally opposite logic,” he 
says. Anti-virus software 
lets everything in except 
what it knows is danger- 
ous, based on a blacklist it 
has in its pocket. (This 
blacklist is the updated 
virus library that you get 
when your anti-virus soft- 
ware updates itself every 
so often.) 

A firewall, on the other hand, blocks everything 
except what you, or your system administrator, 
allows. “Anti-virus is responsible for searching for 
‘malicious’ programs or processes on the PC, like 
a police force,” says Briot. “A firewall is more immi- 
gration, or frontier control.” Anti-virus software has 
a list of suspects and is keeping an eye out for them. 
A firewall is an immigration inspector, suspicious 
of everyone and banning anything that doesn't have 
the proper papers. 

Now we know the difference, does that mean it's 
a question of either/or? Can we users just opt for an 
anti-virus or a firewall? The short answer: No. Good 
anti-virus software doesnt do a bad job of keeping 
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the nasty stuff out—so long as you keep your software updated. 
With viruses spreading so rapidly these days, the period between 
a virus appearing and the anti-virus company updating its list—not 
to mention the delay until you get around to downloading the update 
for your own software—is getting dangerous. During this period 
youll have to rely on your firewall. As Briot puts it: “This is where 
a personal firewall has a role to play: to stop worms and Trojan 
horses when the anti-virus has no patch to identify them." 

So will a firewall catch everything? Sadly, no. Most firewalls work 
by giving permission to applications, or programs. Once that per- 

mission is given, anything the application does is OK as far as 
the firewall is concerned. Think of it as the immigration 
guy, having let the application into the country, 
not giving a hoot about what the application may 
get up to. So, say you've given your e-mail pro- 
gram permission to access the Internet, anything 
nasty that happens to come in via e-mail is not 
going to be noticed by the firewall. 
Actually, some firewalls are getting better at 
this. They look not just at allowing or refusing 
applications, but detecting changes in 
those applications, and inspecting 
data as they go in or out. But 
you should never think of 
your firewall as a reason not to be 
vigilant about opening suspicious e- 
mails or clicking on links you're not sure 
about. As Daniel McNamara, an Australian sys- 
tems administrator points out: "People seem to think 
a personal firewall is the magic bullet against all attacks." 

There's another problem: What happens if something gets 
past the firewall? A few years ago firewalls wouldn't help you, 
as they were only monitoring inbound traffic (think of an immi- 
gration officer not caring about folk leaving the country, only mon- 
itoring immigrants). So, if a keyboard-logging program was 
installed without your knowledge, it could be sending out details 
of your passwords, unchecked by the firewall. That is still the case 
with the Windows XP built-in firewall, but with most other fire- 
wall programs, outbound traffic is also monitored and blocked 
unless it has your permission. Bottom line: With a decent fire- 
wall, your data are pretty safe. 

My advice: Check out my list of Windows firewall software at 
www.loose-wire.com /firewalls to find one you like. Then install it and 
keep an eye on it. Alternatively, Microsoft is this month releasing 
a service pack for Windows XP which will include an improved 
built-in firewall, turned on by default. Whether this is going to solve 
all our problems is another matter, but Microsoft hopes it will. = 

More musings at loosewireblog.com 
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Test Your Brainpower and Win 
a New Canon A310 Digital Camera 


Think You Can Keep 


this Iced Tea Company 
Out of Hot Water? 


The problem: 


For more than 20 years, Blue Orient Tea Co*. has grown and thrived 
by creating offbeat and gourmet iced-tea drinks with Asian flavours 
such as lemongrass and star fruit. Its target market in Asia is young, 
upmarket, professional women. Blue Orient boasts that its teas have 
no preservatives, and sells them in heavy glass bottles with labels 
that have an engraved look, all of which the company believes makes 
the teas high-quality products and justifies a shelf price 30% higher 
than mass-market teas. 


But now the company is finding its margins are being squeezed. 
Distributors and retailers want to charge more for delivery and shelf 
space; shipping costs within Asia are rising; and it is taking longer to 
clear customs. The ingredients that set Blue Orient's teas apart from 
others are now more expensive. Volume sales of the teas appear to 
have reached a plateau. There are also rumours that industry giants 
are planning copycat drinks. 


Blue Orient forecasts that it will start to lose money within 12 months 
if it does not act to counter these trends. 


What should the company do? 


In association with: 





— 


*Note: "Blue Orient Tea" is a fictional company name created only for the purposes of this contest 
Any resemblance to the name of any existing or previously existing company, product or service Is 
purely coincidental. This contest is void where the use of such name or any other aspect of this 
contest is prohibited.” 






Closing date for entries 
is July 31, 2004 


To Enter: 


> Write your solution in English. 
Limit it to 300 words. 


> Go online to www.feer.com 
Follow instructions to submit 
your entry. 


> There is no one, night answer; 
Blue Orient and the problems 
it faces are fictional. The judges 
will look for creative solutions 
backed by solid thinking that 
are expressed clearly. 


> The winning entry will be 
published in the REVIEW. 


,2 c LA " Í ^ 
The prize is nor egotiaDie and 
redeemed for cash. Utne! mao! 


Please visit WWW.! 


| MONEY 


CAR MAKERS 


Proton on a 


Slippery Slope 


Malaysia's state-owned car maker has seen a steady erosion of 
marhet share as foreign competitors slash prices. Now it's been 
given a reprieve in the form of three additional years of protection 


CONCERN OVER THE direction of Malay- 
sia's car industry is undermining investor 
interest in once-dominant national car 
maker Proton Holdings. 

Despite a recent slew of bullish ana- 
lysts' reports, investors—especially for- 
eign portfolio managers—have sold or 
ignored Proton’s 3896-state-owned stock. 
The company's share price has slipped 
more than 2096 since March to about 7.85 
ringgit ($2.07). The stock is now trading 
at just 7-8 times projected earnings for the 
year to March 31, 2005—a sharp discount 
to the Kuala Lumpur market's average 
price/earnings ratio of about 15. 





PROTON’S 
GROWING PAINS 


* Proton has been a 
national symbol of 
excellence as much 
as a car maker 


* Its failure to find a 
global partner has 
left it confined to the 
domestic market 


* Under new competition 
rules it will find it hard 
to survive 


54 far Eastern Economic Review 


By S. Jayasankaran/KUALA LUMPUR 


Protor's appeal has suffered from the 
anticipated impact of Malaysia’s compli- 
ance with a proposed Asean Free-Trade 
Area, or Afta, mooted by the ro-member 
Association of Southeast Asian Nations, 
next year, which will expose the long-pro- 
tected car maker to stiffer competition. 

"There is uncertainty over Malaysia's 
car competition policy, going forward, 
and they don't have a global strategic 
partner," says a London-based fund 
manager who recently visited Proton and 
came away unimpressed. In April, 
Japan's Mitsubishi Corp., Protor's part- 
ner for two decades, sold its roughly 1696 
stake in the car maker to Malaysian gov- 
ernment concerns. 

Malaysia is expected to announce a 
so-called National Car Policy soon, but 
government officials say a draft completed 
in early June hasn't received official 
sanction from Prime Minister Abdullah 
Ahmad Badawi. On July 6, Abdullah told 
Malaysian car makers to get ready to face 
challenges in the form of intense com- 
petition as "they cannot depend on gov- 
ernment protection forever." 

The delay may be understandable. 
Since its inception in 1984, Proton has 
been profitable despite consumer grum- 
bles about quality, largely because the 
company has been sheltered from local 
and foreign competition by duties rang- 
ing from 40% to 300% on imported 
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vehicle parts and cars. That protection 
made the car maker an institutional 
favourite among fund managers. 

Proton still has 2.4 billion ringgit in 
cash and remains profitable. But the 
company's market share and its earnings 
have begun to slide in recent years. For 
the year ended March 31, Proton recorded 
a net profit of 510 million ringgit, down 
5496 from the year earlier. 

Shrinking market share—from a 
commanding 70% in the early 1990s, 
Proton's share of the Malaysian market 
slipped to 50% last year—was the main 
reason for the profit slide. Under Afta 


July 18, 2004 


=. 
E 


à LJ i 


- 





PET PROJECT: Former Premier Mahathir Mohamad, Proton's chief patron, opposes its sale to a strate 


rules, competition is expected to intensify 
further. Tariffs on manufactured goods, 
including cars and vehicle parts, are to be 
reduced to no more than 596 by the end of 
2004 for most Asean members. Malaysia, 
while agreeing to the overall Afta plan, has 
received special treatment for its motor- 
vehicle sector, permitting Kuala Lumpur 
to delay tariff cuts on cars and compo- 
nents to January r, 2005, when duties are 
to be reduced to 20%. The 5% maximum 
tariff mandated by Afta will only take 
effect in 2008 for Malaysia. 

Still, the writing is on the wall for the 
opening of Malaysia's 540,000 units-a- 
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year passenger-car market, Southeast 
Asia's biggest. The reason: Afta rules spec- 
ify that any car maker that sources at least 
40% of its components from Asean coun- 
tries is considered “local” and, as a result, 
qualifies for a member country's mini- 
mum import tariff. 

Indeed, global car makers have already 
begun slashing prices to gain market share 
in the kev 1,300-1,600 cubic-centimetre 
engine-capacity segment of the industry. 
A particular example is Korean car maker 
Hyundai, which has moved from zero to 
a 5% share of the market since entering 
the fray in 2002. 
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ket car manufacturer," says 
Patrick Russell, a consultant 
with Autopolis, a car-strategy 
firm in Kuala Lumpur. 
(Malaysia has a population of 
25 million and its 2003 GDP 
was less than $100 billion.) 

It will be hard for Kuala 
Lumpur to lift protection for 
other reasons, too. Proton 
employs almost 10,000 
Malaysians and is a huge 
taxpayer, contributing more 
than 13 billion ringgit to gov- 
ernment coffers between 
1995 and 2002. Moreover, it 
helps employ thousands 
more in supporting indus- 
tries. Analysts like Steven Tan 
of investment bank CIMB 
also argue that the car maker has helped 
industrialize Malaysia, catalyzing a 
modest vehicle-component industry that 
exported more than 1.2 billion ringgit 
worth of parts last year. 


While preparing for the full brunt of 


Afta, Kuala Lumpur has temporized by 
cutting import duties on motor vehicles 
and parts to an average of 42% for Pro- 
ton's locally based competitors (against 
13% for Proton). To offset revenue losses 
to the government from the reduced tar- 
iffs, excise duties of 60%-100% have been 
slapped on car and parts imports, depend- 
ing on engine capacity. Proton, and 
another smaller national car maker, are 
further protected by a 50% rebate on the 
excise duties they pay. 

In January, International Trade and 
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FIGHTING BACK: Proton is launching a slew of new models to compete 


Industry Minister Rafidah Aziz defended 
the excise-duty rebate to Proton as Malay- 
sia's "sovereign right," but intimated that 
the rebate will end this year. Even so, most 
analysts think the rebate will have to be 
extended to keep Proton competitive. But 
it isn’t clear if such a move would comply 
with Afta or spark complaints from Malay- 
sia's Afta partners. 

Some government officials say privately 
that they had hoped the Proton problem 
would be solved if Malaysia sold a sub- 
stantial strategic stake in the company to 
a global car maker. The hope was fed by the 
retirement last year of former Prime Min- 
ister Mahathir Mohamad, Proton’s cre- 
ator and the main advocate of continued 
protection for the company. 

Such sales aren't unheard of: Malay- 





sia's second state car maker, 
Perusahaan Otomobil Kedua, 
or Perodua, is 51% owned by 
Japan's Daihatsu, a unit of 
Toyota Motors. But Perodua 
has little competition domes- 
tically or in Asean, being the 
only car maker in Southeast 
Asia to make sub-compact 
cars with engines of less than 
1,000 cubic centimetres. 

Any expectations of a 
quick sale of Proton were 
dashed in April, however, 
when Mahathir requested 
and received permission 
from Abdullah to become an 
official adviser to Proton. The 
former premier has since 
made it clear that while Pro- 
ton could seek strategic alliances with for- 
eign car makers, it should remain a 
Malaysian-controlled company. Ceding 
control to a foreign party, Mahathir said, 
could mean the end of the Proton brand 
and change the company into what would 
"amount to a local-assembly operation for 
foreign models." 

A senior government official says 
Mahathir's statements have frozen Pro- 
tor's immediate strategy options. "[Prime 
Minister] Abdullah will never move to 
overrule Mahathir," he contends. "That 
would be too blatant and most un-Malay- 
sian." (Khazanah Nasional, the govern- 
ment investment agency which owns 3896 
of Proton, is chaired by Abdullah.) 

For now, Proton is pinning its hopes on 
three new models that will come out this 
year and next. Greater economies of scale 
from a new 150,000 units-a-year factory 
could also help clip costs. Proton’s chief 
executive, Tengku Mahaleel Ariff, also 
talks enthusiastically about exports to new 
markets in the Middle East, but exports 
now account for less than 596 of output 
and have never figured prominently in 
Protons business model. 

But Proton’s immediate problem is 
regaining local market share from an 
invasion of new competitors that is bound 
to accelerate. "The days of easy money 
in the Malaysian [vehicle] sector have 
gone," says a Kuala Lumpur-based port- 
folio manager who manages around $100 
million in funds. “The world has changed; : 
Proton will have to as well." = 
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Dollar-Wary 


Asia's central banhs have scaled bach their 
interventions in currency markets, for now 





By Phil Day/SiNGAPORE 


IT'S BEEN three months since Asian INDIGESTION 


central banks stopped fighting cur- The Bank of Japan has slowed its 
rency markets. But this may be just build-up of forex reserves 


a lull in the battle. $ billion 
Should the United States dollar — 850 
start to weaken significantly once 
again, as it easily could, Asian cen- 800 
tral banks could be back in the mar- 
kets, throwing their weight around 
once more. "If the dollar resumes its 
structural decline, very quickly we 
would see a number of Asian central 
banks come back into the market," 
says Allison Montgomery, senior $099 
regional currency strategist at West- 
Pac Banking Corp. in Sydney. 550 
All else being equal, rising inter- 
est rates should add strength toa — 500 
currency. In the case of the dollar, 
talk began in March ofa U.S. Federal 450 
Reserve rate hike. (The first of what 
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is expected to bea series of rises was 400 Extr ERE N TRO 
coco oe cs oor MEME LE 


announced on June 30.) That talk 
put enough punch into the currency 
to end the contentious battle Asian 
central banks had been waging to keep the dollar strong 
against their currencies. But all else isn't equal in this case, 
and the factors that originally led to the dollar's weakening 
could start moving currency markets again at any time. 
"The debate is still there," says Montgomery. 

The U.S. current-account deficit is continuing to grow. 
Economists have not put aside their concerns about the 
rising U.S. fiscal deficit, nor have their worries subsided 
about the lack of savings by U.S. consumers. These 
and other factors could set the dollar on a weakening trend 
once again. 


EXPORTS ARE STILL THE DRIVER FOR 
MOST OF ASIA'S ECONOMIES AND 
CURRENCY INTERVENTION REMAINS 
A KEY DEFENSIVE WEAPON 
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Throughout last year and into the spring, a chorus of 
economists and U.S. officials kept up a steady lament at the 
dollar-hoarding of Asian central banks. Dollars were pour- 
ing into Asia as trade boomed and as foreign investors 
bought into Asian stocks and bonds. Countries like Japan 
and South Korea kept up steady dollar-buying to keep their 
currencies from appreciating too much against it. Econo- 
mists at UBS estimate that foreign-currency reserves held 
by Asian central banks were growing by a staggering $50 
billion a month by the first quarter of this year. 

In the end, it was U.S. central bank policy that 
allowed Asian central banks to step away. Fears of growing 

U.S. inflation and anticipation of 
rising U.S. interest rates reversed 
the flows of investment that 
had been a key driver of Asian 
currency strength, allowing Asian 
central banks to step back from 
the markets. 

The Bank of Japan, for example, 
hasn't intervened in currency mar- 
kets since the middle of March. 
UBS estimates that total Asian for- 
eign-currency reserves grew by just 
$17 billion in May this year 

Asian central banks may have 
withdrawn from the battlefield 
when the dollar started to 
strengthen on its own, but their gov- 
ernments have by no means sur- 
rendered. Asian economies have 
been picking up, but exports are still 

5 the driver for most of them and cur 
= rency intervention remains a key 
* defensive weapon. 

2004 z On July 2, South Korea an- 
nounced it would raise up to r1 tril- 
lion won ($9.5 billion) in the sec- 

ond half of this year to intervene in currency markets 
should the need arise. That is on top of 7.8 trillion won 
already allocated and would total the equivalent of 2.59€ 
of Korea's GDP to intervene in currency markets 

^We'll use it to the maximum limit if necessary," said Choi 
Joong Kyung, director-general of the Finance Ministry's inter- 
national finance bureau. "Our foreign-exchange policy 
remains resolute. We'll use every won to protect the for 
eign-exchange market from speculators and from moves that 
go against economic fundamentals." 

Japan is also keeping its powder dry. Last year, Japan 


sold a record ¥20 trillion ($185 billion) in currency markets 
and dumped another 15 trillion or so in the first three 
months of this year. The Bank of Japan's borrowing limit 


for the last fiscal year, which ended March 31, was Y79 
trillion yen for the money it needed for those interventions, 
amongst other things. For this fiscal year, it has raised 
the borrowing limit to ¥140 trillion. That's about 2.596 ol 
Japan's annual GDP. = 
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‘TRADE 


Done Deal? 


The landmark Australia-Thailand free-trade 


agreement faces a constitutional challenge 


By Shawn W. Crispin/BANGKOK 


AUSTRALIA AND THAILAND on July 5 signed a landmark free- 
trade agreement, representing the first bilateral deal between 
a developed and a developing economy in Asia. It’s also the 
first regional trade pact likely to face a legal challenge that 
could complicate the enactment of the agreement's many mar- 
ket-opening measures. 

The agreement should boost trade and investment 
between the two countries, which totalled $4.2 billion in two- 
way trade in 2003. As part of the deal, Thailand agreed to elim- 
inate tariffs on 50% of goods that it now imports from Aus- 
tralia by January 2005. In return, Australia promised to phase 
out tariffs on over 5,000 Thai import items, including fruits, 
vegetables and vehicles. 

Moreover, Thailand agreed to raise its current 49.996 
foreign-ownership limit and allow for majority-owned Aus- 
tralian investments across a wide range of industries, includ- 
ing mining, construction, distribution and cargo services, 
hotels, tertiary education and management consulting. 

Prime Minister John Howard and his Thai counter- 
part, Thaksin Shinawatra, agreed that the pact was a winner 
for both sides and the two leaders hailed its many market- 
opening measures as a viable blueprint for future deals in 
the region. 

For Australia, the deal marks its latest move to forge stronger 
economic ties with its Asian neighbours. Howard expressed his 
hope that the Thai deal and a pact with Singapore signed ear- 
lier this year would pave the way for future deals with Asean 
members and China. 

Thai commerce officials are looking to free-trade agree- 
ments to give impetus to economic restructuring and lift the 
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COMMON GROUND: Both Howard (/eft) and Thaksin believe 
bilateral agreements are the way to boost Asian trade 


Thai workforce into higher value-added jobs. Thaksin has made 
clear his preference for the bilateral track over the World Trade 
Organization-sponsored multilateral framework by pursu- 
ing over a dozen agreements in the past two years. 

If all goes according to plan, trade between Thailand 
and Australia will be nearly tax-free by 2010. However, there 
could be legal hitches on the horizon. The Thai Senate's 
Foreign Relations and Social Development and Human Secu- 
rity committees sent a letter on July 2 to Howard requesting 
that his government not sign the agreement until it could 
be ratified by Thailand's national assembly. 

The letter, signed by Thai senators Kraisak Choonhavan and 
Nirun Phitakwtachara, alleges that because parliament was not 
consulted the deal was brokered illegally, and that by signing 
the agreement, "Australia might be considered as a supporter 
to the violation of the Thai Constitution." Members of the 
two committees are now devising a legal strategy to challenge 
the legality of the Thai-Australian pact in Thailand's Constitu- 
tional Court, according to an aide to the Thai Senate. 

Meanwhile, a group of Thai activists has called on both 
governments to initiate an independent investigation into the 
deal due to concerns about possible conflicts of interest. 
FTA Watch, one of the Thai groups calling for a probe, pre- 
dicts that cheaper Australian dairy and beef products will 
hit Thailand's 150,000 dairy farmers and approximately 5 mil- 
lion people who rely on cattle-raising especially hard. Jacques- 
Chai Chomthongdi, the groups director, says: “Our main con- 
cern is that the negotiations were kept secret." 


LACK OF TRANSPARENCY 

Kiat Sitheeamorn, head of Thailand's International Chamber 
of Commerce, believes Thai officials may have yielded too 
much, too fast at the negotiating table. “In terms of invest- 
ment, we are not ready to compete," contends Kiat, who 
also has concerns about the lack of transparency surround- 
ing the negotiations. “Only a handful of Thai companies are 
in a position to invest overseas." 

Supinya Klangnarong, secretary-general of the Campaign 
for Popular Media Reform, contends that one of those com- 
panies is likely to be Shin Satellite, the communications com- 
pany founded and majority-owned by Thaksin's family. Last 
year Shin Satellite conducted a test-marketing campaign in 
Australia for its retail broadband IPSTAR satellite services, 
which will be launched across Asia later this year. The trade 
pact opens the way for Thai investments in Australian tele- 
coms, and includes a promise not to impose quotas on the 
number of satellite and mobile services. 

A Shin Satellite corporate-affairs official denies that there 
was any conflict of interest between the company and the Thai- 
Australian trade negotiations, noting that Shin Satellite has 
sold satellite services through its ThaiCom 3 satellite in Aus- 
tralia since 1997. Still, some activists and trade groups are scep- 
tical. Says Supinya: "Our question is: Will this deal benefit the * 
whole country or just a couple of big businesses?" = 
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CHINA 


Just the Start 


China's continuing struggle to cool its economy 
foreshadows more serious boom-bust cycles 


By Dan Fineman 
Don't get complacent if China's current economic bubble 
deflates gently. More boom-bust cycles are coming. China's 
state-owned-enterprise, or SOE, reforms have institutionalized 
overinvestment. Unless the government overhauls its eco- 
nomic-restructuring programme, China will overheat more 
frequently, with more negative consequences. 

China's overly cautious strategy for selling shares in SOEs 
explains its increasing susceptibility to bubbles. The authori- 
ties structure initial public offerings to retain government con- 
trol of SOEs, not to privatize them. IPOs typically offer only 
2596-3096 of an SOE's shares. Subsequent share issues often 
dilute state holdings, but the government almost always 
remains the biggest shareholder. One 2002 study estimated 
that only 1196 of China's listed companies by market capital- 
ization are privately held. State entities control the rest. 

Partial privatization provides fertile ground for overinvest- 
ment. Listing loosens state oversight, but the government's 
majority stake leaves official entities responsible for SOEs' lia- 
bilities. The mismatch between weak state control and secure 
government protection offers SOE managers an endless series 
of no-lose investment opportunities. If a big investment bet wins, 
managers and SOEs profit handsomely. If the bet loses, the gov- 
ernment picks up the tab. Prudence earns few rewards. 

It is no accident that China’s SOE sector par excellence— 
steel—leads the country in overinvestment. Because China 
lacks comparative advantages in metallurgy, SOEs depend- 
ent on state favours have long dominated the nation’s steel 

industry. To fund these perennially capital-starved produc- 
~ ers, the government has sold 
minority stakes in most large 
steel SOEs. All of China's top 
five steel groups now include 
partially privatized vehicles. 
Confident of government 
backing, steel groups with list- 
ings have developed eye-pop- 
ping expansion plans. The two 
largest, Baoshan Iron and 
Steel and Anshan Iron and 
Steel, each target 50% capac- 
ity increases. Economists con- 
sider steel overinvestment as 
one of the most urgent prob- 
** lems now facing China. 
Regardless of the wisdom 


HOT SPOT 
China's production of crude steel 
has gone through the roof 
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Output of crude steel 





of their expansion plans, partially privatized SOEs 
need not fear for their survival. Largely due to gov- 
ernment reluctance to put its own companies out 
of business, China’s bankruptcy rate is one-twen- 
tieth of America’s. Many overeager managers prob- 
ably expect a fate no worse than what Maanshan 
Iron and Steel suffered during China's last bubble. 
Maanshan raised $795 million in a 1993 IPO to 
expand capacity in an oversupplied metals market. 
Within a year of listing the firm was insolvent, but 
state banks bailed it out. 

Chinese listing procedures add to the impetus 
to overinvest. IPOs by state-owned enterprises pri- 
marily offer new shares, not existing government- 
held stakes. Whether or not the firm has good invest- 
ment opportunities, funds raised go to the SOE, not 
the government. With money burning holes in their 
pockets, IPO issuers often make wasteful finan- 
cial decisions. Some, like PetroChina, pay dividends 
soon after listing, effectively returning money just 
received from investors, less dividend taxes. Others, 


REGARDLESS OF THE WISDOM OF 
THEIR EXPANSION PLANS, STATE FIRMS 
NEED NOT FEAR FOR THEIR SURVIVAL 


like Jinan Iron and Steel, place funds in overly 
aggressive capacity expansion. Jinan announced an 
IPO in June to help it boost output from a 2002 base 
of 4 million tonnes to 10 million tonnes by 2007, 
despite analysts’ concern about excess supply. 

Ironically, the more aggressively China pursues 
its current share-sale strategy, the less pressure 
SOEs like Jinan face to invest efficiently. As the gov- 
ernment sells minority stakes in more firms, it cre- 
ates vast new financing options—and incentives— 
for ill-advised, high-stakes investment bets. 

China's latest excesses mark it as Asia's lead- 
ing bubble-blower. Including the current period of 
rising inflation, hyperactive lending and redun- 
dant investment, China’s economy has overheated 
four times in the past 20 years. In 1985, 1988 
and 1993, GDP growth reached unsustainable lev- 
els, with painful slowdowns following each period 
of double-digit expansion. Most of the rest of Asia 
suffered two, or at most three, boom-bust cycles 
over the past two decades. 

To free itself from these boom-bust cycles, 
China needs to fundamentally restructure its SOE- 
reform programme. The government should sell 
down existing stakes rather than create new shares 
for listing and it should fully privatize SOEs. SOEs 
need new owners more than new factories. = 

Write to me at dan.fineman@feer.com 


Sources: China Statistical Yearbook; Xinhua News Agericy 
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INDONESIA 


Muddling Along 


The economy continues to perform below its potential 
as underinvestment stifles growth and employment 


By Tom McCawley 

Retired Gen. Susilo Bambang Yudhoyono took an 
early lead as favourite to become Indonesia’s fifth 
president as ballots poured in from across the coun- 
try after the July 5 vote. Investors fear the likely 
change of president will mark a shift to populist-style 
economic policies and away from painful reforms. 
Whatever solutions the victor favours, Indonesia's 
chronic problems remain familiar—below-par eco- 
nomic growth and stagnant job creation. 

In between his trademark karaoke performances 
during the campaign, Yudhoyono said little about 
economic policy. On televised debates he hinted 
he would continue with energy-tariff reforms, but 
possibly slow the privatization of state assets. His 
vice-presidential candidate, Jusuf Kalla, may have 
an influential role, particularly in trade policy. “We 


UPWARD PRESSURE 
Indonesia has seen inflation rise as the rupiah weakens 
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can expect more populism," said one academic econ- 
omist approached to join Yudhoyono's team. The 
election is almost certain to enter a second-round 
run-off in September as Yudhoyono only won 
around a third of the vote in early results. 

Indonesia's economic growth and exports still 
lag behind most of the region. First-quarter eco- 
nomic growth has been estimated at around 4.596 
for 2004, compared with Thailand's 6.796 in 
2003. Forecasts from both the government and 
the World Bank put annual economic growth in 
a range of 496-596 for 2004, regardless of politi- 
cal circumstances. Indonesia's trade surplus in 
May fell to $2.06 billion, down from $2.38 bil- 
lion a year earlier. 

Private consumption, which makes up over 6096 
of GDP, grew 5.7 96 in the year through the first 
quarter, according to government data. A central 
bank survey found consumer confidence steady in 
April-June, helped by relatively peaceful condi- 
tions surrounding the parliamentary and presi- 
dential elections. Respondents listed inflation and 
chronic unemployment as the major concerns. 

A weakening of the rupiah in late May and June 
highlights the possible threat to consumption- 
driven growth. In early June, the rupiah hit a 26- 
month low of 9,450 to $1, falling by 1096 in the pre- 
vious month. Inflation can quickly follow currency 
falls in Indonesia, where its 216 million popula- 
tion imports many basic commodities. Inflation 
rose to a 13-month high in June and has been ris- 
ing since hitting a 43-month low of 4.6% in Feb- 
ruary, also driven by rising fuel costs. 

Amid the volatility, the government cancelled 
two bond auctions scheduled for May and June after 
investors demanded higher yields, adding to an 
impression that sentiment was souring. Bank 
Indonesia, the central bank, raised banks' reserve 
requirements in a bid to absorb surplus liquidity 
in the market. By early July, Bank Indonesia Gov- 
ernor Burhanuddin Abdullah said the measures had 
been enough to counter a quarter-point rise in 
United States interest rates. Finance Minister 
Budiono said the government was confident enough 
to go ahead with a planned bond issue in July. 

Government efforts to woo foreign direct 
investors have continued to fail. Foreign-invest- 
ment approvals dropped to $2.5 billion in the 
first five months of 2004, down from $4.2 bil- 
lion in the same period a year ago. Indonesia's 
investment woes are apparent in the once-boom- 
ing oil-and-gas sector. In April, Indonesia became 
a net oil importer for the first time, undermining 
its membership of Opec. Foreign companies 
blamed the decline on waning exploration due to 
unclear policies on tax, investment and the coun- 
try's decentralization programme. = 
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Dow Jones Global Indexes Local Indexes (obe 
Index (July 5) % chg YTD (July 5) Mkt Unit Latest %chg YTD 
Australia — 3,53440 . 5691 Aluminium Lan $/tn 1,730.00 +7.86 
Bangkok 659.41 -14.60 Cocoa NY $/tn 131200 -13.07 
Bombay 484377 -17.04 Coffee NY o/b 72.25 +11.24 
Colombo 1,373.37 *29.31 Copper NY oyib 122.00  *16.69 
Hong Kon; 12,252.11 -2.57 Cotton NY c/b 49.56 -33.98 
75 Jakarta - 745.03 +7.68 Gold Län — $/oz 398.25 -4:55 
113.09 +4.12 Karachi 5,399.72  +20.76- Oil: Brent Ldn $/barrel 36.30  *20.32 
9166 +6.01 Kuala Lumpur 843.61 *6.26 Palm Oil KL Ringgit/tn — 1,484.00 — -16.35 
74.00 — *14.36 Manila X 1589.9 0.23 Pulp FOEX . $/tn 661.68 — *18.27 
r Rice Bnk —— $/tn 225.000 «11.39 
102.77 -3.45 Rubber KL Mc/kg 459.50 — -275 
Soyabeans Chg c/bushel 652.25 -17.85 
ailan 67.03 -16.18 Sugar NY c/ib 796  *40.39 
U.S. Total Market 266.74 — *155 - Tin KL $/tn 9,000.00 336.16 
Euro Stoxx 50* — 2,784.92 *0.88 Wheat Chg c/bushel 341.50 — -9.42 
AIG - Dow Jones Commodity Index 145.17 +7.32 
Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. Sources: MoneyLine Telerate, Reuters; Dow 





ECONOMIC DATA IN THE SPOTLIGHT 


% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Indonesia (4.16% on week] 

(July 5) GDP CPI Current acct | Trade balance 1-mth interbank [Prime rate 

Australia 3.7 (Mar Qtr) +2.0 (Mar Qtr) -33.04 (Mar) -16.80 (May) 5.38 9.50 

China 9.8 (Q1 '04) +4.4 (May)  *45.88(2003) +14.61 (May) 3.70 n.a. 

EU 1.5 (O1 '04) *2.3(May)  *47.38 (Q4 '03) -6.30 (Apr) 2.10 n.a. 

Hong Kong 6.8 (Q1 '04) -0.9 (May) *15.27 (Mar) -12.29 (May) 0.16 5.00 

India 8.2 (04 '03/'04) *2.8 (May) +4.56 (Mar) -16.12 (May) 6.00 11.13 

Indonesia 4.46 (Q1 '04) +6.8 (Jun) +4.70 (2003) — *27.21 (May) 7.44 7.33 

Japan 6.1 (Q1 '04) -0.3 (May) +157.19 (Apr) *110.36 (May) 0.06 1.38 

Malaysia 7.6 (01 '04) *1.2 (May) +13.41 (Mar) — *17.74 (May) 2.86 6.00 
NewZealand — 3.6(01'04) *1.5 (Mar Qtr) -4.20 (Mar) -2.13 (May) 6.03 6.22 

Philippines 6.4 (O1 '04) *5.1 (Jun) *3.94 (Mar) -1.73 (Apr) 771 10.71 

Singapore 7.5 (01 '04) *2.0 (May) *2715 (Mar)  *28.38 (May) 0.63 5.50 

South Korea — 5.3 (Q1 '04) *3.3 (May) *24.43(May) — *28.64 (Jun) 3.77 3.91 

Taiwan 6.3 (Q1 '04) +1,8 (Jun) +27.30 (Mar) +15.18 (May) 0.98 0.75 

Thailand 6.5 (01 '04) *2.4 (May) *7.35 (May) *2.25 (May) 1.26 5.75 

US. 4.4 (Q1 '04) *3.1 (May) -402.14 (Mar) -513.87 (Apr) 1.35 4.00 June July 





Source: Government Ststistics 


Source: MoneyLine Telerate 


FOREIGN EXCHANGE 


Key Currencies 

(July 5) $1 worth Spot rate % chg YTD (July 5) $1 worth Spot rate % chg YTD 
Australia dollar 1.4045 -5.49 Mongolia* tugrik 1,174.00 4.09 
Bangladesh taka 59.25 -1.27 Nepal rupee 72.00 *1.39 
Brunei dollar 1.7155 -0.59 New Zealand dollar 1.5443 1.15 
Burma* * kyat 950.00 -6.32 Pakistan rupee 57.73 -0.99 
Cambodia* * riel 4,129.00 -6.68 Papua New G. kina 3.109 +6.18 
China renminbi 8.2676 +0.11 Philippines peso 55.80 -0.51 
European Union euro 0.8133 -2.42 Russia** rouble 29.04 +0.69 
Hong Kong dollar 7.7989 -0.46 Singapore dollar 1.7164 -1.10 
India rupee 45.83 -0.51 South Korea won 1,152.20 +3.45 
Indonesia rupiah 9,138.00 -8.01 Sri Lanka rupee 102.45 -5.42 
Japan yen 109.05 -1.69 Taiwan NT dollar 33.705 +0.78 
Laos** kip 10,695.00 -2.43 Thailand baht 40.68 -2.73 
Macau pataca 8.0066 -0.40 Vietnam * dong 15,734.00 0.48 
Malaysia ringgit 3.80 0.00 

Other rates: HK$ = renminbi 1.0608 S$ = ringgit 2.2128 SDR = $1.4688 *Official rate — **Unofficia! rate Sources. MoneyLine Telerste; Reuters: Dow Jones 
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CENTRAL ASIA 


Water of Strife 


Turkmenistan’s autocratic leader wants to end his country's water woes with a vast new lake. 
Critics warn that he rishs creating an environmental disaster to rival the death of the Aral Sea 





By Lynne O'Donnell/AsHKHABAD, TURKMENISTAN 


ALL AT SEA: The 
fate of the Aral 
Sea is a warning 
to anyone trying 
to remake the 
environment in 
Central Asia 


Shamil Zhummtóuyz Reuters 





THE AIR IN THE GARDENS lining Turkmen- 
bashi Avenue, the main thoroughfare through 
Turkmenistar's desert capital of Ashkhabad, is cool 
and moist, a welcome haven from the debilitat- 
ing summer of one of the hottest and driest coun- 
tries on earth. Lush grass springs beneath each 
footfall as an endless flow of fountains splashing 
into sparkling ponds provides the mood music for 
a brutal, autocratic regime. 

Billions of dollars spent on vanity projects in the 
I3 years since Turkmenistan won its independence 
from the ruins of the former Soviet Union have 
transformed Ashkhabad from a 
sleepy backwater into a city of mar- 
ble and monuments, most extolling 
the glories of President Saparmu- 
rad Niyazov and the long-dead 
mother he never knew. 

Just as tribal chiefs in centuries 
past pitched their tents close to 
water—their proximity to the pre- 
cious resource an indication of their 
power—so Niyazov has irrigated 
his capital and soon plans to add an 
artificial river. All this in a country 
that's 8096 desert. 

Calling himself Beyik Turk- 
menbashi—"Great Leader of the 
Turkmen People,” a title that stakes 
the president's claim to be chieftain 
of all the world's Turkic tribes— 
Niyazov is, essentially, the only law 
in Turkmenistan. At his decree, the 
names of days, months and even 
foodstuffs are changed (see article 
on page 64). 

But while he defies the many 
international covenants he has 
signed and his behaviour elicits 
annual resolutions at the United 
Nations Human Rights Commis- 
sion, his latest vainglorious attempt 








and holding up to 150 billion cubic metres of water—will suck up 
precious resources from rivers that provide water for millions 
of people in drought-stricken Central Asia. 

Such is the sensitivity of the project, however, that few 
people will go on the record with their criticism. One British 
university professor, who specializes in water issues and has 
written extensively about Central Asia, says friends of hers in 
Turkmenistan were harassed by the authorities after she men- 
tioned the lake in an interview with Ashkhabad radio. Since 
then, she has been unable to return to the country. “I don’t care 
about me, it's the people I know that stand to suffer," says the 
academic, who asked not to be named. 

In a region where water is one of the great- 
est sources of potential friction between states— 
and where military exercises include mock battles 
for control of dams—Niyazov's reservoir repre- 
sents what critics say is one of man’s most fool- 
hardy attempts at harnessing nature. 

Not only is Niyazov spending $7 billion of his 
country's finances on the project—according to 
quotes attributed to him in mid-May by the 
domestic news service, Watan—diplomats say he 
also is using slave labour, in the form of prison- 
ers from jails and labour camps, beggars picked 
up on city streets and people sent into internal 
exile. “A neat way of dealing with opposition," says 
one Western diplomat in the capital. 

The official justification for the lake is to 
ensure ample water for future generations. But, 
if itis ever completed and filled, it is more likely 
to compound existing problems of waste, deser- 
tification and salination. In addition, much of 
the water risks being lost through evaporation 
and seepage. 

The official line in Ashkhabad is that the lake 
will draw on run-off and waste water. But many 
believe the lake will instead suck water from the 
Amu-darya and the Syr-darya, the region's prin- 
cipal rivers (darya means river). 

A Western analyst working in international 
aid in Ashkhabad, who also reflected the sensi- 
tivity of the issue by wishing to remain anony- 
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at posthumous posterity has the SPLASH OF POWER: President Niyazov has mous, says: "The idea is for a residual basin 


potential for profound damage far filled his capital with fountains 


beyond his borders. At risk is the 
water supply of much of Central Asia, where half 
a dozen freshly minted independent nations are 
already dealing with the legacy of vast environmental 
damage from 70 years of Soviet domination. 
Having declared the 21st century to be the 
Golden Era of the Turkmen People, President Niya- 
zov is building a massive reservoir, the Golden Era 
Lake, east of Ashkhabad in the middle of the 
Karakum Desert. (Niyazov has predicted that the 
lake will be built by about 2010, earlier than pre- 
‘vious estimates of 2020.) Experts have warned that 
the lake—120 kilometres long, 60 kilometres wide 
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for run-off and waste water, not from the Amu- 
darya. But scientists are questioning the feasi- 
bility and Turkmenistan's contention that it will not have any 
impact on the Amu and Syr rivers.” 

Turkmenistan, though, claims it uses water from the Amu 
responsibly, and will go on doing so. According to Niyazov, Turk- 
menistan takes 50% of the water of the Amu. “This is fair for us,” 
he said in May. “Seventy per cent of the Amu-darya runs through 
the territory of Turkmenistan but we are conscientious with regard 
to it.” Far from it, according to the World Bank, which says that 
Turkmenistans entitlement to water from the Amu is not 50% 
but 30%, or 22 billion cubic metres. 

The Amu was known in antiquity as the Oxus, and it's one 
of the world’s legendary waterways. It rises in the Pamirs and &» 
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flows through the Hindu Kush from Afghanistan into Turk- 
menistan and Uzbekistan, where it joins the Aral Sea. It forms 
part of Afghanistan's northern border with Uzbekistan, and is nav- 
igable for more than 1,450 kilometres of its 2,400-kilometre course. 
Demand from Afghanistan has been minimal, but is expected to 
grow as the country develops. For Uzbekistan and Turkmenistan, 
the river is a vital source of irrigation, especially for growing cot- 
ton, a famously thirsty crop. 

One of the stated aims of the lake is to boost agricultural 
output by creating irrigated farmland. Engineers have said the 
area of Turkmenistan’s cultivated land will rise by just over 2296 
to 2.2 million hectares, with 500,000 tonnes of cotton, 300,000 
tonnes of grain and thousands of tonnes of fruit grown annu- 
ally around Golden Era Lake. 

The prospect of such growth would please planners anywhere. 
But the risks involved should give them pause for thought. If Turk- 
menistan wants to see what can go wrong with ill-planned irri- 
gation projects, it need do no more than look north to Uzbekistan 
and Kazakhstan, and the remains of the Aral Sea. Once the world's 
fourth-largest inland body of water, the Aral has shrunk by two- 
thirds and, according to a recent United Nations report, it could 
eventually vanish altogether. 

The Aral was killed by Soviet-era irrigation projects that 


ONE MAN'S 


It's race day at the Ashkhabad Hippo- 


It doesn't end there: Niyazov has 


NEW 
WORLD: 
Niyazov has 
sought to 
bolster his 
image with 
vast build- 
ing projects, 
including 
the world's 
biggest 
mosque 
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diverted water from the Amu and Syr into vast 
cotton plantations that are still the backbone of 
the Uzbek economy. Its decline has reduced agri- 
cultural productivity in Central Asia by a quarter, 
says the UN relief agency Unicef. The effect on 
human health has also been high: Unicef esti- 
mates that only 2096 of the 1.2 million people 


WORLD 


cities and 70% in the countryside. 
This failure to make the nation work 


drome. Above the track, a huge billboard 
bearing President Saparmurad Niyazov's 
smiling face watches down on the 
gleaming horses as they're paraded 
before the invitation-only crowd. 

As a booming voice calls out the 
horses' names, the crowd cheers: They 
are as familiar in Turkmenistan as pop 
stars elsewhere. None more so than the 
horses owned by Niyazov, which, not 
surprisingly, do well in the six races. 

Their success is yet another manifes- 
tation of a personality cult that 
rivals that of North 
Korea's Kim dynasty. 
Portraits of Niyazov, 
who led Turk- 
menistan's Commu- 
nist Party before 
independence 13 years 
ago, beam from public 
buildings. Billboards 
proclaim "The People, 
The Motherland, The 
Great Turkmenbashi," as 
Niyazov is also known. 
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changed the names of the days of the 
week and the months of the year. And, 
in a mark of his apparent obsession with 
his long-dead mother, Gurbansoltan, he 
even renamed bread Gurbansoltan- 
edzhe. Her statues litter the city. 

The personality cult is regarded as a 
bad joke by Turkmenistan's 5 million 
people, but there's a serious side to its 
excesses. Groups like Amnesty Interna- 
tional and Human Rights Watch have 
detailed torture, disappearances, arbi- 
trary detentions, house demolitions, 
forced labour and exile. 

Religions other than Islam 

and Russian Orthodoxy are 
outlawed and political 
opposition is not tolerated. 

The president's vanity 
touches every aspect of life. 
Economic figures are fudged to 
reflect his benign influence: Last year's 


growth rate was put at 22%; the U.S. 


State Department believes it was 
actually between 6% and 14%. It also 
estimates unemployment at 50% in the 


Burt Herman / AP 


comes against a background of huge 
potential wealth. Turkmenistan sits on 
massive reserves of oil and natural gas. 
But inertia has seen plans languish, and 
exploration and development companies 
have mostly packed up and left. "Every- 
thing has to be signed by the one man," 
says a computer technician with a 
British oil contractor. 

Corruption is rife: Niyazov's habit of 
sacking officials "means people are 
aware they might just be in their jobs for 
a very short time and so exploit their 
positions while they can," says an energy 
expert with a Western government. 

The president's eccentricity was on 
display at a dinner attended by a West- 
ern correspondent, along with ambassa- 
dors and businessmen. As each guest 
rose to knock back an obligatory vodka 
shot, and make a sycophantic speech, 
recalls the correspondent, "Niyazov 
heckled them, shouting at the Chinese 
ambassador: 'Here's a man who knows 
his human rights’.” Lynne O'Donnell 
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in the Daschovuz region straddling the Uzbek- 
Turkmenistan border have access to safe drink- 
ing water, and 4096 of people in the Aral Sea area 
suffer from kidney problems caused by salina- 
tion. Cancer rates are also abnormally high, 
caused by victims inhaling dust from the Aral's 
exposed bed, which is laden with salt and the 
residues of chemical run-off from farmland. 

"What we appear to have is a unilateral deci- 
sion by Turkmenbashi to create another mini- 
Aral Sea in the centre of the Karakum Desert 

` in Turkmenistan, which cannot be sustained 
unless additional water can be added other than 
waste water," says an official with a European 
environmental agency in Ashkhabad, who also 
asked not to be named. 

But the problems won't be restricted just to the 
site of the new lake, warns the aid worker. Because 
the lake will be fed in part by canals dug in sand 
without any lining, he fears that water carrying 
residues of chemicals and fertilizers from farm- 
land will seep into Turkmenistan’s underground 
reserves “within 15 years, as has happened in the 
north of the country after the introduction of cot- 

* ton and wheat production by the Soviets using 
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China. The programme enables you to quickly learn best 
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unlined canals and using excessive amounts of water.” Further, 
he says, “the other added problem is salination due to using too 
much water, seepage, increased water-table levels, plus poor 
drainage and management.” 

Indeed, the level of water wastage in Central Asia is phe- 
nomenal—up to 27% in Ashkhabad, compared with around 15% 
in cities in developed countries, and considered to be the same 
in Uzbekistan's capital, Tashkent. The fact that water, along 
with gas and electricity, is free for Turkmen citizens doesn't 
help instil respect for a diminishing resource. 

Meanwhile, hopes of enticing Turkmenistan into a regional 
dialogue on how best to use and protect shared water resources 
are diminishing. The Interstate Coordination Water Commis- 
sion, established in 1992 by Kazakhstan, Kirgyzstan, Tajikistan, 
Turkmenistan and Uzbekistan, has done little beyond high- 
lighting Niyazov's disdain for regional cooperation. 

“Turkmenistan has been at best a reluctant participant in 
regional cooperation activities,” the World Bank said in a report 
last year. Analysts go further, with one who works with a London- 
based think-tank saying it is a matter of policy to “divide and rule" 
in dealings with neighbouring states. 

Of the lake, the analyst says, “the fundamental concern is that 
it is predicated on the basis of isolation, for and by Turkmenistan. 
But water problems in Central Asia are by definition common 
problems, and should be dealt with across the region.” = 


CHINA EXPATRIATE 


PROGRAMME 


-- Accelerating your business success in China 
September 22 - 25, 2004 Shanghai 


For expatriate managers, the Chinese market presents both opportunities and 
challenges. You need special skills and knowledge, as well as the flexibility to 


The China Expatriate Programme, presented by the China Europe International 
Business School (CEIBS), the leading business school in Asia, has attracted 
hundreds of senior expatriate executives from multi-national companies in 


What are the benefits of attending this programme? 


Bi Gain vital insights into marketing, cross-cultural and human resource 
management, business operations, and issues in investment, law, economics, 
and politics in China. 

Bi Interact with CEIBS' world-renowned faculty who possess unequalled 
academic expertise and a wealth of experience in China. 


Bi Learn to identify the potential pitfalls of cross-cultural misunderstandings. 


For more information on the CHINA EXPATRIATE PROGRAMME 
at CEIBS, please visit us at www.ceibs.edu or contact Liz Kenyon on 
(T) 86 21 28905202, (M) 86 13601643789, or e-mail at Kliz@ceibs.edu 


adapt to a business environment which can be very different from the one to 
which you are accustomed. 
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HANDS UP! The pleasure of being a pixel in Pyongyang 


The Pixel People 


Ever wondered 


how North Korea organizes its stadium 


mass displays? The answer, in a word, is discipline 





PEOPLE POWER: Jon (/eft) 
and Kye choreograph North 
Korea's mass displays 
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NORTH KOREA has many secrets: Does it have 
nuclear weapons? What's the state of its economy? 
How does Kim Jong Il keep his pompadour in 
shape? But now we can reveal the answer to one of 
its most enduring mysteries: Just how do they 
organize those huge stadium displays of images— 
everything from portraits of the late Great Leader 
Kim Il Sung, complete with shimmering rays 
around his head, to North Korean flags proudly 
fluttering in a nonexistent wind? 

The answer comes from Jon Byong Ho and Kye 
sang Hwa, chief choreographers of North Korea's 
mass displays, and it turns out that it's a mixture 
of artistry, advanced mathematics, computer graph- 
ics—and the stern discipline of North Korean chil- 
dren. “We have done this in foreign countries 
too, but that's more difficult," says Kye. "Their chil- 
dren are not as disciplined as ours." 

The biggest displays are held each year at 
Pyongyang s May Day Stadium, and can involve up 
to 20,000 children. Here's how it's done: In the sta- 
dium’s grandstand, a block of seats—say 72 rows 
of 242 seats each—is set aside. That makes 17,424 
seats, each of which must be filled with a child. 


Postcard 


To allow for sickness, as many as 20,000 are 
trained. Each child is given a large book of coloured 
cards. When the figure "1" comes up on a digital 
display board, the lien consult a colour code on 
the back of their books and put up the correspon- 
ding page. When “2” comes up, everyone checks 
the code again, and changes page if necessary. And 
so on. In effect, each child is a human pixel. 

The displays aren't unique to North Korea, 
but no one else does them on such a scale and with 
such an eye for detail. And whatever you think of 
the regime's politics, the displays are impressive. 
Even Madeleine Albright, then-U.S. secretary of 
state, was taken aback when she witnessed one dur- 
ing her visit to Pyongyang in October 2000. 

"She was only a bit bewildered when the chil- 
dren created a picture of something that looked like 
a missile," says Jon. "But it was only the rocket 
that launched our Kwangmyongsong satellite in 
1998." (Actually, that rocket, the Taepodong, can also 
be a missile: In 1998, North Korea fired one over 
Japan, causing alarm and outrage in Tokyo.) 

Designing the books—which measure 60 by 50 
centimetres—is a huge job. The pages must be in 
the right order, and the right book must be in the 
right seat in the stadium. These days, computers 
make the work easier. First, an image is scanned in. 
Then, using their own software, the designers con- 
vert the image into the book-sized pixels. 

To save money, the North Koreans use as few 
pages as possible. So, if you're mostly a red pixel, 
your book will have only a few pages. But if you're 
a multicoloured pixel, you'll have many more pages. 
Managing all this requires a lot of training and dis- 
cipline. "It's not a problem here," Kye says. “But 
when we train children in other countries, we have 
to have the same number of pages in all books, oth- 
erwise they'll get confused." 

Jon and Kye and their team have travelled more 
than most North Koreans. Last year, they designed 
a display at the African Games in Nigeria. In 2001, 
they travelled to a youth festival in Algeria. Other 
venues have included China, India and Cuba. 

[Il-disciplined children aren't the only problem 
on overseas trips. The team has to inspect and 
measure each stadium's seats and spacing, and 
adjust the size of the pixel books. Their software is 
based on the seats in the Pyongyang stadium, and 
it's not always applicable elsewhere. 

However, the problems in exporting the art 
form aren't solely technical. The mass displays are 
in many ways a reflection of North Korea's soci- 
ety: Well-drilled and mass-mobilized, and with 
everyone knowing his or her place. If anyone steps 
out of line, it distorts the entire picture. Chill- 
ing, perhaps, but the outcome is one of the most 
spectacular shows on earth. BERTIL LINTNER 
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FISHY TALE: This could only 


happen in Asia. A row has broken 
out between doctors and miracle 


workers over an asthma remedy. 
Both sides are consulting a law 
on magic. The cure (which has 
been featured in these pages 
before) is the famous live-fish 
treatment of Hyderabad. Once a 
year, thousands of short-of- 
breath people trek to Hyderabad 
. to eat a live murrel fish stuffed 
with magical paste. The Bathini 


Goud family, which dispenses the 


magical meal, claims the 159- 





year-old secret recipe really 
works. But doctors at the Indian 
Medical Association claim it 


doesn't, and want to know what's 


in it. India, being India, has a law 
known as the Drugs and Magical 
Remedies Act of 1954, which 
covers medicine and magic. This 
statute says that consumers 
have a right to know the ingredi- 
ents of miraculous remedies as 
well as standard ones. But how 
does one define exactly how 
much magic goes into a potion? 
This is a case for Harry Potter. 


MOBILE MEALS: One hundred live snacks were kicked out of 
trucks into a country park in India in a bid to distract leopards 
stalking humans. Fifty pigs and 50 rabbits were scattered around 
as four-legged food items at the Sanjay Gandhi National Park near 
Mumbai. An uncited number of stray dogs will add to the list of 
mobile meals for the big cats in the sanctuary. The number of 
edible visitors to the park is being increased after a spate of 
leopard attacks on people living inside its boundaries— 12 in June 
alone. But environmentalists have been scornful about the plan, 
arguing that the real problem is illegal human encroachment into 
wildlife areas. The pigs and rabbits will be scoffed in a week, said 
one person, and the dogs will gravitate towards human settle- 
ments. "You might as well open a McDonald's counter inside the 
forest," a wildlife expert told The Telegraph newspaper of Calcutta. 


WHALE RIDERS: Giant monster 
blobs from under the sea are 
just the misshapen remains of 
whales, marine scientists 
announced. Creatures such as 
the Tasmanian West Coast 
Monster, a huge mass of bone- 
less tissue found in 1960, are 
probably sperm whales, accord- 
ing to marine biologists writing 
recently in The Biological 
Bulletin. For more than 100 
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years, massive beach remains 
have triggered speculation 

about monsters in the sea. But 
scientists say DNA tests prove 


the stuff comes from whales. 


A report in the New Scientist 
suggests that some blobs may 
be explained by this finding, but 
quotes author John Steinbeck, 


who wrote: "An ocean without 


unnamed monsters would be 
like sleep without dreams." 


a decent mutton rogan 


josh. The curry here just 
isn't the same as in Leeds. 
| think they must adjust 


POWER TRIP: Energy 
officials in the Philippines 
directed that a nuclear- 
power plant be built near 
earthquake fault lines and 
a live volcano. Experts 
warned them not to 
switch it on. Now the 
plant is approaching its 
30th birthday, and it 
hasn't yet produced 
enough electricity to 
power a lightbulb. 

The tragic tale of the 
Bataan nuclear site was 
updated recently by 
Agence France-Presse, 
which reported that the 
Philippine people are 
currently shelling out 
$155,000 a day in interest 





payments on the plant. 
Commissioned by 
dictator Ferdinand Marcos 
three decades ago, the 
plant was never turned on 
after experts warned it 
was in the wrong place, 
with Mount Pinatubo and 
fault lines nearby. The 
next leader, President 
Corazon Aquino, changed 
the constitution to ban 
nuclear power completely. 
The plant's manager, 
Thelmo Cunanan, is proud 
of it, in a funny sort of 
way. He said the fact they 
were servicing this huge 
debt proved that "if we 
enter into an agreement, 
at least we pay our bills." 


FLESH FLOWERS: A meat-scented flower from Sumatra is blooming in Con- 
necticut in the United States. The huge plant, Amorphophallus titanum—known 
as bunga bangkai (corpse flower) in Indonesia—stinks like rotting flesh to 
attract insects to pollinate it. "It looks like something has died. It smells like 
something has died. It has some of the same chemicals that dead bodies 
produce," a spokesman for the University of Connecticut told the Associated 
Press. The university warns that the fragrance has "elements of old socks, dead 
fish and rotten vegetables." An elegant upright pod opens to show a putrid- 
smelling yellowish-purple display. "All of this is totally irresistible to flies, which 
must think they've chanced upon a dead elephant," a spokesman said. 
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Books: SOUTHEAST ASIA 


Open-and-Shut 


Case? Not Quite 


Does economic liberalization lead to political 
openness? A new book finds little evidence in 


Singapore and Malaysia, writes Salil Tripathi 


WHEN EAST ASIA plunged into financial free-fall after 
Thailand floated the baht in July 1997, economists and ana- 
lysts were quick to point out that the crisis was sudden and 
acute because they did not have reliable information. Had they 
known the countries’ financial indicators, like balance of pay- 
ment statistics, outstanding debt (both public and private), 
and the tenure of that debt, they would have learnt of the 
underlying weaknesses of the so-called miracle economies 
much sooner. The markets would have punished the laggards 
and rewarded the fiscally fit. 

In the wake of the crisis, economists and executives at the 
World Bank, the International Monetary Fund (IMF), major 
investment banks, creditors and brokers from financial 
markets, even business publications, collectively called for 
good governance. And greater transparency was a critical com- 
ponent of good governance, they chorused. 

Rulers soon fell in Thailand and, more spectacularly, 
Indonesia. The political temperature soared in Malaysia, where 
then-Finance Minister Anwar Ibrahim emerged as the mar- 
kets’ favourite with his talk of reforms. This ferment was 
coupled with demands for greater political freedom, particu- 
larly in Indonesia and Malaysia, and it became received wis- 
dom to argue that throwing open markets and enhancing trans- 
parency would give rise to democracy and openness. 

This is part of a widely held belief that greater economic 
liberalization inevitably leads to politi- 

: à; [ Transparency 
cal openness. Yet the international record tid Audiusttarin 
in this arena remains mixed, and there Rule in Southeast 


may not be a simple cause-and-effect rela- Asia: Singapore and 


tionship between economic and politi. Malaysia ] by 

cal transparency and openness. But the -— modan Raut- 
i ; edge /Curzon. $95 

peculiar nexus between business and pol- 

itics in Southeast Asia—and political 

change in Thailand and Indonesia— t 

made it seem as though the elusive evi- 

dence was at hand. 

Garry Rodan is one of the foremost 
international scholars on Singapore and 
Malaysia, and is the current director of the 
Asia Research Centre at Murdoch Uni- 
versity in Perth, Australia. Rodan has writ- 
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ten an enlightening, challenging and provocative book in 
which he questions the assertion that greater financial and 
economic transparency inevitably leads to a more open soci- 
ety. To do this, he draws on meticulous research, looking at 
political theory, academic literature, newspaper reports and 
research from international investment firms. 

Rodan’s conclusion is sobering: The governments of 
Singapore and Malaysia understand the kind of transparency 
markets need. But they protect their political process from 
public demands for transparency. How? By offering limited * 
concessions to the markets. By doing this, they have under- 
mined the rhetoric of transparency, Rodan says. 

During the heady summer of 1997, it seemed the world 
was going to turn upside down. People were protesting on the 
streets, banks were collapsing, well-connected businessmen 
were close to bankruptcy and once-stable currencies were 
crashing. Media—domestic and foreign—had a field day. 

The IMF called for greater clarity in the data being assem- 
bled and disseminated. The World Bank accepted that its ver- 
dict on "Asian miracles" was premature, and later, it published 
a collection called The Right To Tell, on the importance of 
the role of free media in economic development. 

Sensing political changes in the region, and realising the 
markets' needs, Singapore promptly accepted the trans- 
parency rhetoric. The government encouraged companies * 
to provide quarterly reports. Rodan shows that to a limited 
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extent, real changes were made. Singapore's Government- 
Linked Companies came under scrutiny. This was also the 
case in Malaysia, for the conglomerates run by businessmen 
close to the elite in the United Malays National Organiza- 
tion, the leading party in Malaysia's ruling coalition. 

And yet, seven years after the crisis, there has been lit- 
tle political change in either country. Mahathir Mohamad's 
retirement was completed on his terms, and he hand-picked 
his successor. 

This recent period has also coincided with direct attacks 
on the media, particularly in Malaysia, which has used 
draconian laws against journalists. Rodan points out how 
copies of this magazine were held up from circulation in 
Malaysia, and its former correspondent there unprece- 


dentedly served time in jail. The ever-present threat of 


libel suits and the selective denial of access to foreign media 
ensured that editors of some international publications 
encountered severe problems in handling difficult topics 
regarding either country. 

That some publications, including this magazine, The 
Asian Wall Street Journal (both published by Dow Jones & 
Co.), The Economist, Business Week and others, continued 
to raise inconvenient questions about bailouts and opacity— 
which Rodan approvingly notes—is a tribute to the per- 

* sistence of those reporters and editors. Several stories, how- 
ever, never made it to print in many publications, which 
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STIFLED: Malaysian police arrested 15 people in April following a 
protest over the March 21 elections 


shows the extent to which Singapore and Malaysia succeeded 
in framing the rules of engagement with the international 
press on their terms. 

Rodan breaks new ground in highlighting the role ol 
investment banks and brokerage houses (a point first noted 
by international publications) in “talking up" countries when 
they felt this was necessary. That story echoes the more recent 
history of Wall Street firms and their reports on particular sec- 
tors, where clients were favoured with good reports. Rodans 
book would have even greater value had the investment banks 
role in Asia been placed under scrutiny as intense as that 
recently regarding companies in the U.S. 

Rodan does not address whether the disconnect between 
economic transparency and politics is permanent. Will eco: 
nomic openness never lead to political loosening? And is that 
the fault of markets or individual players: 

Free-market economists will argue that individual bust 
nesses may accept a certain level of opacity to collude with 
a political elite in a particular country. But in a genuinely 
free-market economy, such monopolies and oligope lies will 
collapse as other firms will emerge seeking to gain from a 
profitable market. 


RODAN QUESTIONS THE ASSERTION 
THAT GREATER FINANCIAL AND 
ECONOMIC TRANSPARENCY INEVITABLY 
LEADS TO A MORE OPEN SOCIETY 


That's fine in theory, Rodan argues. In the real world there 
are states that have the power to grant licences and to regu- 
late, and such states can astutely estimate the needs of pow- 
erful individual players in the international arena, meet 
their needs and carry on as if this is business as usual. That, 
he says, is what happened in Singapore and Malaysia 

Rodan notes that leaders of Singapore and Malaysia 
preside over economies heavily dependent on internat nal 
capital investment. They could not altogether ignore the "new 
mantra" of the virtues of transparency. Their success lay in 
embarking on “a selective reform agenda—one that steer d 


well clear of political openness and scrutiny, but delivered 
on some improvements to corporate disclosures and other 
limited forms of transparency." Rodan asserts that such 


limited reforms were enough for the markets 

Economics may be dismal, but the conclusion need not 
be. The demand for greater transparency by outsiders will con 
tinue. Whether that leads to an eventual change in the regimes 
is a separate question. What will change those regimes will 
not be dictated by markets alone. All far-reaching political 
changes must, in the end, come from within. = 


Satu Iripathi is a London-based writer wi covered Uu 
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L E I L A L L B.D. CHOI, BOE-Hydis Techne 





While business rivals like LG Philips and AU Optronics are building sixth-generation 


LCD plants, this relatively late entrant is moving up the learning curve 


top monitors. Conventional wisdom about the cost 

of doing business in China suggests that BOE- 

Hydis will gain a low-cost edge on its Korean, 

Taiwanese and Japanese competitors. But 

labour and facilities account for a small part 

of the cost of building a LCD screen. Com- 
ponents represent a far greater portion. 

Still, Choi says the time is right to bring 

the core technology for building LCD screens 
to China. Most of the final assembly of note- 
book PCs and desktop monitors takes place in 
China. And China’s end market for tech products 
with flat screens, while behind wealthier coun- 
tries, is growing solidly. “We think the things that 
have happened in advanced countries like Japan, > 
Korea and the United States will happen in 
China, too," he says. 
BOE executives first approached Hyundai 
Semiconductor in 1999 to 
learn more about LCD tech- 
nology. But the match was 
hardly sealed. BOE was itself 
= flirting with bankruptcy at the 
= time. It turned around in 2000 
and by the end of 2002 was sta- 
ble enough to raise the capital 
needed to acquire Hydis. 

In August last year, BOE 
acquired the largest stake in 
TPV Technology, a Taiwan- 
based contract manufacturer * 
of computer monitors. With 
Hydis and TPV, BOE controls 
monitor production from start 
to finish. 

"Strategically, it was a good 
decision, looking back," Choi says of 
the BOE acquisition today. "I cannot tell you that 
| knew all this at the time." Other Hydis employ- 
ees, particularly managers, were sceptical about 
becoming part of a Chinese company. 

"Now all agree we have a workable business 
model," Choi says. “Our management employ- 
ees are much more positive about business 

prospects. And outsiders who are looking at our 
chance of success think it's much bigger than * 
they used to." EVAN RAMSTAD 


B.D. CHOI became chief executive of the liq- 
uid-crystal-display business at Hyundai Semi- 
conductor eight years ago, when LCD screens 
were starting to move beyond notebook PCs 
into desktop monitors. As he tried to ride a 
wave of new-product technology, a bigger wave 
swept over the company and much of corpo- 
rate Korea: the Asian financial crisis. 

To survive in the aftermath, the company 
was forced to merge with another to become 
Hynix Semiconductor. Then, it began selling 
off assets to pay down debt. Eventually, even the 
display operation was positioned for sale, becom- 
ing an independent subsidiary called 
Hydis. Early last year, BOE Technology 
Group, one of China's largest elec- 
tronics-component makers, bought 
it for $380 million. 

Now Choi is trying to position 
the business, called BOE-Hydis 
Technology, to ride the next tech- 
nological wave in LCDs: as the key 
component in flat-screen TVs. “TV 
is potentially much bigger than 
desktop monitors and the indus- 
try has not even scratched the sur- 
face,” he says. 

But its a market that BOE- 
Hydis must catch up with after the 
financial difficulties of its former par- 
ent forced it to miss a generation of 
manufacturing technology. Bigger 
rivals such as LG Philips LCD and AU 
Optronics are building sixth-generation 
plants, while BOE-Hydis is working on 
its fifth-generation one. 

That factory, under construction out- 
side Beijing, is the company’s first out- 
side Korea and only the second LCD-panel 
plant in China. Shanghai-based SVA Group 
and NEC Corp. of Japan are building an 
LCD-panel plant in China that will begin pro- 
duction this autumn. 

Choi says the BOE-Hydis factory will 
chiefly produce LCD flat-screens for TVs 
while its three plants in Korea continue to 
make screens for notebook PCs and desk- 





























Áajaxiag uo 





jon berkeley 


70 Far Eastern Economic Review July 15, 2004 





! ART OF LIVING 







Before you invest in Shanghai, 
it is advisable to visit 
Royal Garden. 





GARDEN | 
^ bd 


Designer Townhouses and Condominiums 


We are different. 


o — 
tTO 


Sales and Leasing enquiries: Zac Amir: +86 136 8187 6121 Tel: +86 21 6888 2000 Fax: +86 21 647 
Email: info@68882000.com Web: www.68882000.com Address: 2000 Gudai Road, Shangha 


irbus A340. 


nly way to fly direct from-New York to Singapore. 


to Singapore, London to Perth or Dubai to Auckland,with no stopping, no delays 
Massie. No one can do that; can they? Well now Airbus can. The four engined 
further than any other commercial aircraft, taking the stress out of travelling 


So, wherever your meeting is in the world you'll'arrive relaxed, rest assured. 


Wetting the standards. 


www.airbus.co 


F 
AIRBUS 





Subscriber Copy not for Resale t c 


FAR EASTERN ECO ECONS 


REVI 4 


July 22, 2004 


www.feer.com <N BR $35: wc 





INTERVIEW 
THEUN'S 


KOFI ANNAN 
Page 20 


JAPAN 

POLL TOLL 
OVER PENSION 
FINANCING 


Page 26 


BEER WARS 
NEW TACTICS iw E. 
FOR BREWERS (AACR CRRA eck ADT W 
Page 32 


BALANCING 
GROWTH AND 
FAIRNESS 


Page 48 


MEDICINE 






CHINA’S BLIND | | T 

GET ON TRACK ME z E u 

TO A CURE p 

Page 58 | | j 13 | Y Revo ution 


sapan Le dau 
 InTow-CostPhionge Ca n 
PLUS: What's DoGomo t| to D0? | 







DOWJONES — 


www.airbus.com 


Airbus A340. 
sonly way to fly direct frogg-New York to Singapore. 


Wark to Singapore, London to Perth or Dubai to Auckland,with no stopping, no delays ' 
hassle. No órie can do that; can they? Well now Airbus can. The four engined MA 
es further than any other commercial aircraft, taking the stress out of travelling JAY 

Eul. So, wherever your meeting is in the world you'll arrive relaxed, rest assured. 


. Setting the standards. | AIRBUS 












Letters 


. BETTER Way 
‘The Malaysian government recently 
announced that it was considering 
reducing the amount of subsidies for 
= petrol, diesel and liquefied petroleum 
. gas. The government said the money 
.. used for subsidies would go a long way 

if made available for more produc- 
= tive use like building schools and 
_ roads. While the removal and perhaps 
. subsequent abolishment of the fuel 
~ subsidies would be consistent with 
_ World Trade Organization rules and 

- principles of free trade, it follows by 
the same logic that taxes/tariffs/excise 
duties (whatever one wishes to call 
them) that have been imposed on cars 
ould also be removed. [Proton on a 

ppery Slope, July 15.] 
my reckoning, the multiplier 
ffect from the removal of car tar- 
se duties would be much 
gre eater than that generated by remov- 
ing fuel subsidies. An average middle- 
acome earner, I spend about 33% of 
my monthly wages on car-loan repay- 
ments (fuel being a relatively small 
. expenditure item)—and I don't even 
.. drive a fancy car. 

_ Not only do high domestic car 
prices generate revenue for the 
government (not often the most effi- 
cient user of capital), they also serve 
to generate windfall profits for the 
inance/insurance companies—im- 
osing a double burden on the people 
- and simultaneously creating a huge 
-deadweight loss to the national econ- 
. omy. Note that this "excess" amount 
_ -of money would have been otherwise 
= Spent on productive investments 
(with much higher multipliers) or on 
numerous consumption goods and 
services involving many people— 
. instead of on a single unproductive 
consumption item. 


AMITABHA GUHA 
Ampang, Selangor 






















. PHOTO GENERALIZATION 
- "The choice of cover photograph for 
. your story on Aids was unfortunate. 
: sia’s Wasted Lives, July 15.] 

The image is of the all-encom- 
assing image of Third World Aids 
'I$—poor, anonymous, ravaged 






and dying. This man is some oie’ S 


son, probably a husband and Me l 
a father, too. But all we see are echoes “2a 


of Belsen. Is this the face of Aids in 
Asia? Having spent time photo- 
graphing Aids sufferers myself 
(including friends), I have to say it 
is not. Contrary to the image your 
cover implies, Aids is not about death; 
it’s about how we perceive one 
another. The real face of Aids is those 
coping within society at large: the 
ignorance, the stigma and the fear. 
It is also about compassion and social 
upheaval and problems that go 
beyond the bedside of a hospice. 

Certainly, images like this should 
be seen—but with contextual infor- 
mation present, perhaps with a further 
photo essay inside the magazine 
describing the environment that this 
person has come from. Although 
many die and will continue to die as 
a result of the pandemic, it is disin- 
genuous to show images like this and 
then turn around and say that it's about 
social stigma. These kinds of photo- 
graphs instil a bias against under- 
standing and could all have been taken 
10-20 years ago. Such photos lead one 
to conclude that photojournalism is 
not about explaining complex issues to 
a wider public, but about reinforcing 
received truths. 


NIC DUNLOP 
Bangkok 


You ’EAR THAT? 

In Nury Vittachi's item about ele- 
phants communicating over long dis- 
tances, how on earth did the colum- 
nist avoid the temptation to suggest 
that the elephants were making trunk 
calls? [Western Weirdness Wanes, 
Travellers’ Tales, July 1.] Nury Vit- 
tachi's column is priority reading 
when I receive my copy of the REVIEW, 
by the way. May weirdness, wherever 
it happens, never wane. 


PATRICK MARKWICK-SMITH 
Adelaide 


All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Box 160, Hong Kong; By fax: (852) 2503 1530: 
By e-mail: letters@feer.com 
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On to Round ‘Two Alliances are being sought ahead of Indonesia’s 


run-off elections—to help attract voters, not to deliver a back-room done deal 


By NOW, IT’S CLEAR that Indonesia’s maiden direct presi- 
dential elections will go into a second round of balloting on 
September 20. As this page goes to press, Susilo Bambang Yud- 
hoyono of the Democrat Party leads with 33.6% of votes so far 
counted, and will likely face incumbent President Megawati 
Sukarnoputri of the Indonesian Democratic Party for Struggle, or 
PDI-P, who sits in second place with 26.2% of votes. 

So not surprisingly, even before all the votes from July 5 
are counted, the campaign season is shifting into phase two. 
That means courting Golkar and the voters who had favoured 
its candidate in the first round, former armed-forces chief 
Wiranto. For though Mr. Wiranto's supporters claim there were 
vote-counting irregularities involving how ballots earlier deemed 
spoiled were recounted—Indonesia's version of the "hanging 
chad"—the betting is that the Golkar candidate won't be able 
to bump out Miss Megawati from second place and a berth in 
the next round of balloting. In addition, foreign election mon- 
itors say that as far as they could tell, there was no cheating. This 
has been an Indonesian election that at the very least was 
clean enough and efficient enough. 

The Yudhoyono and Megawati camps this week have been 
trying to woo Golkar to throw support their way and thereby catch 


Golkar be important in September, it will count just as impor- 
tantly in forming a stable and effective government. Golkar sup- 
port is perhaps even more crucial to Mr. Yudhoyono than to Miss 
Megawati. Golkar holds 128 of the 550 seats in parliament, com- 
pared with the Democrat Party's 57. The PDI-P holds 109. 

What will Golkar do? The party perhaps will prove more 
resistant to Mr. Yudhoyonos entreaties. Many in the party remain 
upset at Jusuf Kalla's decision to abandon Golkar to join Mr. Yud- 
hoyono as his vice-presidential running mate. Moreover, Golkar 
might calculate that even if a PDI-P/Golkar alliance were to 
lose in September, together they would represent a formidable 
parliamentary opposition to Mr. Yudhoyono. Still, much will also 
depend on what Mr. Yudhoyono and Miss Megawati are will- 
ing to offer Golkar. The most satisfying aspect of this election has 
been its unpredictability as the balance of power shifts towards 
ordinary folk. The crucial difference from previous elections is 
that support from parties now is premised on attracting voters, 
not on them delivering a back-room done deal. 

Still, the next several months will be a testing time as elec- 
tion uncertainty is prolonged. Already, there are complaints that 
campaigning for parliament in April and then the presidency 
has resulted in government going into hibernation. Voters will 


voters they initially failed to attract. Not only will support from 


expect whoever wins to show that this has been worth it. = 


Jailed A Vietnamese court hands down a sentence for ‘abusing the right to democracy’ 


AN ELDERLY former academic, Tran 
Khue, has been handed a 19-month jail 
term by a Ho Chi Minh City court. The 
good news is that he will be soon be 
released because the sentence takes into 
account time already served—he has been 
held since December 2002. But lest any- 
one feel the need to note the court's gen- 
erosity, Vietnam is likely to have concluded 
that it has already underlined its message 
that political dissent won't be tolerated. Mr. 
Khue joins several other commentators 
who've been picked up, tried and jailed. 
Mr. Khue, initially accused of espi- 
onage, ultimately had his charge reduced 
and was found guilty—without irony— 
of "abusing the right to democracy and 
freedom" and of breaking a house-arrest 
order made in October 2001. What upset 


. authorities was that he had written articles 


and open letters critical of the communist 


government's policy and had advocated 
political reform—none of which would be 
considered an abuse of democratic liber- 
ties in most Asian regimes that even mar- 
ginally subscribe to liberal norms. 

To be sure, Vietnam deserves praise for 
recent moves to ease economic controls. 
We hear from foreign investors that it has 
become easier to do business in the coun- 
try. But as pressure on business subsides 
and the economic horizon widens, it is 
tempting to think that expansive wealth will 
on its own lead to a similar enlargement of 
the political sphere. Yet it remains difficult 
to see the exact causal relationship between 
rising prosperity and increased political 
rights. The jury is still out on whether this 
ist a matter of an accidental confluence 
of gains. In the absence of proof, prudence 
suggests—as with China—that repres- 
sive regimes don't deserve a free pass 


because some people now have more 
change in their pockets. 

As we go to press, Pham Que Duong, 
a 73-year-old military historian, is sched- 
uled to face trial. Mr. Duong, like Mr. Khue, 
was among those who signed a petition 
calling for reforms and measures against | 
graft. Trials such as this deserve condem- 
nation from the international community, 
the only constituency able to exert pressure 
on the Hanoi regime to treat its people with 
decency. (Mr. Khue's reduced sentence is 
credited to international pressure.) 

Certainly, we don't advocate shunning 
training shoes just because they're made 
in Vietnam: Ordinary workers shouldn't 
be penalized for their government's 
odium. That said, pressure still can be put 
on Hanoi to act decently with people who 
have only the best of intentions in mind 
for their country. = 
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U.S. Bill Calls for 


Diligence on China 


A report accompanying a bill recently passed by the United 
States House of Representatives directs the U.S. government 
to step up its efforts to ensure China's compliance with global 
trade rules and promote U.S. exports to China. The bill, 
approving fiscal year 2005 budgets for the departments of 
Commerce, Justice and State, the judiciary and related agen- 
cies, approves funding of not less that $3 million for a new 
Office of China Compliance under the Department of Com- 
merce's International Trade Administration to focus on anti- 
dumping cases involving China. The report directs the ITA to 
establish trading centres in China to assist American exporters 
on the ground, and to increase the number of investigative 
teams it sends to China and India. And the report gives Com- 
merce until September 30 to submit a report to the house 
on the impact on trade and U.S. employment of the cur- 
rency policies of China, Japan, Vietnam, South Korea, Taiwan, 
the Ukraine and Indonesia. The report also calls for the Voice 
of America and Radio Free Asia to expand their broadcasts 
to Asia, especially to China, and appropriates an extra $1 
million to the Congress-backed U.S.-China Economic and 
Security Review Commission to expand research on trade 
imbalances and China's military acquisitions. Unlike the 
bill itself, the report does not have the force of law, but federal 
agencies usually work hard to comply with report require- 
ments so as not to jeopardize funding in future budgets. 


New FREEDOM OF THE PRESS IN BEIJING 

China lifted a long-resented restriction on the foreign media 
on July 1, when it authorized foreign correspondents to live 
and work anywhere in Beijing. Prior to the rule change, for- 
eign correspondents were officially restricted to living and 
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MOVING ON: A Chaoyang residence for foreigners, circa 1993 
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working in just one district, Chaoyang, in the eastern part 
of the city, home to foreign embassies, many foreign busi- 
nesses and the Chinese Foreign Ministry. Authorities never 
explained the restriction, but correspondents assumed it 
was intended to facilitate surveillance of their activities by 
China’s security forces and to keep them away from more 
politically sensitive parts of the capital, such as the univer- 
sity district in the city’s northwest. In announcing the policy 
change, the Foreign Ministry said only that it was “taking into 
consideration the needs of foreign correspondents and media 
organizations accredited in Beijing.” A previous relaxation of 
the regulations on where foreign correspondents can live and 
work came in the second half of the 1990s, when the Foreign 
Ministry stopped requiring that journalists rent apartments 
in the ministry's own foreign diplomatic compounds. 


INDONESIA MILITARY AID BACK ON TABLE 
United States officials are debating when they might be able 
to resume military aid to Indonesia now that the U.S. Depart- 
ment of Justice has indicted an alleged separatist for the 
murder of two Americans in Papua province in August 2002. 
“Everyone applauds that Indonesia has taken a step to coop- 
erate with the [Federal Bureau of Investigation] to produce 
an indictment,” a senior U.S. official says. “But everyone thinks 
the investigation still isn't over and no one doubts there are 
other suspects," he says, alluding to the fact that more indict- 
ments are expected in the coming months. The official says 
the departments of State and Defence are discussing when 
to go to Congress to request that funding for the training of 
military officers be resumed. U.S. military aid to the Indone- 
sian military was suspended in the early 1990s due to human- 
rights violations in East Timor, and more recently Congress 
has withheld funding for training Indonesian officers in the 
U.S. until Jakarta helps complete the Papua investigation. Con- 
gressional aides suggest that some in Congress are ready to 
resume military training now to bolster Indonesia's coopera- 
tion in fighting terrorism, while others want to wait for an FBI 
briefing on the progress of the murder investigation, and 
still others want to continue isolating Indonesia until pun- 
ishment has been delivered for the rights violations in East ' 
Timor. The official says that some in the administration are 
proposing that the amount of money made available for offi- 
cer training in fiscal year 2006, which begins on October 1, 
2005, should be "significantly higher" than the $600,000 that 
would have been available in the current fiscal year. 


IRAQ ENvoy PREPARES FOR ‘CHALLENGE’ 

Pakistan’s ambassador to Washington, Ashraf Jehangir Qazi, 
is brushing up on his Arabic for his new job as the United 
Nations’ special representative to Iraq. The appointment was 
announced by the UN on July 12. “This is a tremendous chal- 
lenge and great honour personally for me and for Pakistan 
and I shall try and live up to everyone's expectations," Qazi 
told the Review. Qazi replaces Sergio Vieira de Mello, who 7 
was killed last August in the bombing of the UN head- ^ - 
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quarters in Baghdad. Qazi said he did not want to discuss his 
personal security in the difficult posting. The UN has said 
that its officials for Iraq will continue to be based in Jordan 
and Cyprus until the security situation improves in Baghdad. 
The new representative will, however, make short forays into 
Iraq under heavy security and remain in the heavily guarded 
Green Zone. Qazi, 62, is a veteran diplomat who has served 
in several Arab countries and in all three of Pakistan's key 
diplomatic posts— Beijing, New Delhi and Washington. Qazi 
was chosen from a shortlist that included Thai Foreign Min- 
ister Surin Pitsuwan and former Indian Foreign Secretary 
Salman Haidar. (For more on the appointment, see the interview 
with UN Secretary-General Kofi Annan on page 20). 


PYONGYANG MissioN PLAN ON HOLD 

The progress of talks aimed at dismantling North Korea’s 
nuclear programme might be painfully slow, but that hasn't 
stopped United States businesses eyeing the ultimate 
rewards. The U.S.-Korea Business Council recently contacted 
high-ranking officials in Washington about mounting a busi- 
ness mission to Pyongyang that could give Kim Jong Il a taste 
of the benefits of denuclearization. But council leaders 
were told that now is not the time for a business mission. 
Council President Maurice “Hank” Greenberg confirmed the 
approach, telling the Review: “We would not do anything that 
is not agreed to by the administrations of both countries.” 
It isn't the first time U.S. businesses have tried to prise open 
the door to North Korea. A mission was mounted at the 
end of the Clinton administration but a last-minute hitch left 
executives cooling their heels in a Beijing hotel. The initial 
appeal of North Korea is likely to be access to cheap, plenti- 
ful labour for manufacturers, rather than in services, says 
Greenberg, chairman and CEO of insurance giant American 
International Group. That is the same incentive that has 
South Korean manufacturers lining up to enter a new indus- 
trial park at Gaesong, just north of the Demilitarized Zone 
between the two Koreas. 


U.S. BUSINESS GROUP LOBBIES ROH 

The U.S.-Korea Business Council has its hands full lobby- 
ing the South Korean government to maintain the momen- 
tum for economic reform. Council leaders held a two-hour 
lunch meeting in South Korea with President Roh Moo Hyun 
on July 2 to present him with a report on enhancing South 
Korea's economic competitiveness, urging everything from 
labour reform to better protection for intellectual property and 
greater regulatory transparency. The group came away opti- 
mistic that the administration is heeding the concerns of for- 
eign investors. Roh is personally backing a quick conclu- 
sion to a bilateral investment treaty with the U.S. as a build- 
ing block to an eventual free-trade agreement. In a sign of the 
administrations goodwill, Seoul might start to reduce, and 
later abolish, a quota that restricts Hollywood's access to 
avid movie-going South Koreans—one of many lingering irri- 
tants in bilateral economic relations. 
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Big Japanese Banks Discuss Merger 


Japan's fourth-largest bank, UFJ Holdings, said 
that it is in talks about a deal to join with Mit- 
subishi Tokyo Financial Group in what might 
become the world’s largest bank by assets. The 
board of UF] met on July 14 to consider steps 
that would hasten the deal, though the result of 
that meeting was not known when the REVIEW 
went to press. Analysts said that it was likely that 
Mitsubishi Tokyo, which is considered the 
strongest of Japan's large banks, would acquire 


THE WORST flooding in 
at least a decade is 
hitting large parts of 
South Asia as annual 
monsoon rains threaten 
to exact a much greater 


INDONESIA 


With more than three- 
quarters of 126 million 


votes cast counted in toll than usual. The 
UFJ. In May, UF] posted a group loss of ¥402.8 A AEE A els number of deaths for the 
EA (41: à , i i entire region was 
billion ($3.7 billion), which was the company’s direct election for presi- Ua la naat 300 as the 


dent, held on July 5, 
former Chief Security 
Minister Susilo Bambang 


Review went to press on 
July 14, and reports said 
that millions more were 


third straight annual loss. A spokesman for Mit- 
. subishi Tokyo denied that 


; talks were under way, Yudhoyono maintained hen ges patent y 
though a Japanese news- his comfortable lead. ages because they were 
paper reported that Mit- Yudhoyono's current tally stranded by the floods. 

bishi boo ld of about 33% is short of Scores of people die 
subishi Tokyo has told a the outright majority he dae n monoa 
Japanese bank regulator would need to avoid a many areas say that this 
that it was interested in a run-off in September, year the floods are 
where he will probably especially devastating. 


merger with UFJ. Mit- 
subishi is Japan's second- 
largest banking group. 





face President Megawati 
Sukarnoputri, who had 
26.25% of the votes 


MERGER: Banks are talking 


PHILIPPINES 


Manila. A Philippine commentator 
criticized the move by saying 

an early withdrawal would only 
encourage terrorists to target 


The Philippines announced on 
July 14 that it had begun pulling 
out its small contingent of 51 
soldiers and police from Iraq, 


apparently to satisfy the demands more Filipinos. 


of Iraqi kidnappers of a Filipino 
hostage. The hostage, Angelo 


dela Cruz, is a 46-year-old father 


of eight who worked as a truck 


driver in Iraq. The kidnappers had 


demanded that the Philippines 
withdraw its troops by July 20, a 
month before their scheduled 
departure. The United States 
complained that an early with- 
drawal would “send the wrong 
signal” to terrorists, but a 
spokesman said that the final 
decision was obviously up to 
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PRESSURE: Protesters wanted troops removed 





counted. Former Gen. 
Wiranto was in third 
place, with 22.17%. 


THAILAND 


The government 
reported that nearly 200 
people had accepted the 
offer of amnesty made 
by Prime Minister 
Thaksin Shinawatra to 
anyone involved in 
violence in mainly 
Muslim southern Thai- 
land in recent months. 
Thaksin said that the 
government would move 
forcefully against anyone 
holding out in the region, 
where more than 250 
people have been killed 
since January. 


AFGHANISTAN 


Acting President Hamid 
Karzai said that the 
nation’s first direct 
presidential election will 4 
be held on October 9. 
However, it was also 
announced that parlia- 
mentary elections would 
be held next spring. Both 
elections had been 
planned for June but were 
delayed because of the 
slow pace of registering 
voters in the face of 
continued attacks by 
Taliban supporters. 


AUSTRALIA 


Housing finance slowed 
in May, signalling an 
easing of the market. 
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The slowdown was seen 
as a sign that the 
Reserve Bank of Aus- 
tralia's attempt to rein in 
lending was working. 
The central bank raised 
interest rates by half a 
percentage point last 
year in an effort to slow 
lending and dissipate the 
associated boom in 
house prices. 


PAKISTAN 


Diplomat Ashraf Jehangir 
Qazi has been chosen as 
the United Nation's top 
envoy to Iraq, replacing 
Sergio Vieira de Mello, 
who was killed almost a 
year ago in the bombing 
of the UN's Baghdad 
headquarters. Qazi has 
been Pakistan’s ambas- 
sador to the United 
States, a post he is 
expected to leave within 
two weeks. 


SOUTH KOREA 


Union members at 
KorAm Bank ended their 
almost three-week-long 
strike after a promise of 
increased job security as 
the sale of the bank to 
Citigroup, the largest- 
ever acquisition by a 
foreign lender in South 
Korea, moves forward. 
The union voted to 
return to work on July 
12. Citigroup bought 


KorAm earlier this year. 
Separately, workers and 
management at Kia 
Motors agreed on a pay 
package to end a seven- 
day strike. 


PHILIPPINES 


Jailed former President 
Joseph Estrada has been 
granted the right to be 
placed under house 
arrest by a court in 
which he is being tried 
for graft. The court said 
that it had approved a 
“custodial arrangement” 
whereby Estrada would 
be taken from an army 


ESTRADA: House arrest 


base east of Manila 
where he has been held 
and allowed to stay in 
his home nearby. Police 
will maintain custody of 
him there. Estrada, 67, 
has been in detention 
since April 2001, shortly 
after a military-backed 
popular revolt removed 
him from office. 





BACK AT WORK: An 18-day strike ends in Korea 
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The Supreme Court has 
revived a 20 billion peso 
($358.4 million) tax case 
against tycoon Lucio Tan 
and his company, For- 
tune Tobacco. A lower 
court had dismissed the 
case in 1999. Fortune 
Tobacco was accused of 
failing to pay 19.6 billion 
pesos in taxes. 





MALAYSIA 


Kuala Lumpur said that it 
will expel more than 

1 million illegal migrant 
workers, recalling a 
similar operation carried 
out two years ago. At that 
time, the wholesale 


* departure of migrant 


labour left severe labour 
shortages at building 
sites and in restaurants 
around the country. 


SINGAPORE 


The economy grew at its 
fastest rate since 1996 in 
the second quarter 
compared with a year 
ago, according to govern- 
ment figures. The GDP 
growth rate was 11.7% in 
the quarter to June 30, 
but analysts pointed out 
that the rate was boosted 
by the economic slow- 
down last year during the 
outbreak of Severe Acute 
Respiratory Syndrome. 
Last year, second-quarter 
GDP fell 3.9%. 


CAMBODIA 


King Norodom Sihanouk 
reappointed Hun Sen as 
prime minister on July 
14, ending an 11-month 
political stalemate. 
Sihanouk, who is in 
North Korea, appointed 
Hun Sen following the 
sudden departure of the 
acting head of state in 
Sihanouk’s absence, 
Chea Sim. 


SPOTLIGHT 


RAZALEIGH: Quixotic candidacy 


UMNO CHALLENGE 
Its unlikely that Malaysian Prime Minister Abdu 








Abdullah's s bei iip nt universal among the L 


Malays, who are Malaysia's majority community 
and Umno's core constituency. 

Razaleigh declared his candidacy on July 9. 

It's not his first bid for the Urnno's top post, which 

carries with it the premiership—he challenged for- 

mer Premier Mahathir Mohamad for the post in 

1987 and lost narrowly. Razaleigh needs at least 


58 nominations from Umno's 191 divisions nation- 


wide, but given Abdullah's advantage of incum- 
bency, that's nearly impossible: Razaleigh has 
received no nominations so far, while Abdullah 
already has 66. 

Still, the premier is addressing complaints by 
the Malay business community about his gov- 


ernment's freeze on public spending, prompted 


by Malaysia's budget deficit. On July 7, Abdul- 
lah announced that an extra 8.5 billion ringgit 
($2.2 billion) i is to be spent on infrastructure and 

construction projects, which are expected espe- 
cially to help Malay business people. 

Given this largesse, plus support by the main- 
stream media and the organizational machinery 
at Abdullah's disposal, Razaleigh's challenge is 
bound to fizzle out. Nor has he any real issues 
to fight on: In March's general elections, Abdul- 
lah led the ruling National Front coalition to its 
biggest-ever win. S. Jayasankaran 
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PHILIPPINES 


save the Country, 
Lose the Money 


The Philippine government has tried more than once to move on from a constitution that 
rules out or limits foreign investment in many business sectors. But, as an Australian mining 
company recently found out, it's often the voice of the people that wins in the end 


By James vci MPAKAN 
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SEVERAL YEARS AGO, a team of Filipino 
and Australian miners struck gold near 
Tampakan, a drowsy village high in the 
mountains of the southern Philippines. 
Better yet, they also found so much cop- 
per that the site could one day become one 
of the largest copper mines in Asia. 

But in January, just days after Presi- 
dent Gloria Macapagal-Arroyo approved 
a plan to hasten development of the 
country's mining industry, Tampakan 
mine developer Sagittarius Mining Inc. 
was dealt an unexpected blow: The 
Supreme Court said the project was ille- 
gal because it contravened the Philip- 
pines constitution. 

"We were shocked and stunned," says 
Tony Robbins, acting managing direc- 
tor of Sagittarius' Australian partner, 
Indophil Resources NL. *Nobody knew 
what had happened." 
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What happened was that Indophil 
and its local partners discovered what 
can transpire when developing countries 
attempt to micro-regulate their eco- 
nomies without regard to changes in the 
global marketplace. 

In the Philippines’ case, its 1987 con- 
stitution—written mainly by nationalis- 
tic opponents of former dictator Ferdi- 
nand Marcos—explicitly excludes foreign 
investment from many business sectors, 
while limiting foreign participation in 
others. That’s enabled Philippine courts 
to intervene repeatedly in otherwise ordi- 
nary business disputes. 

In the 1990s, for example, Malaysian 
investors were prevented from redevel- 
oping the luxury Manila Hotel—the head- 
quarters of Gen. Douglas MacArthur 
before and during part of World War II— 
because the Supreme Court ruled that it 
was part of the Philippines’ national her- 
itage; only Filipinos could manage and 
own the hotel. 

Mining, in particular, has suffered. 
By some estimates, this chain of islands 
off the coast of Asia’s mainland contains 
the fifth-largest deposits of minerals on 
the planet. The government hoped to 
attract foreign investment in mining 
when it passed a new law in 1995 per- 
mitting foreign companies to own up 
to 100% of Philippine mining ventures, 
an increase from the 40% limit already 
on the books. 


LEGAL OBSTACLES 
FOR INVESTORS 


* The government wants 
to ease restrictions on 
foreign investment 


¢ Efforts to change the law 
are likely to face protests 


*A 1995 attempt was 
seen as unconstitutional 


¢ Environmentalists have 
been blocking foreign 
mining companies 





ture on Marinduque island. In 1997, lob- 
byists filed the suit against the govern- 
ment over the Tampakan mine that even- 
tually derailed the project. 

The court's decision dismayed Philip- 
pine government officials desperate to 
attract foreign capital to stimulate the 
country’s wobbly economy. Foreign direct 
investment fell to just $319 million in 
2003 from $1.8 billion a vear earlier as 
international investors began shunning 


the Philippines, partly because of its 
unpredictable court decisions. 
If there was a ranking of mining 


friendly countries, grumbles Horacio 


Ramos, director of the Philippines’ Mines 


FORMER PRESIDENT JOSEPH ESTRADA TRIED 
TO ROLL BACK CURBS ON FOREIGN INVESTMENT, 
TOO. HE FACED HUGE PROTESTS AS A RESULT 


But legal challenges to the constitu- 
tionality of the 1995 law have stalled lib- 
eralization. And without foreign capital, 
many potential sites remain untouched. 

Moreover, Philippine environmental 
campaigners have also used the consti- 
tution to challenge the few mining proj- 
ects that get off the drawing board. Envi- 
ronmental lobbyists came on board after 
à 1996 toxic chemical spill at a separate 
majority Philippine-owned mining ven- 


HOT ISSUE: Protests against an act that 
allows full foreign mining operations 


and Geosciences Bureau, "then we'd be 
somewhere near the bottom.” 
The government has formally ap- 


pealed to the Supreme Court to recon- 


sider its decision. Lawyers say that 
Indophil holds 4096 of Sagittarius' 
equity, which is in line with the consti- 


tutional limit for foreign stakes in min- 
ing ventures. They also point out that the 
constitution allows foreign financial or 
technical assistance in deve loping 
eral sites 

If the Supreme 
mind, Ramos expects that 


min- 


Court changes its 


d Sure aa 
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A PRESIDENT SEEKS A PARLIAMENT 


A few weeks after completing a long and acrimonious count of votes in 
this year's presidential election, Filipinos are now preparing for an 
arduous debate on whether they should change their system of govern- 
ment from its United States-style presidential system to a European, 


. parliamentary model. 


Proponents of change argue that a parliamentary system, with a prime 
minister chosen from the ranks of the political party with the most seats in 
the legislature, will prove a more flexible, responsive way to manage the 
country's affairs. The presidential-style of government can pitch congress 


_ and the presidency against each other, rather than encouraging theoreti- 


cally equal partners to work together in formulating policy. 

If adopted, a parliamentary system will also enable the Philippines to 
dispense with unpopular or ineffective leaders such as Ferdinand Marcos or 
Joseph Estrada through simple no-confidence votes, instead of the divisive 
impeachments and huge street protests that characterize politics here. 

Political leaders argued the case for change during May's presidential 
campaign, including the winner, President Gloria Macapagal-Arroyo. Her 
opponent, Fernando Poe Jr., also hit the stumps with a promise to switch to 
a parliamentary form of government. As another losing presidential candi- 
date, Raul Roco, has said, the matter appears settled. The only question is 
how quickly to push for it. 

Many political analysts and some lawmakers believe there are more 
important things on which the Arroyo administration should focus—particu- 
larly putting its finances in order. House Speaker Jose de Venecia, himself a 
committed advocate of constitutional change, has proposed a 100-day 
moratorium on constitutional debates. The idea is to provide the govern- 
ment with time to improve revenue collection and privatize the debt-crip- 


. pled state power company before immersing itself in what will likely prove 
. to be an acrimonious effort to change the constitution. 


There will likely be plenty of opposition to constitutional change on the 
streets of Manila. Leftist groups and Catholic Church leaders led street 
demonstrations when Estrada proposed changing the constitution to 
enable more foreign investment; the protesters assumed he wanted to roll 
back democratic freedoms won with the ousting of Marcos in 1986. 

It may be, in one sense, that Arroyo is already the Philippines' de facto 
prime minister. Besides being proclaimed the winner of May's close presi- 
dential election, Arroyo's allies also won a substantial majority in Congress. 
Congress, in turn, assessed the credibility of voter returns—and voted 
against opening election returns that the opposition said would reveal 
electoral fraud. In effect, Congress voted to proclaim a president—or, in 
parliamentary terms, gave its vote of confidence. Congress won't, of 


James Hookway 
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of new investment would expand the value 
of annual mineral production to $4 billion 
within several years. But even with that fig- 
ure the Philippines would still trail neigh- 
bouring mining powerhouse Indonesia, 
where mining contributed about $18 bil- 
lion to the country's economy in 2002. Cur- 
rently, the Philippines mines about $500 
million worth of minerals each year, mainly 
copper, nickel and chromium. 

Arroyo, who was elected to a six-year 
term in May, recognizes that the sluggish 
development of mining is a problem for the 
Philippine economy. She recently promised 
to try to amend the constitution to allow 
greater foreign participation in capital- 
intensive industries. 

That may be a tough task. Arroyo's pred- 
ecessor, Joseph Estrada, faced huge street 
protests when he tried to roll back constitu- 
tional curbs on foreign investment in 2000. 
Many of the protesters, who had the backing 
of the powerful Roman Catholic Church, 
thought Estrada was somehow trying to limit 
democratic freedoms. 

The Philippines' recent history explains 
such suspicions. The current constitution 
was framed after the fall of Marcos in 1986, 
and was designed to prevent the rise of 
future dictators. 

But the constitutional drafting com- 
mittee, comprised of an assortment of 
politicians, Catholic nuns and priests, 
human-rights activists and legal scholars, 
also wrote in an array of protectionist eco- 
nomic restrictions. Among them: Foreign- 
owned factories can't own the land they are 
built on, and foreign investors are pre- 
vented from owning any shares in media 
businesses. In many other industries, 
including mining, foreigners are limited to 
a maximum 40% equity share. 

"They were looking backwards instead of 
toward the future when they drafted the con- 
stitution," says mining official Ramos. 


THE NEXT STEP 
Arroyo hasn't set out a clear timetable for 
constitutional change. Some opposition 
politicians, however, may choose to sup- 
port her. "There are so many things we can 
make easier for foreign investors, and 
amending aspects of the constitution is one 
of them," says Sen. Edgardo Angara, a lead- 
ing opposition lawmaker. 

In the hills above Tampakan, Sagittar- 
ius Mines and the local residents—some of 
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whom have already secured jobs at the 
mine site—are anxiously waiting to see if 
the court will reverse its decision and 
allow the mining project to go ahead. 
Danny Duenas, a teacher at a moun- 
tain-top primary school near the prospec- 
tive Tampakan mine site, worries that his 
school won't have funds to operate if the 
court upholds its January decision. "The 
nearest [other] elementary school is 


SHUT OUT: Foreign-invested redevelopment 
of the Manila Hotel was rejected 
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seven kilometres away, up and down the 
mountain paths,” he says. “Many parents 
won't let their children go that far 
because it's dangerous." 

Investors, too, are concerned. “Banks 
can't fund projects with uncertain own- 
ership, so investors can't get past first 
base,” says Robin Widdup, managing 
director of Melbourne-based Lion Selec- 
tion Group, which has invested in mines 
across the world, including ventures in 
the Philippines. 

Not all foreign-funded mining activ- 
ity has halted in the Philippines, how- 
ever. Australia’s Lafayette Mining on 
July 13 said it had signed a contract to 
begin work at a combined gold, cop- 
per, zinc and silver mining site. That 
would make it the first foreign-funded 
mine to begin operations in the Philip- 
pines since 1968. 

The biggest headache from the min- 
ing impasse may be for the government 
and its hard-pressed economic managers. 
The government has already made a vague 








promise of compensation for investors 
affected by the Supreme Court's decision, 
something that Manila's stretched coffers 
can ill afford. 

Sitting in his suburban Manila office, 
Ramos says that if the Supreme Court 
upholds its decision on the Tampakan 
project, it could adversely affect other 
exploration and production contracts the 
government has already signed. 

Chief among them, according to 
Ramos, is the Malampaya natural-gas 
project in the South China Sea, developed 
and operated by the Royal Dutch/Shell 
Group and ChevronTexaco Corp., which 
each own a 4596 stake in the venture. The 
project provides one-third of the fuel 
requirement for the Philippines electri- 
cal-power generators. An official from the 
Royal Dutch/Shell Group declined to 
comment on the issue. 

"| was going to retire this year," 
Ramos, a veteran of the Philippines’ min- 
eral industry. “But now it looks like I will 
have to postpone my plans." & 
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KOFI ANNAN 


Making the UN Matter 


IN AN EXCLUSIVE INTERVIEW in Bangkok, United 
Nations Secretary-General Kofi Annan spoke to Review Chief 
Correspondent Michael Vatikiotis and Thailand correspondent 
Shawn W. Crispin about security concerns in Asia, the chal- 
lenges ahead for the new UN envoy to Iraq—Pakistani Ambas- 
sador to Washington Ashraf Jehangir Qazi—and the possibil- 
ity of a Pakistani contingent of troops to guard the UN mis- 
sion in Baghdad. Excerpts: 


WHAT WERE THE QUALIFICATIONS YOU WERE LOOKING FOR IN 
YOUR NEW ENVOY TO IRAQ? 

In the end we went with Ashraf Qazi because he had the com- 
bination we needed: He knew the region, he was ambassador 
to Syria and he had worked in Cairo and he served as a diplo- 
mat in Libya. And currently he has a diplomatic career, he cur- 
rently serves as ambassador to Washington, so he knows both 
sides. He has also been an ambassador to India and Russia. He 
is a diplomat who knows the region. He understands Arabic, 
he knows Arabic, so that also helps. 


WAS THERE AN UNDERSTANDING WITH PAKISTAN TO POSSIBLY 
SEND TROOPS TO GUARD THE UN MISSION IN IRAQ? 

I was . . . speaking to President [Pervez] Musharraf and this issue 
had been raised. He made it quite clear to me that Pakistan would 
be prepared to participate if the request were to come from the 
Iraqi government and if other Muslim states were to participate 
in the operation. 


WOULD THIS FORCE BE COMPOSED ONLY OF MUSLIM TROOPS? 


From the UN point of view, we would want competent troops from 
anywhere in the world. We have approached many countries, Mus- 
lim and non-Muslim. We would want to put together a brigade 
of about 5,000 with a single command to protect the UN staff and 
our facilities. 


UNTIL LAST MONTH, THE U.S. OPERATED UNDER AN 

EXEMPTION PREVENTING INTERNATIONAL PROSECUTION FOR 

WAR CRIMES. BUT YOU HAVE PERSONALLY QUESTIONED THE 
LEGALITY OF THAT EXEMPTION. 

I think the statutes of the International Criminal Court are very 
clear. Let's say an American citizen commits a crime, an inter- 
national humanitarian crime. The court will only have juris- 
diction if the U.S. government refuses to prosecute, or is unable 
to prosecute. 

The U.S. is also worried that there may be frivolous cases 
brought against their citizens and that they are so exposed around 
the world. Here again there is a provision for a three-person [panel 
of] judges to review a request for prosecution that they can accept 
or reject. So there are safeguards built in to avoid the sort of pros- 
ecution that the U.S. is worried about. 
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WOULD THE UN SPONSORSHIP OF A TRIBUNAL 
FOR U.S. PRISON CRIMES IN IRAQ NOT BE 

A STEP TOWARDS REASSERTING ITS AUTHORITY 
IN GLOBAL AFFAIRS? 


| don't think the UN needs to establish a special tri- 
bunal to deal with the U.S. troops. The U.S. gov- 
ernment is rightfully prosecuting these soldiers. 


WHAT IS YOUR STRATEGY TOWARDS SECURITY ON 
THE KOREAN PENINSULA? 

We see three parts of the problem: there is the 
nuclear, the need for humanitarian assistance and 
the need for long-term economic development. 1 
believe the three are linked. One has to give them 
emergency assistance, one has to press them to 
dismantle their nuclear system, and one also has 
to induce them to cooperate in the sense that they 
will be helped with long-term economic develop- 
ment and energy needs. 

So one of the things we are looking at is, for 
example, a possible Russian pipeline from 
Sakhalin to that region that will supply the region 
as well as North Korea. Because sometimes they 
argue that they need to develop nuclear [materi- 
als] for energy purposes, so you have to under- 
stand what is it that is driving them. What are their 
needs. So one has to look at it in a broader con- 
text. And here I am very pleased with the role 
China is playing in the six-party talks in using 
its influence with North Korea. China has become 
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quite active in the diplomatic and the political 
field. And one is beginning to feel its weight in 
the international arena. 


THE UN HAS PLAYED AN ACTIVE ROLE IN BURMA 

IN RECENT YEARS. SO FAR THOSE EFFORTS HAVE 
FAILED TO ACHIEVE NATIONAL RECONCILIATION. 

IS IT TIME FOR THE UN TO CHANGE TACK AND 
CONSIDER A SANCTIONS REGIME? 

You're right. We havent had the sort of success we 
had looked for. I had hoped that Aung San Suu Kyi 
would be out now. At the beginning of this year 
there were signs that she would be released, but 
that hasn't happened. We are in touch with other 
governments to see what further steps we can take 
to press the government to cooperate. Obviously, 
I am also in the process of doing some reassess- 
ment of our approach and to see what are the levers 
we can press to get results. 


SOME SEE A NEW COLD WAR BETWEEN THE 

MUSLIM AND NON-MUSLIM WORLDS. IS IT TIME 
FOR THE UN TO GET INVOLVED? 

I do agree with you that we need to encourage dia- 
^ logue. We need to find a way to defuse what you 


referred to as a Cold War, a war between the Muslim world and 
the West. Quite a few in the West and non-Western world are quite 
aware of this and want to defuse it. But it also means that in the 
schools and others we need to really change the language and the 
material we use in educating the public. It also means that the 
legislatures and politicians have to be careful not to dub a whole 
group of people as a problem because one or two or insignificant 
minorities have committed a crime. 


POST-9 / 1I, IS IT MORE DIFFICULT TO PROMOTE HUMAN RIGHTS? 


Absolutely. Human rights has suffered. There has been a ten- 
dency to weaken the protection of individual rights in favour of 
the fight against terrorism. But my simple question often is: If 
one is asked to give up his or her civil liberties and his freedom 
for security, and you do, do you in the end have security? This 
is really the phenomenon we are facing. We see in some situa- 
tions it's even worse. Politicians are exploiting the "T" word. Stick 
the “T” word to an opponent, and he's fair game. You can lock 
them up. This is very, very dangerous. 


WHAT PROGRESS HAS YOUR PANEL ON UN REFORM MADE? 


They will touch on the issue of preventive war, which 1 think 
died on the sands of Iraq. I don't think one is going to want to 
jump into another preventive war very easily after what's hap- 
pened in Iraq. & 
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INDONESIA 


Corruption 
Crusade 


In what has been called one of the world’s most 
corrupt countries, people are banding together to 
hold their representatives responsible 


By Tom McCawley/]AKARTA 


HUNDREDS OF ACTIVISTS, students and citizens gathered 
outside a courtroom in the West Sumatra capital of Padang 
on May 17 to witness what would turn out to be a historic 
moment for Indonesian law. The crowd cheered as Judge Bus- 
tami Nursyirwan sentenced 43 members of the West Suma- 
tra Legislative Council—almost the entire parliament—to 
imprisonment on corruption charges. 

"Then it snowballed," says Saldi Isra, a local lawyer who 
pressed for an investigation into the corruption allegations. 

Investigations quickly accelerated in 14 other provinces, 
involving hundreds of local legislators. Across the country, 
from Aceh in the west to Papua province in the east, non-gov- 
ernmental organizations, lawyers, journalists, students and 
others are banding together to hold their representatives 
responsible for looting public coffers. 

Lawyers for the councillors in Padang claim that their clients 
were being made scapegoats to curry favour with the electorate. 
Either way, the precedent set in Padang is a startling develop- 
ment in a country with a widely criticized court system and a 
long history of legal near-impunity for the political elite. 

Activists say the problems and the convictions arose out of 
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changes brought about by Indonesia's three-year-old decen- 
tralization programme, which shifts economic and political 
power away from Jakarta. Judges are now less beholden to 
political interference from Jakarta. Perhaps more importantly, 
local autonomy is giving Indonesians a new sense of empow- 
erment. "It's easier to bring down a governor than a presi- 
dent," says Agam Fachturrochman of the United Nations- 
funded Partnership for Governance Reform in Indonesia. 

The sentiment was felt in the April 5 parliamentary elec- 
tions, with the major parties bearing the brunt of public dis- 
satisfaction. It was felt again in the July 5 presidential race, 
with old-guard leaders facing defeat as many voters began 
to seek real representation from their elected officials. 

The Padang case began in May last year when Isra, a law 
lecturer at Andalas University, and his colleagues began pres- 
suring local courts to investigate discrepancies in the coun- 
cil's financial records. A disgruntled legislator had reported 
the irregularities to Forum Peduli Sumatra Barat (FPSB), a 
loose coalition of Sumatran community groups. Isra says the 
figures on requisitions and spending, and expenses for hous- 
ing, cars and mobile phones did not add up. 

Anxious to ensure the case wasnt quietly buried, but care- 
ful not to be accused of pressuring the judiciary, FPSB mem- 
bers monitored pre-trial hearings and held frequent press con- 
ferences to maintain public awareness. In the end, only one 
councillor—the whistle-blower—escaped the net. 

Activists and civil society groups in dozens of cities are fol- 
lowing suit. In the West Java cities of Bandung and Cire- 
bon, entire legislatures are facing prosecution. The Padang 
case has lent momentum to the more than 300 of the past 
year's 690 corruption cases that involved local parliamen- 
tarians, reaching 30 of Indonesia's 32 provinces. 

The Berlin-based Transparency International has judged 
Indonesia to be tied with Kenya as the world's eleventh-most- 
corrupt country. The Attorney-General's Office recently esti- 
mated that the state had lost 22 trillion rupiah ($2.34 bil- 
lion) in 2,000 corruption cases it had investigated from 
January 2002 to April 2004. 

International pressure on Indonesia to crack down on 
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graft, particularly at the level of the district courts, is increas- 
ing. The World Bank made anti-corruption initiatives cen- 
tral to its lending programme last year, issuing a warning that 
graft was threatening Indonesia's economic recovery. 

The situation is not helped by the fact that President 
Megawati Sukarnoputri and Justice Minister Yusril Mahen- 
dra have done little in the way of legal reform. Megawati 
recently asserted that it wasn't the president's responsibility 
to guarantee a fair and transparent judicial system. 

Polls by the United States-funded National Democratic 
Institute and the International Foundation for Electoral Sys- 
tems listed local corruption as the single biggest concern 
among voters prior to the April elections. Many voters say they 
were disillusioned with the two biggest parties, Golkar and 
Megawati's Indonesian Democratic Party for Struggle, because 
of the prevalence of graft and poor governance. 


NEW POWERS, NEW RESPONSIBILITIES 

The decentralization programme, which began in 2001, is 
both a cause and a cure for the corruption scandals in local 
parliaments. In 1999, with separatism a growing concern, 
new draft laws were rushed through, shifting economic and 
political power to provinces and districts. In the rush, con- 
tradictions in the legislation left local parliaments with wide 
powers to raise and spend their own money. 





The Region 


The privately funded Indonesian Corruption Watch (ICW) 
partly blames those flaws in the legislation for recent graft 
Critics claim Jakarta failed to put in place proper systems 
for monitoring spending at a regional and provincial level 
“We've seen a democratization of corruption,” 
Topan Husada, a spokesman for the ICW. “Corruption has 
shifted from Jakarta to the regions.” 

At the same time, regional autonomy has brought gov 
ernment closer to the electorate. Local lawyers say judges now 
face less political interference and a lot more scrutiny in delis 
ering their verdicts. In the West Java district of Garut, for exam 
ple, one judge scored another first by sequestering the assets 
of parliamentarians charged with corruption. 

Civil-society groups, for their part, have more power to 
mobilize grass-roots support and influence local governments 
But ICW director Teten Masduki warns that the main task will 
be maintaining pressure. “So far, so good,” he says. “The chal- 
lenge will be seeing where these court cases go.’ 

Some observers have warned that political tensions ahead 
of this year’s seven-month election process motivated the 
surge in cases. 

Isra rejects the idea that there has been a political witch-hunt 
in Padang. Forty of the councillors will remain free until their 
appeals are heard. Whatever the outcome, the Padang ruling 
appears to have started a campaign that carit be stopped. = 
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A MESSAGE: 
Tokyo voters 
cast their 
ballots for the 
upper house 
on July 11 


JAPAN 





Paying for It 


Voters punish the ruling party for not seriously 
considering how it will support an ageing Japan 


By Sebastian Moffett/Tokvo 


THE DAY AFTER voters dealt Japan's ruling party a rebuke 
at the polls, commentators pinpointed a verbal gaffe as the 
cause. Prime Minister Junichiro Koizumi, facing questions 
last month about not having paid premiums into the national 
pension scheme four decades ago—when the law didn't 
require him to—said: “People have all sorts of lives. There 
are all sorts of companies. There are all sorts of employees. 
Why do I have to apologize?" 

Soon after, Koizumi's ratings plunged to the lowest since 
he took office in April 2001. At upper-house elections on 
July 11, the opposition Democratic Party of Japan won 50 of 
the 121 seats at stake—more than Koizumi's Liberal Democ- 
ratic Party (LDP), which won 49. 

The upper chamber is less powerful than the lower house, 
which chooses the prime minister. Still, the elections were a 
slap in the face for a generally popular leader. 

What's wrong with saying there's variety in the world? 
Koizumi was thought to be making light of Japan's current 
hottest issue: how, while society ages, the Japanese govern- 
ment will find the money to fund pensions and its debts. 

Japanese policymaking is going through a sea change. 
After the late 1980s' asset bubble popped and plunged Japan 
into over a decade of stop-start recoveries, governments 
worried about how to revive the economy, often throwing pub- 
lic cash at the problem. The past couple of years have lessened 
such concerns. Though economists expect a slowdown later 
this year from the giddy past two quarters of more than 696 
annualized growth, most see the expansion continuing at least 
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through 2005. Japar's worst long-term structural problems 
are fading too, such as the bad-loans crisis and deflation, or 
price falls that erode corporate profits. 

Now the Japanese are worrying about the future, and deal- 
ing with an ageing society has become the nation’s top pri- 
ority. Projections show that by around 2007, the proportion 
of the population more than 65 years old will have jumped 
to 2096 from 10% in just 21 years, a rate nearly twice as fast 
as any other major nation. The national birth rate fell to an 
all-time low of 1.29 children per Japanese woman in 2003. 
That means fewer workers to pay for retirees. The tumbling 
birth rate has become such a sensitive subject that the gov- 
ernment recently delayed announcing the latest numbers until 
parliament had passed an unpopular pension bill, under 
which workers will pay more into the government pension 
scheme but receive lower benefits after retiring. 

Young people who can get away with it are increasingly 
not paying into the national pension scheme, because they know 
they'll get back less than they put in. Among self-employed 
Japanese, who must make their own pension payments, 4696 
of those aged 20-24 didn’t pay up in 2001. According to a reg- 
ular poll in the business daily Nihon Keizai Shimbun, pen- 
sions and social security overtook economic-stimulus measures 
last September at the top of voter concerns. 

Meanwhile, Japan's outstanding government debt—which 
at more than 160% of GDP is much higher than in any 
other major economy—is expected to grow further. Japan has 
already cut spending on public works by 4096 since 1995. But 
that hasn't been enough to make up for a 33% decline in 
revenue from direct taxes—such as those on income, corpo- 
rations and inheritance—over the past eight years, due to the 
slowing economy. The declining labour force will squeeze 
such revenues harder. 


FINANCING THE FUTURE 

Worse still, the recovery has boosted interest rates. The yield 
on benchmark 10-year Japanese government bonds rose as 
far as 1.9496 in mid-June from a record low of 0.4396 a year 
earlier, and is expected to rise above 296 in the coming months. 
That means the government has to borrow more just to pay 
the interest on its debt. The Ministry of Finance calculates that 
if this interest rate rose to 3% from 2%, its debt-servicing costs 
would jump Y1.3 trillion in the fiscal year starting next April, 
and ¥3.6 trillion in the fiscal year starting in April 2007. 

Economists figure the only way to solve the problem will 
be a hike in the 5% consumption tax. Yet, last time the gov- 
ernment raised this, in 1997, consumers cut down on shop- 
ping and the economy slid into recession. Koizumi has said 
he wont raise the tax while in office, which, barring an upset, 
will be until his term as LDP leader ends in 2006. 

Still, argues Richard Jerram, an economist at ING Finan- 
cial Markets, with no election necessary in the near future, 
now would be as good a time as any for Koizumi to aban- 
don his pledge. What's more, with the economy humming, 
says Jerram, “this would appear to be a tremendous oppor- 
tunity to raise the consumption tax without taking a major 
risk with the economic cycle." = 
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"TERRORISM 


Across Borders 


A new generation of terrorists is training in the 
Philippines, and travelling, a new report says 


By John McBeth/]AKARTA 


LAST SEPTEMBER, Malaysian police intercepted a boat off the 
coast of Sabah and detained six of the 30 people aboard. Among 
them was Indonesian engineer Zulkifli, a member of the 
central command of the Jemaah Islamiah (JI) terrorist network. 
Investigators later determined that he was returning home 
from Mindanao in the southern Philippines to be installed 
as head of Mantigi III, the JI operational area covering Min- 
danao, Sabah and Sulawesi. 

Early last month, a 12-man Jl 
assassination squad infiltrated into 
Indonesia's East Kalimantan pro- 
vince after crossing the Sulu Sea from 
Mindanao. One man believed to be 
a member of the squad was captured 
along with five other suspected JI 
militants outside the Central Java city 
of Solo on June 3o. Among those in 
custody is Mustaqim, an explosives 
expert and a 1998 graduate of the 
JI military academy at Camp 
Hudaibiyah in Muslim-dominated 
western Mindanao. 

Ten years after the arrangement 
was established, a new report by the 
International Crisis Group (ICG) pro- 
vides the clearest picture yet that the 
Philippines' secessionist Moro Islamic 
Liberation Front (MILF) continues to 
facilitate the military training of a new 
generation of Indonesian militants 
like Zulkifli and Mustaqim. 


The ICG's Southeast Asia direc- IN DENIAL? MILF leader Al-Haj Murad 


tor, Sidney Jones, an expert on ter- 

rorism in the region, authored the report. She says that 
JI's training programme in Mindanao has been “crucial” 
in producing operatives capable of filling the shoes of ear- 
lier graduates, mainly veterans of fighting in Afghanistan, 
whose ranks were depleted by the arrests of more than 
200 militants in Indonesia, Malaysia, Singapore and Thai- 
land in the wake of the 2002 Bali bombings. 

The death in July last year of Salamat Hashim, the MILF's 
founding chairman, appears to have fragmented the regions 
biggest rebel group, and the ICG report questions whether J1 
and other like-minded jihadist groups have established their 


duly 22. 2004 





| The Region 


own personal ties to individual MILF commanders without 
the knowledge of the new MILF leadership 

New MILF chairman Al-Haj Murad has disavowed ter- 
rorism. But the U.S. government has few doubts about Min- 
danaos front-line position in what the report characterizes as 
the "growing entanglement of deeply rooted domestic insur- 
gencies with the global war on terrorism." A senior U.S. 
official says that the available evidence "underscores the point 
that JI is truly a transnational group. It goes beyond train- 
ing and sanctuary. But | think there's a debate in the MILF 
over the wisdom of maintaining this connection." 

Clear evidence of the growing ties between Indonesian 
and Philippine jihadists came with investigations into the 
attempted assassination of the Philippine ambassador to 
Jakarta in 2000. Drawing on interrogation summaries and 
interviews, Jones believes that about 300 Indonesians have 
been trained in Mindanao since the late 1990s, in an area 
that is outside the control of the Philippine government. She 
puts the number there now at between 25 and 35 and says 
new Indonesian recruits are still coming in 

j] first established a foothold in 
Mindanao in 1994, building on ties 
formed with the MILF in Afghani 
stan in the 1980s. Personal relation- 
ships between Salamat Hashim and 
II leaders allowed the organization 
to set up Afghan-style training cen- 
tres under MILF protection close 
to the Maguindanao-Lanao del Sur 
provincial border, first at Camp Abu 
Bakar and nearby Hudaibiyah before 
they were overrun by Philippine 
troops in 2000-o1, and now at Camp 
Jabal Quba. 

Zulkifli, whose capture was made 
public in February this year, is a cen- 
tral figure in the report. The ICG says 
he was the mastermind behind the 
bombings of two department stores 
in Mindanao in March and April of 
2002, which killed 15 people, and the 
March and April 2003 blasts at 
Davao's international airport and sea- 
port that together claimed 35 lives. 
No one has been charged with the 
two Davao attacks, which were 
believed to have been carried out with the help of the MILF 
and the extremist group Abu Sayyaf 

Mustaqim also crops up at several points in the report 
Like Zulkifli, he was among the first 17 graduates from the 
JI military academy between 1998 and 2000, when it was 
being run by an Afghan veteran, also called Mustaqim 

Now that both men are in custody, Indonesian and 
Malaysian investigators have a better picture than ever before 
of why the Philippines remains what the ICG concludes is 
“a country of convenience for ‘lone wolf’ operators and cells 
of various jihadist organizations." = 
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By Richard Holbrooke ! 


The writer is president and CEO of Global 
Business Coalition on HIV/Aids, and a former 
United States ambassador and assistant 
secretary of state 


A panel of eight leading economists, including two Nobel Prize 
winners, recently said that the fight against HIV/Aids is the 
most urgent issue facing the world. Aids has killed more than 
22 million people, and 14,000 more are infected every day. The 
economists of the "Copenhagen Consensus" were answer- 
ing a seemingly simple question: If the world had an extra $50 
billion to spend to improve the world, how should it be spent? 
They concluded that programmes to fight HIV/Aids would cre- 
ate “extraordinarily high benefits" and prevent almost 30 
million new HIV infections by 2010. 

Aids is the greatest health crisis in human history. It has 
enormous economic, social and political consequences. It is, 
therefore, also a threat to major companies whose workplaces 
are at risk. With over 7 million people already infected, Asia is 
on its way to becoming a new epicentre of the Aids pandemic. 
Official estimates put the number at around 4.5 million cases 
in India and at around 850,000 in China. The unfortunate 
reality is that very few Asian companies are addressing this 
issue. Asian business leaders seem to think that it isn't their 
problem or are simply too embarrassed to deal with it. 

Asian leaders in government and business should pay heed 
to the lessons from South Africa. At a recent conference in 
New Delhi organized by the Global Business Coalition on 
HIV/Aids, Asia Society and the Confederation of Indian Indus- 


€ Programmes to fight HIV/Aids would create 
‘extraordinarily high benefits’ and prevent 


almost 30 million new HIV infections by 2010 yy 


try, Brian Brink, medical director for South African mining 
giant Anglo-American, gave a dramatic warning: "Don't make 
the same mistakes in India we made in South Africa—we 
saw this coming but the first reaction of business was that it 
wasnt our problem, that it wasn't threatening us now, that we'd 
let the government sort it out." Now, 25% of Anglo-American's 
employees are infected with HIV/Aids and the disease has 
begun to affect corporate profits, productivity and morale. (As 
a result, Anglo-American has made a big change in its poli- 
cies, establishing a wide-ranging set of new programmes 
that have made it a leader in this field.) 

Conscious of the mounting crisis, the World Health Orga- 
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nization and UNAIDS have launched their “3 by 5" 
initiative with the goal of treating 3 million peo- 
ple living with HIV/Aids by the end of 2005. But 
even if “3 by 5" is achieved, it will not stop the spread 
of Aids, only slow it down, unless HIV testing is 
vastly increased. This is the flaw in current inter- 
national policies and programmes. 

The United Nations estimates that 9596 of 
those who are infected don't know their status. 
Since someone who is infected carries the virus for 
seven to ro years before symptoms become appar- 
ent, these people unwittingly infect others along 
the way, and often pass the disease along to their 
children. This is why widespread testing—now 
available in quick, reliable and cheap new forms, 
such as a newly approved saliva test—is an essen- 
tial, if usually neglected, part of the effort to stop 
the spread of HIV/Aids. 

There is a vital additional benefit to testing: It 
also tells people who are not infected—and they 
still constitute the vast majority—that if they take 
the initiative to protect themselves with safe sex or 
needle practices they will remain uninfected. 

The WHO's “3 by 5" initiative is commendably 
ambitious—but achieving it will be a daunting task: 
5,000 people need to be brought onto treatment 
every day and kept on it. In order to reach this treat- 
ment target, it is estimated by experts that about 
500,000 people will need to be tested each day, 
assuming that about 50,000 would test positive in 
high-prevalence countries and 1096 of those who test 
positive will require immediate access to treatment. 

The “3 by 5" initiative will not succeed without 
a dramatic scaling up of testing and a clear signal 
from the public-health community that HIV testing 
is strongly encouraged. The goal is attainable only 
if government and business leaders aggressively 
invest in testing, prevention and treatment cam- 
paigns. Aids is easily preventable, but prevention 
will only work if leaders—not just governments but 
also business and religious leaders—have the 
courage to speak openly about the disease. The best 
news may be from Botswana, where President Fes- 
tus Mogae has begun to make Aids testing normal 
practice, with people having to “opt out” if they do 
not wish to be tested, instead of having to ask for a 
test. As a result, testing has quadrupled in only a few 
months in this horribly infected nation. 

Aids in Asia poses a terrible danger, but there 
is now a critical opportunity to fight it. If business 
and government leaders act immediately, millions 
of lives and trillions of dollars can be saved. = 
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U.S. and China Talk 
About Different Agendas 


United States National Security Adviser Condoleezza 
Rice arrived in Beijing on July 8 to ask for China's 
help in persuading North Korea to dismantle its 


nuclear-weapons programme. Rice also raised the 
continued detention of Jiang Yanyong, the Chinese 
surgeon who last year exposed an official cover-up of 
Beijing's outbreak of Severe Acute Respiratory 
Syndrome. Early this year, Jiang called on the China 
leadership to accept blame for the bloodshed in the 
1989 Tiananmen Massacre. Rice met with former 
President Jiang Zemin and Foreign Minister Li 
Zhaoxing. State television in China quoted Jiang as 
telling Rice that the “Chinese people are seriously 
concerned and dissatisfied about the U.S. selling of 
advanced weapons to Taiwan." The next day Chinese 
President Hu Jintao repeated the concern, saying 
that Taiwan's status is 
the key to U.S.-China 
relations. A U.S. official 
travelling with Rice said 
that she told Hu and 
Jiang that the U.S. would 


TAIWAN: Rice and Hu disagreed 





continue selling arms 
to Taiwan to provide a 
healthy *balance" of 
power with China. 


CHINA AGREES TO SCRAP TAX BREAKS 








ECONOMY 


China reported slower 
loan growth in June and a 
slower rate of growth in 
a broad gauge of money 
supply, both of which 
suggest some success in 
Beijing's efforts to cool 
the economy. However, 
the actual rate of growth 
for both was strong. 
Loan growth was 16.796 
in June compare with 
19% in May. Money 
supply grew 16.2% in 
June compared with 
17.5% in May. 


———————————— 


Datong Coal Mining, 
China's second-largest 
coal producer, has 
received approval to list 
shares on the Shanghai 
Stock Exchange. Accord 








LEE HSIEN LOONG (centre) 
who will become Singa- 
pore's prime minister next 
month, arrived in Taiwan o 
July 10 to meet top govern 
ment officials, including 
President Chen Shui-bian. 
Lee described his trip as , 
"private and unofficial," bu 
Beijing reacted angrily to 
the visit. A spokeswoman 
for China's Ministry of 
Foreign Affairs said that 
the relationship between 
China and Singapore 
"would of course be 
affected" by the visit. 





JUSTICE 


Six employees of a gas 
company in Chongqing 

were to go on trial on 

July 14 for the release of 

a toxic cloud that killed 4 


243 people near the 
central China city last 
December. The blowout 


of toxic fumes was one 
of China's deadliest 
industrial accidents ever. 
A burst gas well sent 


In a deal with the United States that resolves the first formal complaint filed 
against China since the country joined the World Trade Organization more 
than two years ago, China has agreed to phase out a tax policy that discrimi- 
nated against chips not designed or made in China. At issue were value- 
added-tax rebates that China gave to domestic manufacturers and 
designers. China said it would immediately stop offering VAT refunds for 
semiconductors designed in China, and would end the favourable tax 
scheme for China-produced chips by April 1, 2005. However, while China 
agreed to scrap the tax rebates for domestic products, industry analysts 
expect a new set of measures to be announced that could represent greater 
support than before. Such revisions could allow Beijing to replace rebates 
with other supportive measures that comply with WTO rules, analysts say. 


ing to a source close to 
the company, Datong 
intends to raise up to 

2 billion renminbi ($242 
million) with a listing this poisonous hydrogen 
year. Higher-than- sulphide across moun- 
expected energy demand tain villages at night, 

and underinvestment in injuring more than 9,000 
coal production have, people and killing others 
according to analysts, as they slept. There was 
resulted in higher prices no word on what penalty 
and tight coal supplies the six might face, 

since last year. though China's official 
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Xinhua news agency said 
that China's cabinet had 
concluded that the 
accident was caused by 
negligence, which 
suggests that a convic- 
tion is likely. 


in June were reported to 
be only 2.256 above the 
figure from a year ago. 


HONG KONG 


More Hong Kong democ- 
rats will receive permits 
to visit China, and Beijing 
is willing to hold a dia- 
logue with Hong Kongers 
who have views on 
political reform different 
from Beijing's, a senior 


Police say they have 
broken up a criminal ring 
that was trafficking in 
babies. The ring was 
based in Hohhot, a city in 
Inner Mongolia. Police 
said they have arrested 
eight people and are 
investigating 95 alto- 
gether, who may have 
been involved in the 
trafficking of 76 babies. 
Similar arrests have been 
made throughout China 
in recent months, though 
critics say that police 
have so far only seen the 
tip of the iceberg in terms 
of the number of babies 
actually sold. 


CARS 


General Motors 
announced on July 12 
that its car sales in the 
first half of the year 





VISIT: Shum goes to Shanghai 





mainland official said on 
July 12. Yang Wenchang, 
the Ministry of Foreign 
Affairs commissioner in 
grew nearly 58% from Hong Kong, said that the 
the same period last permit given to democ- 
year to a record 259,653 racy activist John Shum 
vehicles. The perform- was a good signal for the 
ance represented nearly future. Before he was 
12% of China's passen- allowed to go to Shanghai 
ger-car market for the on July 8, Shum had been 
period, the company banned from the main- 
said. Car sales surged in land for 15 years for 
China in the first two allegedly helping dissi- 
months of this year, but dents flee in the wake of 
the rate of growth has the 1989 Tiananmen 
fallen since then. Sales Square Massacre. 


GENERAL MOTORS: Attracting attention in Beijing 





NEWBRIDGE, MINSHENG CALL OFF DEAL 
Just weeks after American investment bank Newbridge Capital 
became the first overseas company to gain a controlling stake in a 


Chinese bank, talks have broken down between Newbridge and 


China Minsheng Banking Corp. Newbridge had been negotiating 
to buy slightly less than 5% in Minsheng from one of its main share- 
holders, China National Coal Group. But there was speculation 
that after Newbridge acquired a relatively small but controlling stake 
in Shenzhen Development Bank in May, it would not have been nearly 
as interested in Minsheng. Newbridge bought 18% of Shenzhen 
Development Bank, but the purchase agreement allows Newbridge 
to appoint a majority of the bank's board of directors, which effec- 
tively gives it control. Minsheng wants to list on a stock exchange, 
but analysts say it is important that the bank secure a strategic part- 
ner in advance of the IPO. 


SHANGHAI CAR MAKER MAY LIST ABROAD 
The biggest domestic car maker in China, Shanghai Automotive 
Industry Corp. (SAIC), is looking at an overseas listing as a way to 
raise at least $1 billion, according to several published reports. SAIC 
is a partner in separate ventures with Volkswagen and General 
Motors, the two top foreign car sellers in China. An official with SAIC 
told Bloomberg that the company is "in the preparation phase" for 
an overseas stock listing, but would not comment beyond that. SAIC 
is controlled by the Shanghai government. Analysts said that they 
expect to see the listing move ahead early next year. SAIC would 
be the seventh Chinese car maker to list in Hong Kong. Shares of 
the other listed Chinese car manufacturers have been under pres- 
sure in recent weeks in response to the Chinese government's edict 
to banks to curb lending and a subsequent drop in car buying. 


EXPORTS REMAIN STRONG 

China's exports continued to soar in June, reaching a record $50.5 
billion, which was 47% higher than a year earlier. Imports rose 51% 
from a year earlier to $48.7 billion. It was the second consecutive 
monthly trade surplus, though for the first half of 2004, imports at 
$264.9 billion were slightly higher than exports of $258.1 billion. 
Analysts had expected somewhat lower import and export figures 
for China because of the government's efforts to cool the economy. 
Some said the strong figures showed that those efforts were hav- 
ing only a minimal impact. 


VENTURE ADDRESSES COKE SHORTAGE 

A joint venture has been formed between a Chinese coal manu- 
facturer with a Japanese company and one from Brazil to produce 
coke, a vital steel-industry resource that has been in short supply 
worldwide. The partners are Chinese coal producer Yankuang Group, 
Itochu of Japan and Companhia Vale do Rio Doce of Brazil, The 
new company will be capitalized at about $102 million. China, the 
world's biggest supplier of coke, moved earlier this year to restrict 
exports because of demand from its own steel industry. This restric- 
tion severely cut the world's supply. 


CMM 


Elsewhere in the Review: 
Trust Failures Catch Investors Unprepared (page 52) 
A Train Gives Hope To Cataract Sufferers (page 58) 
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BEER WARS, PART II 


Dig Brewers 


Iry, Iry Again 


The first time the world's brewers invested heavily in China, 

many of them lost and left. But now they're bach, and this year's 
raft of deals shows that a good number of the foreigners believe that 
a market with great promise has finally emerged 


IT FEELS LIKE happy hour in China again. 
In recent months, foreign beer makers 
have been pouring investment into the 
country with a vigour not seen since the 
mid-1990s. The biggest Chinese merger- 
and-acquisition deal of the year so far has 
been in beer: Anheuser-Busch’s swoop on 
Harbin Brewery, in which it paid a whop- 
ping $720 million for China's fourth- 
largest brewer. The American firm out- 
bid arch-rival SABMiller for a company 
with just a 496 share of the market. 
That's not all. Belgium's Interbrew 
this year has bought several breweries 
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near Shanghai, leaving it with big posi- 
tions in China's two richest provinces, 
Guangdong and Zhejiang. Scottish and 
Newcastle last week completed a deal 
to pay $65 million for a 19.596 stake in 
Chongqing Breweries, which brews ales 
on the upper reaches of the Yangtze River. 
Carlsberg and Foster's, both of which 
exited China in the 1990s with much acri- 
mony, are back. 

One of the biggest guessing games in 
financial circles these days is what com- 
pany will be the next acquisition target. 
This month, shares of Guangdong Brew- 
ery Holdings have surged 2196 on expec- 
tations that a Harbin-like bidding war 
might ensue between potential suitors 
and the Heineken-Asia Pacific Breweries 
joint venture that currently holds a 2196 
stake in the company. 

It's as if the late 1990s, when foreign 
brewers were dying in the Chinese mar- 
ket, never happened. "There's a renewed 
interest in China," says Andre Parker, 
SABMiller's managing director for Asia. 
"There was that first wave, and then many 
international brewers went home, their 
fingers burned. Now there's a second 
wave coming in." 

South African Breweries (which 
became SABMiller in 2002 when it 
bought Miller Brewing of the United 
States) has been a rare international 






Guang Niu/Reuters 


brewing success in China. Its formula: 
Buy stakes in brewers from second-tier 
cities, cut costs and improve efficiency, 
and essentially leave the brands alone. 
The idea has been to sell huge amounts 
of cheap beer rather than trying to create 
demand for pricier stuff. By doing this, 
SABMiller avoided most of the pitfalls 
that plagued others, including overpay- 
ing for big-city investments, being 
gouged in the restaurant and bar trade, 
and learning the hard way that China 
was not yet ready for expensive or even 
mid-priced beer. 

“Their success is traditionally built 
on their knowledge of building mass dis- 
tribution and brands in very low-priced, 
primitive markets like Africa,” says John 
Chan, a consultant who held senior posi- 
tions with Foster's and New Zealand's Lion 
Nathan during the 1990s. “They make the 
least margin per bottle compared to 
Heineken, Anheuser-Busch and Suntory, 
but they make up for it in volume.” 

The Harbin bidding war illustrates 
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big changes in China's beer industry— 
ones that alter the competitive landscape 
for large investors. Ten years of rising 
wealth among middle-class consumers 
have made China even more tantalizing 
than the first time around. 

Just as importantly, 10 years of con- 
solidation, during which a few brewers 
have built up large-scale production and 
distribution networks, may make it fea- 
sible economically to distribute a beer 
brand across China's vast regions. Ana- 
lysts say that the enormous price paid by 
Anheuser-Busch suggests that it has 
much more on its mind than simply 
making a regional beer—it may be look- 
ing to leverage Harbin in other ways, per- 
haps even taking that company's Hapi 
brew national. 

Anheuser-Busch itself hasn't said 
much about the purchase. The company 
would not speak to the Review for this 
story. In a statement issued at the time 
_it won the bidding for Harbin, Patrick 
Stokes, the company's chief executive offi- 
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cer, said that the purchase would boost the 
company’s position in China’s northeast 
and leverage the strengths of his company, 
Harbin and Tsingtao. (Anheuser-Busch 
owns a 9.9% stake in Tsingtao.) 

The first time foreign brewers came 
to China, they ran into vicious price 
wars and realized that China's size, frag- 
mentation and low incomes made it a 


DRINK UP: Anheuser-Busch hopes that 
Chinese beer tastes have gone upmarket 


with enough resources, cai 
around the country: 

In the IQQOS, the idea of 
national brand in China was folly. The 


country had nearly a thousand individua 
local breweries, most with devoted loc; 
followings. And with local be 

costing 2 renminbi (24 cents) fo g 
640 millilitre bottle at mom |-DO0] 


shops—where the vast majority of bee 
bought—companies that tried to charge 
five times that amount and more foi 
international brand flopped 

Ten years on, mix h ha ; Changed 


but much hasn't. On one hand, Chin 
remains intensely regional: Desp ' 

of consolidation, there are stil bi 

ers across the country. According to a 
study by Access Asia, a consumer-markets 
consultancy, the top-selling brand in each 
of China's ro largest cities is different and 


in nine cases, local to the 
That affects how companies approach 
the market. "We are convin« 


ed that China 
is a continent and the provinces ar: 
the countries," says Patrik | 
Pacific president of Interbrew, the Bi 
gian conglomerate that owns Bi | 


Stella Artois. 

To be SUTE, the consi hid Ii on | 
happened does matter. China’ 
breweries had a combined mark 
of 52% last year compared wit! 
in 1998. The big Chinese brewers 
ger, and some are interested in pushin; 
their products nationwide—most as mid 
priced alternatives that fit between expen 
sive foreign brands and super-cheap loca! 
brews. Meanwhile, the foreign companies 
who have stuck around, like SABMille: 
and Anheuser-Busch, have more brey 


AFTER INITIALLY FALTERING IN THEIR EFFORTS TO 
CRACK THE CHINA BEER MARKET, SEVERAL FOREIGN 
COMPANIES ARE INVESTING WITH RENEWED VIGOUR 


fundamentally low-end, localized game. 
But today, beer consumption is rising, 
the middle class is growing and consol- 
idation has halved the number of brew- 
ing companies. 

So the world's brewers are back, once 
again asking: Has China's market 
matured enough to allow them to sell 
expensive beer? And for the companies 


i 


eries around the country and more expe 
rience with distribution, giving t! 
ter chances to build nationwide bran 
SABMiller is looking to do that wit 
the Snowflake brand brewed b 
yang-based joint venture with 
Resources Breweries. "Wi 
view that national brands ar: 


of the future in China." Par! 
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"There's enough reason to believe 
that when you look at the fast-develop- 
ing consumerism that's developing in 
China now." 

Parker is looking for more acquisitions 
in regions where the company isn't cur- 
rently represented. This wouldn't have 
made sense during the first beer war, when 
all the company meant to do was build a 
regional bridgehead. But it does make 
sense now, when it's trying to sell a north- 
eastern beer around the country. 

SABMiller launched Snowflake in 
Guangdong province last year, and it has 
had to truck beer to the south from north- 
eastern Shenyang, which takes two or 
more days. "Going national with a brand 
does mean that we need to look at other 
areas," Parker says, listing Guangdong 
province and the rest of the southeastern 
seaboard as potential investment spots. 
"We are going to need to look for fill-out 
positions in areas where we don't have a 
presence." He says he expects to make at 
least two acquisitions this year. 

Parker also plans to introduce an inter- 
national brand, something SABMiller has 
not done in China for nearly a decade. The 
company, Parker says, is studying whether 
it wants to launch a mid-priced light lager 
such as South Africa's Castle or Lion, or 
the American Miller Genuine Draft, or 
whether it wants to go higher-end with the 
more robust-bodied Pilsner Urquel. (A 
lager would put it in the mass segment of 
the market— 9396 of all beer drunk in 
China is lager.) Whichever, he promises 
the brand it chooses will be on the mar- 
ket by next summer. 
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This represents a gamble. Analysts 
note that despite their growth, premium 
brands are still a small part of the mar- 
ket in China. “It is a slightly more national 
market with an expanding middle class, 
which is slightly more open to a beer 
brand rather than strictly a functional 
product," says Yougang Chen, a consult- 
ant specializing in consumer markets 
with consultants McKinsey & Co. 

Meanwhile, the logistical hassles of 
selling beer in China remain enormous. 
On a muggy, hot July day in Shanghai, far 
from SABMiller's production bases, a 
bicycle delivery man pedals achingly 
slowly through rush-hour traffic, sev- 
eral cases of Snowflake beer tied to his 
bike. *China's distribution infrastructure 
is probably like the U.S. in the 1950s,” 
says Chan, the former beer executive. 
"But China will probably not have to wait 
50 years to reach distribution efficiency 
like the U.S. They'll probably do it in 
15-25 years." 


HAZARDS OF POOR DISTRIBUTION 
Such delivery systems threaten the qual- 
ity of a product that can be seriously 
degraded by high temperatures. Keep- 
ing a product fresh as it is shipped and 
stored around the country is a big issue, 
and problems extend from bad-tasting 
beer all the way to bottles exploding from 
excessive temperature changes during 
transport and storage. (China keeps sta- 
tistics on such things: In 1999, the gov- 
ernment counted r,ooo bottle explosions, 
which injured 800 people, disabled 8o 
and even killed one person.) 
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The fact that SABMiller didn't take its 
lumps in the 1990s means that it will 
be a latecomer to the high end of the mar- 
ket. Anheuser-Busch has spent years, and 
in its early years lost millions, pushing its 
nationwide ambitions. But it has man- 
aged to push its Budweiser and Bud Ice 
brands into dozens of markets. These 
brands may cost upwards of five times 
as much as a low-end competitor, but 
they're now well established. 

Others are beefing up again, too. 
Interbrew, which had little success in 
the past with Stella Artois and Beck's, is 
reintroducing Beck's this year. Thys sees 
it selling 50,000-70,000 hectolitres, 
which he calls *pretty good for a reintro- 
duction." Of course, caution remains 
something ofa watchword. The company 
is not interested, Thys says, in having 

"fantastic volume" in the first two years, 
followed by declines. 

All of which makes the Harbin bidding 
war a potentially crucial turning point. The 
extravagant sum that Anheuser-Busch 
paid suggests that the company has far big- 
ger plans than just selling local beer in a 
local market. (In the process, it paid $124 
million to SABMiller, which had held a 
29.496 stake in Harbin.) 

One analyst notes that if Anheuser- 
Busch were only buying a regional 
brewer—even a very strong one—the 
price it paid for Harbin “doesn't make too 
much sense." On the other hand, he says, 
if Anheuser-Busch intends to leverage 
Harbin into a truly national brand, then 
the value of the local brewery *is much 
greater than most people think." = 
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TIBET 


Two-Faced 


Beijing steps up its public relations as a new 
report highlights a rise in religious repression 





By Susan V. Lawrence/W ASHINGTON 


IN ITS LATEST White Paper on Tibet, released in May, China's 
government dismisses as "totally untenable" a proposal by 
Tibet's exiled spiritual leader, the Dalai Lama, that the region 
be granted a high degree of autonomy along the lines prom- 
ised to Hong Kong and Macau. And it declares that the gov- 
ernment the Dalai Lama led before he fled Tibet in 1959 
has been replaced, so “the destiny and future of Tibet can 
no longer be decided by the Dalai Lama and his clique." 

But this tone is almost civil compared with the fiery rhet- 
oric in China's last White Paper on Tibet, released in Novem- 
ber 2001. There, China accused the Dalai Lama of "[collud- 
ing] with the international anti-China forces to constantly whip 
up world opinion, wantonly conduct activities aimed at split- 
ting China, slander Tibet's achievements in economic con- 
struction and social progress, and by every means hinder and 
sabotage the modernization of Tibetan society." 

When the Sky Fell to Earth, a report released on July 9 
by the International Campaign for Tibet (ICT), a Washing- 
ton-based advocacy group, suggests that China hasn't had 
any serious change of heart about the Dalai Lama. Rather, 
it suggests, China recognizes the failure of its previous 
attempts to win over international public opinion for its poli- 





MANAGED MONKS: At Tashilhunpo monastery Tibetan monks are 
required to study the political theories of ex-President Jiang Zemin 
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China 


cies in Tibet, and is simply rolling out a more sophisticated 
public-relations strategy. 

In a June 2000 speech obtained by ICT, the official in charge 
of China's external propaganda, Zhao Qizheng, acknowledged 
that “the Western public does not really trust [Chinese] gov- 
ernment propaganda” on Tibet. He noted, by contrast, the 
success of the “nonpoliticized propaganda of the Dalai Lama,” 
who “pretends to be seeking dialogues and autonomy” in the 
hope of winning "international sympathy and s 

[n the years since that speech, says Kate Saunders, an 
author of the ICT report, China has worked hard to revamp 
its public-relations effort on Tibet. "They are sending more 
delegations of Tibetologists from Beijing to Western coun- 
tries. They are publishing more papers on religion and cul- 
ture. They are talking about how they have developed Tibet, 
[and] they are preserving the religion and the culture," she 
says. "But that doesn't represent necessarily what is happen- 
ing on the ground.” 

As part of the campaign, China has also toned down its pub- 
lic attacks on the Dalai Lama, particularly for Western audiences, 
the ICT report says. China has now twice hosted visits by envoys 
of the Dalai Lama, in 2002 and 2003. Before that, the last known 
formal contact between the two sides was in 1993. 


IDDOTI 
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BUDDHISM WITH CHINESE CHARACTERISTICS 

But the ICT report argues that on the ground, China's strug- 
gle against the influence of the Dalai Lama remains as intense 
as ever. Previously undisclosed official Chinese documents 
obtained by ICT and translated in the report refer repeat- 
edly to the serious nature of China's “combat” with the “Dalai 
clique," which the documents insist is *manufacturing the 
causes of instability in Tibet to bring about the splitting of the 
Motherland, destruction of unity between nationalities and 
capitulation to Western anti-China forces." 

Monks and nuns are required to denounce the Dalai Lama 
and declare their loyalty to the boy China installed in 1995 
as the 11th Panchen Lama, the second most important fig- 
ure in Tibetan Buddhism. (China rejected the Dalai Lama's 
recognition of a different boy, and took the child into custody. 
That boy's whereabouts remain unknown.) The ICT says those 
who refuse are expelled from their monasteries, and some- 
times detained or jailed. Organizers of ceremonies to pray for 
the Dalai Lama's long life are serving prison terms 

As part of China's overall effort to control Tibet's monas- 
teries, the ICT report says, all monasteries have since the early 
1990s housed “democratic management committees," 
responsible for implementing government directives and set- 
ting limits on the numbers of religious personnel. Among the 
many rules restricting their movements, monks who wan! 
to study with teachers at other monasteries, a common prac- 
tice in Tibetan Buddhism, must obtain letters of approval from 
their monastery's democratic management committee, their 
local public-security bureau, and their town and county- 
level religious-affairs bureaus. China is using “many layers of 
edicts and regulations" to undermine religion in Tibet, says 
the ICT's president, John Ackerly. "There is nothing arbitrary. 
[t is very systematic and all down in writing.” 8 


view 35 


r à J 
Far Eastern Economic Ke 


Japan is leading a revolution that uses the Internet to mahe phone 


calls, slashing costs and transforming the industry. Old-style operators 


could be the casualties, while consumers and companies win 


an odd position: He's 
pushing a product that's eroding his com- 
pany's most important stream of revenue. 

For the past several months, the sales- 
man at NTT East—a unit of Japanese 
phone giant Nippon Telegraph & Tele- 
phone Corp.—has been hawking a new 
service that routes phone calls over the 
Internet. What that means, though, is that 
the calls no longer travel over NTT East's 
phone network. And traffic over the phone 
network is where NTT East makes more 
than half its money. 

Still, NTT East can't afford to ignore 
Internet-protocol telephony—or IP teleph- 
ony, as phone service over a data network 
like the Internet is called. Standing at an 
NTT East booth at a recent Tokyo-area trade 
show, Sakai waves his arm to show why: All 
around, rivals whose counters are piled high 
with phone sets and blinking data servers 
are trumpeting IP telephony too. 

"If we only keep to our present business, 
we're going to lose it anyway," says Sakai. 
"If the option is getting wiped out, it's bet- 
ter to join the IP-telephony race." 

NTT East's dilemma highlights a rev- 
olutionary shift in Japan's telecommunica- 


tions industry: An increasing number of 


individuals and businesses are choosing to 
make their calls over the Internet, rather 
than the phone system. The shift is spark- 
ing unprecedented competition for phone 
business in a market long dominated by 
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NTT, pitting carriers like NTT East against 
hardware makers like NEC Corp. and Cisco 
Systems, and forcing all the traditional tele- 
com players to come up with new ways of 
making money. 

As Japanese companies eager to slash 
phone bills opt for cut-rate Internet phone 
services, traditional fixed-line carriers—par- 
ticularly long-distance companies—are 
likely to be hit the hardest. But as the phone 
business is redefined and companies 
scramble for a foothold in new areas, the 
winners will likely be the companies that 
are quickest on their feet with cheap, con- 
venient offerings. 

The switch to IP telephony is happen- 
ing all over the world—in other Asian coun- 
tries as well as the United States and 
Europe. But in few places is it happening as 
fast as in Japan. Already, the Japanese gov- 
ernment estimates that around 7% of the 
nation’s households are using IP telephony. 
Of companies with more than 100 employ- 
ees, 11% have at least partly switched to IP 
telephony and another 43% are planning to, 
according to a survey by the Ministry of 
Telecommunications. Research company 
IDC estimates that voice calls over data lines 
was a Y46 billion ($421.8 million) business 
in Japan last year, and will balloon to Y159 
billion this year and ¥800 billion in 2008. 

So fast are things moving in Japan that 
some of the country's biggest companies, 


such as Hitachi, Tokyo Gas and UF] Bank. 

































MAKING THE SWITCH 


As IP telephony takes off in 
Japan, traditional phone 
companies are: 


* Being forced to come up with 
new ways to make money 


* Competing against tech giants 
to offer the new service 


Meanwhile, corporate 
clients are: 


* Investing in IP telephony 
equipment 


e Saving costs on calls 


system—a server, software and sc 
ble phone sets—would cost about * 


have announced plans to move th: 
phone systems to the Internet withi 
few years. And even companies n 
make the switch yet want to make sw 
prepared to do it soon. “These days, ii 
switching equipment] doesn't hav 
bility, they won't buy it,” says Kikul 
nohara, who helps sell communicat 
tems to big companies at Fujitsu 
The main advantage of IP tele 
price. A call over the Internet, wher 
gles with e-mail and a host of othe 
a lot cheaper than talking over a phon: 
nection, which the phone compa 
reserve just for the caller and the ri 
BB Phone, the IP-phone service of bi 
provider Softbank Corp., charges th 
amount for a phone call between Japan 
the U.S. as it does for a local call 
Of course, there are disadvantag 
Unless all the equipment used ii 
tem is optimized for call-sendinj 
quality can be poor. If the powe! 
server goes down, the ph: nes go 1 
so far, at least, no emergency IP-pl 


lines are availabl 

But calling over th: 
looks particularly att: 
Japan because telecom 
tions costs have long 
high. Unlike the U.S 
other countries, Japa! 
flat-rate phone servic 
ing that « ompanies ra 


huge phone bills. And thoug! 
prices for calls have com: 


in recent years, smaller t 


companies complain t 


still charges twice as n 


access its network as is ¢ 
in other parts of the w 


"The main driver behi: 


advance of IP telephony 
been a quest to cut com: 
tions costs," says Makot 
hashi, who heads the 

[P-telephony group at ! 


pars biggest telecom-equipment pr 


lion, around 1096 less 
On top of those equipmer 


Take, for instance, a phone systen 
can handle 500 lines. Traditionally 
pany would have bought a phone-s' 
machine and 500 phone sets for a1 
million, NEC estimates. The equ 
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the company could see its communica- 
tions bill drop to as low as a quarter of 
what it was paying before, says Kura- 
hashi. And since the IP system is eas- 
ier to maintain than traditional telecom- 
munications equipment, maintenance 
costs will drop too. 

Altogether, NEC tells its corporate cus- 
tomers that they can cut their telecom- 
munications costs by as much as half by 
switching to IP telephony. 

Of course, investing in new equipment 
is expensive, and many companies are 
choosing to do it in stages. UF] Bank, for 
instance, decided it would take the plunge 
last year because it needed to replace its old 
phone equipment anyway. 

The bank, which is using Cisco 
Systems to help it switch over 37,000 
phones— nearly its entire system—some 
time in the 2006 fiscal year, expects the 
cost of switching to IP will come to 
around ¥4 billion. But it expects to save 
Y1 billion a year on reduced costs. 

Meanwhile, telecoms-equipment ven- 
dors like NEC and Fujitsu are honing their 
sales pitch— partly because their old busi- 
ness of phone-switching hardware and 
specialized phone networks is dying. 

Indeed, NEC is so keen on pushing 
the new broadband-based telecoms tech- 
nology that in April it created a new divi- 
sion to handle it, and has a special show- 
room in southern Tokyo to sell it. Sales 
people are instructed to pitch IP teleph- 


HERE'S HOW: NEC shows how to make cheap calls o 
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INTERNET ISIN... 
IP phone penetration 
in Japan 


As of end of 2003 
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eimai em 89.476 


a — 
Unknown 


IP phone users 





Whole company 
using IP phones 


Part of the company 
using IP phones x 


Planning to switch 
to IP phones 
———————— 


No concrete plans 


ony to all of their current clients—the 
company has a 35% share of the market 
in Japan for phone-switching equipment. 
And testimonials from happy customers 
like Mitsubishi Heavy Industries, which 
last year switched 2,200 phones to IP 
when it moved its headquarters, are 
posted on NEC's Web site. 

But the business is so new that a lot 
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n its IP phone system at its new showroom 








... FIXED-LINE IS FADING 
Traffic over NTT East and West 
phone networks is falling 
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has to be made up on the run, Kurahashi 
says. Some female office workers at Mit- 
subishi Heavy, for instance, complained 
about the computer-connected headsets 
NEC had planned to introduce instead 
of the traditional phone handsets. "They 
said it messed up their hair," says Kura- 
hashi. One solution: handsets that plug 
into the computer. 

NTT East, which started selling an 
IP-telephony service for businesses in 
October, had a different kind of hurdle 
to clear. By law, the company is only 
allowed to provide phone services within 
individual prefectures—a result of the 
government's attempt to handicap the 
country's dominant telecoms company 
so rivals could grow. 

To offer its new service, NTT East had 
to contract another company to handle the 
network links between prefectures—and 
get government permission to do it. Obsta- 
cles like that have NTT executives arguing 
that Japan's telecoms environment is now 
changing so fast that old rules of competi- 
tion should no longer apply. 

"The old restrictions are a real drag on 
us," argues Yoshimoto Tabata, product 
manager for corporate business at NTT 
East. "In the new broadband world, we're 
just a single player." = 
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Confessions of the World's Most Demanding ClOs 


"As a leading wireless provider, Vodafone UK faces change daily — 
from customers, from ourselves. Two years ago, we envisioned a way to 
deploy a whole new suite of services, which meant we had to change 
our IT significantly. 

"Building on different platforms and management systems, HP helped 
us create a structure that combined multiple operating platforms, applications 
and databases. | 

"Now our groups not only communicate better, but collaborate effectively 
to deliver a wide range of services, and add to them regularly. 

"Today, supported by an integrated partnership with HP. Vodafone UK 
prospers. And frankly, we've changed how we work." 


- Chris Burke, CTO, Vodafone UK 


Solutions for the adaptive enterprise. 
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TELECOMS 


Do You Take 
DoCoMo? 


Amid stiff competition in Japan, cellphone giant 
NTT DoCoMo is dishing up phones that double 


as electronic cash 


By Ginny Parker/Tokvo 


THE AIRWAVES ARE looking bumpy for NTT DoCoMo. After 
years of steady growth, Japan's biggest cellphone operator is 
forecasting its first drop in revenues this fiscal year amid stiff 
competition from rival operator KDDI. DoCoMo, which has 
pioneered some of the most advanced mobile-phone services 
in the world, has failed in several overseas investments and 
racked up big losses. DoCoMo has also discovered that the 
money to be made from mobile-Internet services—a business 
it practically invented—has reached a plateau. 

Newly appointed President Masao Nakamura says 
DoCoMo needs new sources of revenue. Making money the 
old-fashioned way—by signing up new customers and get- 
ting them to use their phones more often—is no longer 


MOBILE 
WALLETS: With 
phones like 
these, who 
needs cash? 
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enough. More than 7096 of Japanese already have cellphones. 
And a price war among the nation's carriers has forced 
DoCoMo to lower its prices and adopt fixed-rate plans that are 
likely to cap revenues. "There's a limit to the business model 
that's based solely on increasing customer traffic,” says 59- 
year-old Nakamura. "What we're talking about now is a new 
business, one that's not based on traffic at all." 

Smart phones could offer a solution. These mobile hand- 
phones do much more than a normal phone. They take pic- 
tures, store contacts, play music and, now, pay bills. DoCoMo 
this month launched four phones embedded with a special chip 
that allows them to function as a mobile wallet, storing money 
electronically along with personal data such as credit-card num- 
bers. Price tag: about Y25,000 ($230). The phone's chip, called 
FeliCa, was developed jointly with Sony Corp. 

DoCoMo has so far persuaded 39 retailers and services 
providers, including All Nippon Airways and convenience- 
store operator am/pm Japan, to allow customers to use the 
FeliCa system. When buying products with the phones, cus- 
tomers swipe their mobile across a sensor at the cash regis- 
ter. The funds are then withdrawn from the person's bank 
account or the purchase is charged to a credit card. Customers 
can also store money electronically on the chip itself and make 
payments from that. 

The phones can serve as an electronic ticket at concerts 
and sports events, and some buildings have been equipped 
with automatic locks that can be opened with the FeliCa chip. 
DoCoMo has an agreement with one of Japan's major railways 
to allow people to use the phones soon as a train pass. 

"Up until now, we've focused on entertainment," Naka- 
mura says, referring to the wide array of content, from »» 
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T SMILING NOW: Nakamura has a tough challenge ahead 
v 


videogames to ring-tones, that customers can access via 
DoCoMos Net-equipped cellphones. “While that's still impor- 
tant, we want to turn the cellphone into something that is 
absolutely essential for daily life." 

But FeliCa is very much a work in progress. Currently, 
DoCoMo doesn't take a cut from sales retailers make on 
the system. Instead, it's focused on expanding the number 
of stores and service providers on the network. Nakamura 
says that eventually the company may charge a fee for each 
purchase made, similar to a credit-card company. DoCoMo 
also hopes for income from licensing the FeliCa technol- 
ogy to other carriers. 

“I think the service will be well received, especially if 
DoCoMo has a strong security system in place," says Masako 
Kuwahara, a telecoms analyst with ratings agency Standard 
& Poor's in Tokyo. But she predicts it will be a while before 
FeliCa starts contributing to DoCoMo's profits. "They're in 
the seed-sowing stage." 

In addition to getting people to shop with their phones, 
DoCoMo also plans to expand into the corporate sector, 
coming up with services to appeal to both businesses and busi- 
ness people. Nakamura talks about a new system, already in 
place in some areas, that allows working mothers to use the 
phones to look in on their children via cameras placed in day- 
care centres. He also wants DoCoMo to come up with more 
corporate uses for cellphones, beyond just having salesmen 
use the phones to send data back to the office. 

Last week, DoCoMo launched a new hand-phone aimed 
at corporate customers that can be used in the office to make 
calls on either cellular networks or over the Internet on 
wireless local-area networks. 

DoCoMo made its mark on the global cellphone indus- 
try in 1999, when it launched i-mode, a service that allowed 
people to surf the Internet and send and receive e-mail on 
their cellphones. The service, which was a huge hit in Japan, 
showed the world that there was money to be made in send- 
ing data—in addition to voice—over cellphone networks. 
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In 2002, the company became the world's first cellphone 
carrier to launch third-generation services, or 3G—the equiv- 
alent of broadband Internet access for cellphones. DoCoMo's 
3G milestone, however, didr't come easily. The company spent 
enormous amounts of money on 3G research and development, 
and the service was slow to catch on with consumers. 

Meanwhile, rival KDDI rolled out its own version of 3G 
service much more smoothly than DoCoMo, along with an 
array of hand-phones and a youthful ad campaign. In October 
2003, the much smaller KDDI suddenly began pulling in more 
new subscribers per month than DoCoMo for the first time. 
This continued until June, and has left DoCoMo with a cur- 
rent market share of 56% compared to 58% at the beginning 
of 2003. KDDI now holds 21% while the Japan operation of 
London-based Vodafone Group, has 1896. 

DoCoMo has also taken blows on the international front. 
Between 1999 and 2002, the company spent about ¥1.9 tril- 
lion buying small stakes in cellphone carriers around the world. 
It hoped to get overseas carriers to adopt i-mode technology and 
wanted to develop partnerships in 3G phone services. But the 
value of DoCoMos holdings sank when tech stocks crashed 
in 2001 and its partners racked up huge bills in bidding for 
3G licences. The company also found that its little stakes car- 
ried less weight than expected. In the United States, for instance, 
DoCoMo ploughed some $10 billion into AT&T Wireless Ser- 
vices but failed to persuade the company to use i-mode. 
DoCoMo has since sold its AT&T stake. 


DOCOMO'S DAMAGE 

All told, DoCoMo has written down ¥1.5 trillion, or about 79%, 
of the value of its overseas investments. Nakamura says 
he's not ruling out future capital investment or acquisitions, 
but he's proceeding with caution. More likely, he says, are tech- 
nological tie-ups or licensing of DoCoMos i-mode technol- 
ogy. He is bullish on opportunities for DoCoMo in Asia and 
on taking stakes in companies that offer peripheral mobile- 
phone services. As an example, he cites the company's recent 
decision to take a 17.696 stake in MappointAsia (Thailand), 
a digital-mapping service, for $1.9 million. 

Nakamura carries a rugged-looking, white Panasonic 
cellphone. Like Japan's hordes of cellphone-wielding youth, 
he holds the phone in one hand and uses an agile thumb 
to work the keys. Anything else, he says, “would make me 
look like an old man." 

It's a good thing he's not feeling old, because he's got some 
fierce competition ahead of him. In 2006, Japan will introduce 
number portability, which will allow customers to switch 
carriers without changing phone numbers. In addition, 
DoCoMo may also have to watch out for new rivals like broad- 
band providers eAccess and Softbank, two Japanese compa- 
nies that have applied for mobile licences and are gearing up 
to offer their own, potentially cut-rate cellular services. 

In May, DoCoMos subscribers to FOMA, the company's 
3G service, surpassed 4 million. Nakamura is aiming for 10 
million customers by March 2005. "It's war on all sides," says 
Nakamura. “We have to completely reconsider what it is 
that our customers want." = 
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. Test Your Brainpower and Win 


. a New Canon A310 Digital Camera 


ds 


Think You Can Keep 
this Iced Tea Company 


Out of Hot Water? 


The problem: 


For more than 20 years, Blue Orient Tea Co*. has grown and thrived 
by creating offbeat and gourmet iced-tea drinks with Asian flavours 
such as lemongrass and star fruit. Its target market in Asia is young, 
upmarket, professional women. Blue Orient boasts that its teas have 
no preservatives, and sells them in heavy glass bottles with labels 
that have an engraved look, all of which the company believes makes 
the teas high-quality products and justifies a shelf price 30% higher 
than mass-market teas. 


But now the company is finding its margins are being squeezed. 
Distributors and retailers want to charge more for delivery and shelf 
space; shipping costs within Asia are rising; and it is taking longer to 
clear customs. The ingredients that set Blue Orient's teas apart from 
others are now more expensive. Volume sales of the teas appear to 
have reached a plateau. There are also rumours that industry giants 
are planning copycat drinks. 


Blue Orient forecasts that it will start to lose money within 12 months 
if it does not act to counter these trends. 


What should the company do? 


In association with: | 





*Note: "Blue Orient Tea" is a fictional company name created only for the purposes of this contest 
Any resemblance to the name of any existing or previously existing company, product or service IS 
purely coincidental. This contest is void where the use of such name or any other aspect of this 


contest is prohibited." 





Closing date for entries 
is July 31, 2004 


To Enter: 


> Write your solution in English. 
Limit it to 300 words. 


> Go online to www.feer.com 
Follow instructions to submit 
your entry. 


> There is no one, right answer; 
Blue Orient and the problems 
it faces are fictional. The judges 
will look for creative solutions 
backed by solid thinking that 
are expressed clearly. 


> The winning entry will be 
published in the REVIEW. 


The prize is non-negotiable and 
redeemed for cash. Other ndit 


Please visit www.feer.cor 
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Beat the Cellphone Blues 


What to do when your dinner guest/date/business acquaintance commits a cellphone faux pas? 
These gadgets seem to bring out the worst in people. But don’t get mad, get even. Here’s how 


THIS MONTH is National Cellphone > E 
Courtesy Month in the United States | 
but you'd be forgiven for not noticing. 
For one thing, it has to compete with 
other July wonders such as National Ice 
Cream Month, National Baked Bean 
Month, National Foreign Language 
Month, National Bison Month, National 
Hot Dog Month, National Blueberry 
Month, National Picnic Month and 
Anti-Boredom Month. For another, 
there has been a National Cellphone 
Courtesy Month for the past four years 
and it doesn't seem to have made a 
scrap of difference. We don’t seem to be 
getting any better at learning how to use 
this gadget we all have stuck to our ears. 

Just look at the numbers. A survey 
by market-research company Harris 
Interactive last July revealed that 8696 
of users say they are courteous when 
it comes to cellphones, but more than . 
half of them reckon other Americans = 
aren't. Someone has to be lying here. 3 
And this year it's only slightly better: £ 
95% of respondent say they are cour- == 
teous, but 42% reckon others aren't. So 2 
what can we conclude? We're liars? We 
don't realize we're ruining other people's dinners 
with our mid-restaurant yapping? Or, more wor- 
ryingly, that the National Cellphone Courtesy 
Month hasn't been a raging success? 

Now, alert readers will know I've harped on 
cellphone manners before. So I decided that rather 
than air more pet peeves, I'd conduct my own sur- 
vey to find out what really bugs people about cell- 
phone use, and to offer some tips. 

My conclusion: Different things bug differ- 
ent people. While it's pretty obvious that people 
talking loudly in a restaurant, movie, concert or 
funeral are going to upset those around them, both 
alive and deceased, who would have thought that 
what drives some folk berserk is people who carry 
more than one cellphone around? Or the vibrating 
noise a cellphone makes? Or people who hide their 
number, so the recipient of the call can't tell who is 
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calling? Or those horrible men who 
hang their phones on their belts? Or 
people who don't turn their cellphones 
off on aircraft until they're told to, and 
then turn them on the instant the flight 
lands, as if they're the most important 
people in the world? Or couples in pub- 
lic places interacting more with their 
phones than with each other? Or the 
sounds that a cellphone's keypad 
makes when folk are tapping in a num- 
ber or a text message? 

Really. These are issues that bug 
my friends. You may say, I've got 
weird friends. Which is true. But this 
illustrates an important fact, that cell- 
phones bug us enough to make us 
respond to silly text-message polls 
sent out by technology columnists. 
Things must be bad. So what can 
we do? Here, for the first time, are 
some real solutions, gleaned from a 
variety of sources—primarily my 
own imagination working feverishly 
against an entirely unreasonable edi- 
torial deadline (I, of course, claim no 
responsibility if during implemen- 
tation they go horribly wrong): 

The Fuzzy-Science Cellular Ban: If you're the boss, and don't 
like people using their cellphones in your realm, post a sign that 
says "Due to sensitive equipment in the office, please turn off all 
cellphones past this point." Of course, this is going to work bet- 
ter in a surgery or nuclear reactor than in a spa, but who knows? 
Some folk may believe it. Alternatively, if you run a restaurant or 
other consumer outlet, ask customers to surrender their cellphones 
at the door, telling them there's a door prize. Of course, there's 
no door prize. But they won't find that out until after their 
meal/movie/concert/facelift. 

Participatory Deterrent: If someone is talking too loudly in 
public, go and stand right in front of them and look as if you're 
listening intently to their conversation. You could occasionally 
offer some input. (Not to be tried if the Noisy User is actually 
bigger than you, or the overheard conversation involves 
money/mafia hit men/sports issues.) If someone starts talk- 
ing in a quiet public place you have several options. In the cin- 
ema, yell out “Can you speak up? The rest of us can’t hear you” >> 
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(It always works better than "shush," which is over- 
used). If you're in a library or museum, move right 
up close and lean in, listening intently. If you're in a 
massage parlour, spa or reflexology clinic, slip the 
clandestine user's masseur a few extra bucks to give 
him a jab in the ribs. 

Eventus Interruptus: If you're dining with 
someone who starts fielding calls in mid-sen- 
tence, immediately leave the table and head to the 
bathroom. Then either call or text them from 
there until they get the hint that by actually sit- 
ting with them, you deserve their attention more 
than someone who isn't. If someone at a cock- 
tail party takes a call while talking to you, either 
walk off or stare at them unblinkingly until they 
get flustered and start saying stupid things into 
the phone. It may not help you very much, but 
you'll get some satisfaction from knowing 
they just messed up a relationship/business 
deal/hostage negotiation. If it's at a dinner party 


DEAR’ JEREMY 


Seeing Double 


or in a large meeting, start talking about the person on the 
phone as if he's not there; chances are he won't be able to 
manage to hold a conversation and overhear what you're saying 
at the same time, so will hang up. 

Distracting the Distracted: Deterring texters works slightly 
differently. Text messages are generally less intrusive, but they 
can still offend. If you find you're being ignored, or getting what 
my friend Richard calls "that distracted look" when someone's 
attention is half on you, half on their SMS message, grab their 
cellphone and say, "Wow! This is a great model! Where did 
you get it? What does it do?" and fiddle with it until you find the 
"off" switch. Then say "Oops! I seem to have turned it off," keep 
holding it in your hand while you go on, “Well, never mind, you 
were saying?" Hopefully your interlocutor will be too embar- 
rassed to take it back and turn it on while the conversation is 
still going on. 

If they do, you have my permission to grab it back, dunk it in 
their drink and curse them in Russian. Sometimes manners carit 
be taught. And it is National Foreign Language Month. = 

More musings at http://loosewireblog.com 


My column on the benefits 
of having two computer 
monitors (Double Vision, 
July 8) struck a chord. 

Scott Brittain of Hous- 
ton, Texas, writes: "| have 
been running dual monitors 
for a couple years now... 
It makes sense when 
you're putting together 
work on one screen while 
the other screen has the 
reference material. Copy 
and paste is really my friend 
with dual monitors." 


monitors on a Mac. | believe 
that while Apple has long 
supported multiple moni- 
tors, that doesn't mean all 
Macs will run them without 
some extra hardware. 
Talking of Macs, reader 
Sandy Williamson of New 
York had this to say: "The 
Macintosh multiple-monitor 
set-up and use is light home use of twin monitors; ^ PCs and laptops idle, you 
years ahead of Windows. in offices they are indeed might want to try connect- 
When I worked at Apple, | commonplace. ing them via a box which 
sometimes used as many Instead of setting up two lets you run them from the 





A WIDER VIEW: With seamless-display monitors 


One or two of you have 
ventured to give it a try. 
Raman Krishnan 
writes from 
Kuala Lumpur: 
“Dual monitors? 
Exactly what | 
need. Actually, | 
need three: Typi- 
cally | work on five 
programs at a time. 
Your article is exactly 
what the doctor 
ordered.” Raman asks for 
guidance on using multiple 





as four.” Fair enough, but 
as | mentioned in the 
column | was referring to 


TWICE AS NICE: 
One screen split 
in two 






monitors, Thomas Snyder of 
California split one large one 
in two: “The wide screen has 
one major advantage over 
the two-screener: for us old 
guys, it saves the neck from 
that screen-to-screen back- 
and-forthing, like watching a 
tennis match—ouch!” 

Blake Allen, from Geor- 
gia, writes of the beauty, not 
just of multiple monitors, 
but of multiple computers. 
This might be a bit much for 
most of you, but his point is 
that rather than leave old 


same keyboard and mouse. 
Benefits? Well, you've got to 
really like computing to do 
this, but you might prefer to 
keep your video and photo 
editing on a separate 
machine, say. Or if you're a 
family sharing limited space, 
you could use the same 
desk but different comput- 
ers. Blake's inspired by the 
MaxiVista software | men- 
tioned in the column to try 
having two computers, each 
hooked to two monitors. 
Now there's enthusiasm. 
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IS YOUR BUSINESS NEW 
AS GLOBAL AS YOU ARE? 


In today's global marketplace, you need news and information from 
everywhere. Only The Wall Street Journal, with the largest, most trusted 
network of business reporters, provides comprehensive global news and 
insight. That's why more business leaders around the world turn to the 
Journal than any other business publication. Join the global business 
community by subscribing to The Asian Wall Street Journal at AWSJ.com.hk. 
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INDIAN BUDGET 


Finding the Balance 


The new Congress-led government affirms its commitment to economic growth by encouraging foreign 
investment and boosting the rural economy, thus widening the constituency for reform 


FEARS THAT INDIA'S new government 
would re-embrace this country's socialist 
past were largely put to rest by a 2004-05 
budget that promotes greater foreign 
investment and pledges to reduce New 
Delhi's fiscal deficit in the coming years. 

Indeed, Finance Minister P. Chi- 
dambaram surprised many in his Con- 
gress Party's left-leaning coalition— 
including communist allies—by raising 
foreign-investment caps in three impor- 
tant business sectors and easing other 
restrictions on foreign funds entering 
India's capital markets. Chidambaram 
also recommitted New Delhi to selling 
off stakes in state-owned companies, 
though at a considerably slower pace 
than the previous government led by the 
Bharatiya Janata Party. 

"Foreign direct investment has the 
potential to add a competitive edge, 
especially in the industrial sector," 
Chidambaram told Indian lawmakers on 
July 8. “FDI will continue to be encour- 
aged and actively sought, particularly in 
areas of infrastructure, high technology 
and exports." 

Still, Chidambaram and Prime Min- 
ister Manmohan Singh face hurdles in 
implementing the principal focus of their 
budget: significantly aiding the rural and 
lower-income communities that swept 
Congress to power in May. Chidambaram 
announced a slew of social programmes 
in his parliamentary speech that will focus 
on everything from developing irrigation 
to supporting food-for-work programmes. 
And he committed New Delhi to spend- 
ing an additional roo billion rupees ($2.2 
billion) on these projects during the fiscal 
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year ending on March 31, 2005. Chi- 
dambaram also said his government 
would seek to double credit to the farming 
sector over the next three years and would 
establish an 80 billion rupee fund to 
develop rural infrastructure. 

Many analysts, while acknowledging 
India’s need to strengthen the rural sector, 
are questioning New Delhi's ability to fund 





these projects while still honouring Chi- 
dambaram’s pledge to reduce India’s fis- 
cal deficit to 4.4% of India’s total economic 
output during the current fiscal year from 
4.6% last year. They similarly question the 
new government's ability to wipe out its 
revenue deficit—the gap between taxes 
raised and spending— by fiscal year 2009 
as required by an act of parliament. 
Equally important, many analysts say, 
is whether Chidambaram can deliver 


By Jay Solomon/New DELHI 


these funds to the nation's underclass 
through a distribution system that's 
known to be crippled by corruption and 
poor governance. Some fear that India's 
deficits could actually widen if these pro- 
grammes aren't effectively administered 
and if India's economy doesn't maintain 
the 796-896 economic growth rate the 
government projected in its budget. 

"Committing money [to the rural sec- 
tor] is one thing. Delivering value is 
another," says Subir Gokarn, chief econ- 
omist at Crisil, a credit-ratings agency. 
"There are still problems in the system." 
India is currently running a fiscal deficit 
of 1096 of GDP when the budget shortfalls 
of its state governments are consolidated 
with that of the federal government. 

The Congress Party and its allies came 
to power in May in large part due to the 
discontent brewing in rural India towards 
the BJP-led government. The outgoing 
government's policies were seen as 
fuelling a boom in the country's software- 
and-services sectors in states like Andhra 
Pradesh and Karnataka. But the govern- 
ment was also accused of doing little for 
farmers, who are stagnating after years of 
drought, poor infrastructure and shoddy 
irrigation systems. 

The Congress government's efforts to 
fund a revival of the rural sector will 
largely rest on Chidambaram’s attempts 
to significantly widen the nation’s tax base. 
The finance minister announced that a 
2% surcharge will be levied on all taxes to 
raise 40 billion-50 billion rupees for edu- 
cation spending. He also proposed to 
increase the tax rate on India’s booming 
services sector—which accounts for half 
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of India's GDP—to 1096 from 896. The 
new government is also in the process 
of instituting a value-added-tax system 
across the country by next April. 

Currently, only 3o million of India's 
400 million workers pay income tax. And 
India’s ratio of annual tax revenue to GDP 
is just 9.696—among the lowest rates in 
the world. Few in Indian industry believe 
these new taxes will dampen business sen- 
timent in a country where companies have 
been averaging 2096 earnings growth in 
recent years. Most are confident that the 
Indian economy will again generate 
growth of at least 796 this year. 

"This is a watershed budget as far as 
reorienting growth [goes]," said Dhruv M. 
Sawhney, chairman of Triveni Engineer- 
ing and Industries, a leading producer 
of sugar and farming equipment. "India 
needs agricultural and rural growth." 
Many businessmen like Sawhney say that 
they think an invigorated rural sector will 
only strengthen their companies' bot- 
tom lines in the longer term. 

India’s investment community has 
been riled, though, by Chidambaram's 
announcement that his government 
would assess a 0.1596 tax on all securi- 
ties transactions in India. The levy is to 
take the place of a capital-gains tax that 


July 77 FNNA 


REAP WHAT YOU SOW: The BJP-led government was perceived as indifferent to the needs of the rural poor 


was abolished in the current budget. But 
the news caused the Bombay Stock 
Exchange's benchmark 30-company Sen- 
sitive Index to fall 2.396 last Thursday and 
market participants say the tax could 
cause trading volumes to dry up on India's 
bourses. Some investment groups said 
they would boycott India's financial mar- 
kets this week to protest against the tax. 


WILL TO REFORM 

This uproar has caused Chidambaram to 
say he would reassess the level of the tax, 
though he said it was still needed to fight 


against tax evasion. Addressing a forum of 


industrialists this week, Chidambaram 
said: “If you have a better set of numbers, 
[ am willing to look at them." 

Still, many analysts give Chi- 
dambaram credit for putting forth a 
budget that seeks both to woo Congress's 
left-wing political partners and the global 
business community. His willingness to 
raise the cap on foreign equity in three key 
sectors—telecommunications, insurance 
and civil aviation—is seen as particularly 
bold given the communist parties' threats 
to block the move in parliament. Under 
the new scheme, New Delhi said it would 
raise the cap on foreign equity in Indian 
telecommunications companies to 7476 
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Marxists along,” says Dominique Dw 
Frecaut, chief regional ec 
clays Capital. “Congress was elected 
constituency dependent on publi 
tutions. And this government is moving 
to reform them.” & 
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SHRIMP EXPORTS 


Dead in 
The Water? 


The United States' decision to impose 
anti-dumping duties on shrimp imports from 
Vietnam and China will hurt millions of farmers 








By Margot Cohen/HAno! 
and David Murphy/BzrijiNc 


VIETNAM AND CHINA once considered each other fierce com- 
petitors in the global shrimp trade as they jostled to undercut 
Thailand's giant share ofthe American consumer market. But 
now these rivals find themselves in the same boat, as they 
react bitterly to a move by the United States to impose puni- 
tive duties on their shrimp exports—calling this the latest evi- 
dence of irrational U.S. protectionism. 

On July 6, the U.S. Commerce Department slapped duties 
of 1226-9396 on Vietnam's frozen and canned shrimp. Simi- 
lar products from China are subject to duties of 896-11296. This 
preliminary decision was triggered by a petition filed last 
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December by a group of U.S. shrimp-trawler operators, who 
claim that the crustaceans were being dumped at unfairly low 
prices. While six countries were targeted—including India, 
Thailand, Brazil and Ecuador—China and Vietnam came 
up first because U.S. trade officials classify them as “non- 
market economies.” 

A ruling on the remaining countries is expected on July 
28. If Thailand’s exporters emerge relatively unscathed, this 
could be an opportunity for them to reclaim some of the mar- 
ket share gobbled up by Vietnam and China, analysts say. But 
some U.S. importers are also betting that India could prove 
a more tempting source. 

Predictably, both Hanoi and Beijing vowed to fight the U.S. 
decision, which won't be finalized until January 2005. Their 
allies include the American Chamber of Commerce in Hanoi, 
which deplored the ruling as “very troubling” and “a needless 
tax on American consumers.” 

Chong Quan, a spokesman for China's Ministry of Com- 
merce, reminded reporters that the American shrimp indus- 
try could not begin to meet the enormous domestic demand, 
declaring "that is a fact that the U.S. should face up to." 

But it is Vietnam, more than China, which must con- 
front the considerable damage that's likely to be inflicted. 
While China dispatches only 1096 of its shrimp to the U.S., 
Vietnam's shrimp exports to the U.S. represent a vital source 
of foreign exchange. 

Last year, the U.S. imported $588 million in Vietnam 
shrimp products, nearly half of the country's total shrimp 
exports. According to the Vietnam Fisheries Association, 
roughly 3.6 million Vietnamese farmers have jumped into 
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LAST YEAR, THE U.S. IMPORTED 
$588 MILLION IN VIETNAMESE SHRIMP 
PRODUCTS, NEARLY HALF OF THE 
COUNTRY'S TOTAL SHRIMP EXPORTS 


shrimp farming, with an additional 400,000 workers 
employed at processing plants and related businesses. 

The anti-dumping petition has already left a trail of woe. 
In Vietnam's central Phu Yen province, some shrimp-pack- 
ing plants have fired a third of their workers over the past two 
months as orders dropped pending the ruling. And in south- 
ern Soc Trang province, farm-gate prices for shrimp have 
already plunged between 20% and 30%, because middlemen 
anticipate less overseas demand. 

“Farmers earn about 15%-20% profit on shrimp. If the 
U.S. imposes tariffs of 1296-9396, the business is not eco- 
nomically viable. How can the farmers survive?” says Pham 
Minh Tien, director of Soc Trang’s fisheries department. Oth- 
ers fear that a possible rash of loan defaults could cause prob- 
lems at state-run Vietnam Bank for Agriculture and Rural 
Development, where outstanding loans to shrimp farmers 
amount to 7.4 trillion dong ($477 million). 


A joint programme developed through 
the partnership of CEIBS and IESE Business School. 


4\CEIBS 


CHINA EUROPE INTERNATIONAL BUSINESS SCHOOL 


Financial Times Survey, 2003 


#1 in Europe for Executive Education 


WIESE 


Univerity of Navarra 


Financial Times Survey, 2003 


41 in Asia for Executive Education 


Meanwhile, the shrimp row has fuelled China's desire 
to escape the label of *nonmarket economy" which renders it 
particularly vulnerable to accusations of dumping, it believes. 
The term is used chiefly in anti-dumping cases and allows 
complaining countries to assess real costs of production in 
opaque or transitional economies like China or Vietnam by 
comparing them with production costs of a similar product 
in market economies. If the comparison yields widely dif- 
fering results, the complaining country may infer that goods 
are being shipped at below cost price, i.e. dumped. Some 
recent lobbying against the tag has paid off, with countries 
such as New Zealand and Thailand deciding to confer *mar- 
ket economy" status on China. But the European Union prob- 
ably won't follow suit. "The EU doesn't grade other coun- 
tries economies, [so] why should we grade China's?" asks a 
European trade attaché in Beijing. 

Besides, many nations continue to accuse China of fail- 
ing to live up to commitments made upon accession to the 
World Trade Organization. Some analysts see a broader mes- 
sage embedded in the latest shrimp ruling. *The White 
House is going to use [these cases] to send signals: first to 
U.S. industry, that Bush will stand up for them, and sec- 
ond to Beijing, that it needs to play by the WTO rules,” 
says Andy Rothman, a Shanghai-based China analyst at CLSA 
Asia-Pacific Markets. & 





China International 
Executive Programme 


This joint global management programme, with China focus 
results from an exceptional partnership that combines the 
world-class faculty of CEIBS and IESE Business School 


Participants are senior Asian and international executives 
responsible for strategic business decisions regarding China 
They either work in China or from head offices around the 
world. 


Participants critically examine establisned conceptuol 
frameworks from a global and China perspective They 
develop new approaches to leadership, strategy 
and finance, marketing, systems planning and supply chain 
monagement 
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The programme prepares senior executives to be outstanding 
leaders both internationally and in China. It consists of two 
2-week modules held in the dynamic cities of Barcelona and 
Shanghai. 


Module 1: Reassessing Management for the Global Economy 
Venue: IESE Business School, Barcelona 
Dates: September 27 - October 8. 2004 


Module 2: Leading Business Internationally and in China 
Venue: CEIBS, Shanghai 
Dates: November 15 - 26, 2004 


For more information on the China international Executive Programme, please visit www.ceibs.edu 
or contact Liz Kenyon on (T) + 86 21 2890 5202, (M) + 86 1360164 3789. or e-mail at kliz@ceibs.edu 
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A Complete Lack of Trust 


In their search for decent returns, Chinese investors have taken some big 
rishs, but few could have expected the trust industry to default on redemptions 


EVEN AS CHINA'S interest rates have remained low for a 
decade and stocks have continued to disappoint, the country's 
fledgling trust industry has fed investors' hunger for yield. 
Now, some have been left with a bitter aftertaste. 

Buyers of a $10.4 million trust in Shanghai last year 
say they thought they were being conservative by investing 
in the instrument offered through China's fifth-biggest bank, 
Bank of Communications. One sales pitch issued to the 
bank's high-net-worth clients and seen by the REVIEW 
describes the trust as a “low-risk, high-return popular finan- 
cial product." While the promised 5.2% payout was 2.5 times 
the savings-deposit rate, it was a fraction of the returns 
then being enjoyed by real-estate investors. 

“I thought it was like a T-bond,” says a buyer who invested 
$120,000. Trouble is probably closer to the mark. The actual 
issuer, Jinsin Trust based in the northwestern region of Xin- 
jiang, defaulted earlier this month. Its officers have been 
unreachable and protesting investors now concede that they 
have little hope of recovering their principal, much less the 
interest. The bank, which said in the document it “cooperated 
with Jinsin" and “customized” the product for its clients, 
responded to a sit-in by investors earlier this month by saying 
investors should have been more careful. Bank officials 
declined to comment further on the case. 

Official numbers show 50 companies offered 250 trust 
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By James T. Areddy/SHANGHAI 


products last year in China, raising $2.7 billion. But since 
trusts aren't registered, no one really knows how big the indus- 
try is. Nor do many rules exist that address the establishment, 
management or winding-up of trusts. And without a strong 
court system to ensure that contractual obligations are hon- 
oured, the Jinsin case has left frustrated investors with few 
alternatives but public protest. 

Individual Chinese increasingly enjoy more choice to 
invest their money in instruments like mutual funds, trusts 
and other products that offer higher returns—and risks—than 
staid savings accounts. The government has encouraged 
this diversification of the financial system away from China's 
massive banks. But they have remained central to the process, 
peddling many of the investment alternatives on behalf of 
lesser-known financial institutions. Yet, even amid a push 
by Beijing to reform its banks and list them on the stock- 
market, neither regulators nor banks have indicated what 
potential liability banks face when channelling poorly regu- 
lated products into the market place. 

Structured as the name implies, trusts involve contract- 
ing a money manager to make investments according to spec- 
ified terms. United States presidents typically put their assets 
into a trust while in office to avoid any conflicts of interest, 


and inheritances are often managed in trust. Trusts have a ^ 


reputation as a conservative way to protect fortunes, but in 
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practice, a trust can hold anything investors are willing to 
let the trust’s managers buy. 

Even as they sucked in deposits, banks have remained reluc- 
tant to lend money to private corporate borrowers. That opened 
the door for structured deals based on pooled funds. The sec- 
tor grew so hot over the last two years that even big compa- 
nies found trusts a viable alternative to borrowing from banks 
or selling stock. Buyers figured they could eke out a slightly 
higher yield by pooling money to invest in everything from prop- 
erty and power projects to domestic treasury bonds—even in 
a take on the ticket sales for Shanghars Maglev train. 

Jinsin offered a bet on milk. Bank of Communications put 
forward names of some of its richest depositors and Jinsin took 
in an average of $54,400 each from 191 of them. Jinsin said in 
its offer documents that it would channel the money into dairy- 
related investments and sell them at a 6.5% profit to D’Long 
International Strategic Investment. D’Long made investments 
in more than 100 companies from tomato paste to finance 
to tourism, including a dozen listed companies. 

An executive at the Beijing headquarters of Bank of China, 
one of China's four major state-owned commercial banks, says 
the bank passed up a chance to distribute the Jinsin product 
when it saw the name D'Long. The private company has long 
been synonymous with mysterious big money in China's stock- 
markets and this year has faced a flurry of lawsuits that has 
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plunged it into a serious financial crisis. Jinsir's notices to 
investors say it purchased 1596 of a ranch that owns nearly one- 
quarter of the cows in the Beijing area. But a month before the 
July 2 maturity of the trust, Jinsin warned investors that D'Long 
was having financial problems and suggested it might not 
get paid as promised. 

Unanswered so far is what responsibility banks assume for 
hawking an unrelated firmis product for commission. All man- 
ner of investments get sold through the national branch net- 
works of Chinese banks, including mutual funds that each 
month this year have raised billions of dollars to put into China's 
risky stockmarket. Foreign investors in Chinese banks could 
also have potential liability if such investments sour. 


DIRE PREDICTIONS 

An internal government report circulating among investors 
and seen by the Review even predicts a “run” on trusts after the 
Jinsin affair. Regulators have been busy emphasizing that trust 
rules dating to 2001 were designed to protect banks—sug- 
gesting that banks should have followed their recommenda- 
tions—while doing little to address the problem at hand. 
The internal government report drawn up in July specifically 
raises concerns about Bank of Communications and its expo- 
sure to Jinsin. The industry now has a credibility problem, says 
a local securities lawyer. “People don't trust it.” = 
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DIPLOMACY 


A New Realism 


Malaysia reverses its decades-long policy of 
shunning ties with Australia and New Zealand 


By S. Jayasankaran/KUALA LUMPUR 
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MAKING UP: Foreign ministers Syed Hamid Albar (/eft) and Downer 





A MALAYSIAN TRADE-and-investment mission to Australia 
on July 20 hopes to cash in on Prime Minister Abdullah 
Ahmad Badawi's fresh store of goodwill and erase years of 
prickly relations between Canberra and Kuala Lumpur. 

The chill is traceable to former Malaysian Premier Mahathir 
Mohamad's frequent, often bitter, jousts with his Australian 
counterparts during his 22 years in power. Mahathir's persist- 
ently hostile stance is seen by some analysts as adversely affect- 
ing Australian investment sentiment toward Malaysia. Thus, 
though Australia's economy is five times the size of Malaysia's, 
Australian investment in Malaysia has steadily diminished, 
dropping to A$410 million ($293 million) last year, down 6996 
from its peak in 1996—while Malaysian investors poured A$5.4 
billion into Australia last year, up 34296 from 1996. 

"Something is amiss here," says James Wise, Australia's 
high commissioner to Malaysia. “We'd expect Australian 
investment to be bigger . . . and certainly not 10 times smaller 
than Malaysian investment in Australia." 

Wise doesn't say that this has anything to do with Mahathir, 
but he concedes that bilateral relations under Abdullah are 
downright friendly. A June visit by Australian Foreign Min- 
ister Alexander Downer to Kuala Lumpur ended with Abdul- 
lah accepting an invitation to make an official visit to Australia 
later this year. During his more than two decades in power, 
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by contrast, Mahathir never made a formal bilateral visit to 
Australia, a surprising fact for one of the Asia-Pacific region's 
most-travelled leaders. 

The thaw could also permit Australia to forge stronger 
institutional links to the 1o-member Association of Southeast 
Nations; previous efforts to do so had been thwarted by 
Mahathir. The former Malaysian premier had, for example, 
vetoed Australia's participation in the Asean-Europe annual 
consultative meeting, or ASEM, which groups the Euro- 
pean Union, South Korea, Japan and China with seven mem- 
bers of Asean. Mahathir's objection underscored one of his 
recurring themes regarding Canberra—that Australia was a 
Western transplant in the region and not really a part of Asia. 
Similarly, Australia, despite being a dialogue partner of Asean 
for 30 years, had never been invited to have summit meetings 
with Asean—a privilege accorded to China, South Korea, 
Japan and, recently, India. 

All that is set to change. This year, both Australia and 
New Zealand will have their first summit with Asean in 
Vientiane, Laos, in late November and it appears such meet- 
ings will become routine in the future. Moreover, in April, 
Asean invited both Australia and New Zealand to begin talks 
towards the creation of a free-trade area encompassing the 
three economies. 

Like all Malaysian premiers before him, Mahathir dictated 
Kuala Lumpur's foreign policy, which, under him, was gen- 
erally pragmatic, mostly non-aligned and overtly sympathetic 
to Third World causes. Still, the famously combative leader 
also relished locking horns with countries such as Britain, the 
United States, Australia and Singapore over various issues— 
despite the importance of those countries as major trading 
and investment partners of Malaysia. 

Since taking over in November last year, Abdullah has 
improved relations with Singapore, the U.S and Australia 
by simply toning down the antagonistic rhetoric. *Malaysia's 
foreign policy now really reflects our national interest and it’s 
about time,” says Razak Baginda, the head of the Malaysian 
Strategic Research Centre, a think-tank in Kuala Lumpur. “Pre- 
viously it was more idiosyncratic, more geared towards devel- 
oping-country causes. Now it seems more nuts and bolts, 
trade, investment, things that can benefit us.” 


SURPRISING REACTION 

It isn't clear why Mahathir harboured such animosity towards 
Canberra, but it appears to go back a long way. In 1982, one 
year after taking power, he delivered a caustic speech on Aus- 
tralian foreign policy in Asia during a state banquet in Kuala 
Lumpur honouring Australian Premier Malcolm Fraser's 
maiden official visit to Malaysia. 

If such remarks were ignored then, they are taken seri- 
ously now. After Mahathir criticized Australia in October last 
year for, among other things, trying to be America’s deputy 
sheriff in Asia, the Australian high commission in Kuala 
Lumpur was besieged by calls from Australians planning a 
holiday in Malaysia. “They wanted to know if they would 
be made welcome here,” recalls Wise. “It was surprising, 
to say the least.” = 
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CHINA 


A Fearsome Thirst 


China could solve its acute water shortage by importing 
more food grains—but that could leave it vulnerable 


By David Murphy 

The hot topic in China this summer is, well, heat. 
The economy is too hot. Power stations are over- 
heating trying to keep up with demand. And there's 
a baking drought in some parts of the country. The 
latter draws attention to the perennial issue of 
the country's chronic water shortage. 

For China's farmers and planners it's a head- 
ache, but for the worlds' grain traders, dwindling 
water resources are a reason to hope that China's 
grain imports will continue to grow. 

This year, China imported $586 million worth 
of grain in the first five months compared to a total 
of $444 million for all of last year. But strategic 


A TALE OF TWO CROPS 

China's grain imports have stagnated while soya bean 
imports have soared 
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imperatives set limits to the size of imports. Break- 
ing the problem down gives some insight into 
the pressures on China's government as it tries 
to order its economic and strategic priorities. 

Authorities are scrambling to resolve the water 
shortage through administrative measures like 
raising the cost of water and spinning off water 
supply to more efficient private operators. Infra- 
structure projects like new water-treatment plants 
and the giant south-north water-transfer scheme 
are also intended to help. 

At the same time the government has, in recent 
years, allowed farmers to move away from grain 
production towards higher-value crops like fruits 
and vegetables. The aim is to boost farmers’ 
incomes so that rural consumption can become an 
engine of domestic growth. It also serves the gov- 
ernment agenda of trying to slow the country's 
widening wealth gap. 

Although fruits and vegetables use more water 
than grain, they require less land area, so there is 
room for water saving, say agronomists. A further 
shift away from grain would increase farmers’ 
incomes and maintain, or even reduce, water con- 
sumption in rural areas. “If China imports to mil- 
lion tonnes of grain, that would [solve] about half 
of the north China water shortage," says Juergen 
Voegele, an agricultural specialist at the World 
Bank in Beijing. 

The solution is obvious, then: Import more 
grain and grow less at home. That way, farmers 
incomes would rise and the country's water cri- 
sis could be eased. But it's not that simple. For 
strategic reasons the government is keen that 
China maintain food security so that the country 
is not dependent on foreign sources for staple 
foods. The Communist Party does not want to be 
in a position whereby the United States, for exam- 
ple, could interrupt food supply by blockading Chi- 
nese ports in the event of a war with Taiwan. 

But that still provides limited room for grain pro- 
ducers and traders. Voegele says that China should 
aim for 90% self-sufficiency in staple crops. That 
would allow for imports of 30 million-40 million 
tonnes annually and help ease the water crisis. 

And there are some crops, like soya beans, 
that are considered less sensitive by Beijing. As 
China urbanizes and its population eats more 
meat than before, soya bean producers—whether 
from the U.S., Brazil or elsewhere—are expected 
to do well. According to Philip Laney, director 
of the American Soybean Association in Beijing, 
China's soya bean imports are expected to grow 
to around 30 million tonnes annually by 2010, 
mainly for use as animal feed. Or for cooking oil, 
which in the preparation of Chinese food is 
always first brought to a high heat. & 
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Prices & Trends 


Dow Jones Global Indexes Local Indexes 


Close 

Index (July 12) X chg YTD (July 12) Mkt Unit latest % chg YTD 
| (July 12) 3 chg YTD Australia 3,554.00 *7.50 Aluminium Lan $/tn 175700  *9.54 
Australia 228.23 +4.65 Bangkok 661.49 -14.33 Cocoa NY $/tn 1444.00 — -4.69 
China 88 118.41 ^  -12.76 Bombay 4944.54 — -15.32 Coffee NY c/Ib 70.65 +8.78 
Hong Kong 213.89 -1.34 Colombo 1379.29  +29.86 Copper NY c/Ib 127.75 — «422.19 
Indonesia 59.38 +7.96 Hong Kong 12,191.01 -3.06 Cotton NY c/Ib 47.33 -36.95 
Japan 86.52 +11.37 Jakarta 757.58 +9.49 Gold Ldn $/oz 406.35 -2.61 
Malaysia 113.65 *4.63 Karachi 5,485.74 +22.68 Oil: Brent Ldn $/barrel 36.32 +20.38 
New Zealand 195.85 *8.33 Kuala Lumpur 851.13 *7.20 Palm Oil KL Ringgit/tn — 1,401.00 -21.03 
Philippines 73.22 — «13.26 Manila 1,586.25 +9.98 Pulp FOEX  $/tn 660.15 +18.00 
Singapore 139.96 +5.08 Seoul 746.27 -7.95 Rice Bnk $/tn 225.00 +11.39 
South Korea 100.96 -5.15 Singapore 1,870.89 *6.03 Rubber KL Mc/kg 459.50 -2.75 
Taiwan 110.21 -2.74 Taipei 5,758.74 -2,24 Soyabeans Chg c/ bushel 641.00 -19.27 
Thailand 67.89 -15.11 Tokyo 11,582.28 +8.48 Sugar NY c/lb 8.33 +46.91 
U.S. Total Market — 262.06 -0.24 Wellington 2,321.63 *1.90 Tin KL $/tn 9,100.00 — 437.67 
Euro Stoxx 50* — 2,760.12 -0.02 DJIA 10,238.22 -2.06 Wheat Chg c/bushel 345.50 -8.36 
FTSE 4,360.00 -2.61 AIG - Dow Jones Commodity Index 145.92 *7.87 


Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. 


ECONOMIC DATA IN THE SPOTLIGHT 


*Dow Jones Stoxx ™ Sources: Dow Jones; MoneyLine Telerate Sources; MoneyLine Telerate; Reuters; Dow Jones 





96 chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Singapore (0.42% on week) 
(July 12) GDP | CPI Current acct | Trade balance 1-mth interbank | Prime rate S$/$ 
Australia — 37(MarOtr *2.0(MarQtr) -33.04 (Mar) -16.80 (May) 5.35 9.50 1.6950 
China 9.8 (Q1 '04) +4.4 (May)  *45.88(2003) 14.32 (Jun) 3.70 n.a. 
RES So 1.5 (Q1'04)  +2.3 (May) *4738(04'03) -6.30 (Apr) 2.10 n.a. 1.6975 
Hong Kong 6.8 (Q1 '04) -0.9 (May) *15.27 (Mar) -12.29 (May) 0.12 5.00 
India ^ 82(04'03/'04) *2.8 (May) +4.56 (Mar) -16.12 (May) 6.00 11.13 
Indonesia 4.46 (Q1 '04) *6.8 (Jun) *4.70(2003) — «27.21 (May) 7.40 7.33 1.7000 
Japan — 63(01'04 -0.3 (May)  *16143(May) *112.20 (May) 0.06 1.38 
Malaysia — — 7.6(01'04) *1.2 (May) +13.41 (Mar) — *1774 (May) 2.85 6.00 17025 
“New Zealand  3.6(Q1'04) «1.5 (Mar Qtr) -4.20 (Mar)  -2.12 (May) 6.06 6.21 
Philippines 6.4 (Q1 04) *5.1 (Jun) *3.94 (Mar) -1.73 (Apr) 771 10.71 
Singapore —— 9.1(02'04) *2.0(May) *2715 (Mar)  *28.38 (May) 0.88 5.50 1.7050 
South Korea — 5.3 (01 '04) +3.3 (May) +24.43 (May)  +28.64 (Jun) 3.76 3.91 
Taiwan X 63(01'04 #1.8 (Jun) +27.30 (Mar)  *15.18 (May) 0.97 0.75 (OQ 
Thailand 6.5 (01 '04) *2.4 (May) +7.35 (May) +2.25 (May) 1.26 5.75 
US. 4.4(Q1'04)  +3.1 (May) -402.14 (Mar) -513.87 (Apr) 1.38 4.25 July 


Source: Government Statistics 


Source: MoneyLine Telerate 


FOREIGN EXCHANGE š 


Key Currencies 

(July 12) $1 worth Spot rate % chg YTD (July 12) $1 worth Spot rate % chg YTD 
Australia dollar 1.3744 -3.42 Mongolia* tugrik 1,180.00 -4.58 
Bangladesh taka 59.15 -1.10 Nepal rupee 72.00 +1.39 
Brunei dollar 1.704 +0.08 New Zealand dollar 1.5127 +0.92 
Burma** kyat 915.00 -2.73 Pakistan rupee 58.25 -1.87 
Cambodia** riel 4,128.00 -6.66 Papua New G. kina 3.1109 +6.12 
China renminbi 8.2768 0.00 Philippines peso 55.80 -0.51 
European Union euro 0.8057 -1.50 Russia** rouble 29.125 +0.39 
Hong Kong dollar 7.8005 -0.48 Singapore dollar 1.6952 +0.14 
India rupee 45.6875 -0.20 South Korea won 1,147.00 +3.92 
Indonesia rupiah 8,868.00 -5.21 Sri Lanka rupee 102.90 -5.83 
Japan yen 108.25 -0.96 Taiwan NT dollar 33.694 +0.82 
Laos** kip 10,695.00 -2.43 Thailand baht 40.645 -2.64 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,721.00 -0.40 
Malaysia ringgit 3.80 0.00 

Other rates: HK$ = renminbi 1.0608 SS = ringgit 2.2405 SOR = $ 1.4837 "Official rate — **Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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MEDICINI 


Line of Vision 


Eye surgery on a train? Cataracts deprive millions in China of their sight. Lifeline Express, 
a Hong Kong organization, runs three medical trains to give it bach 


By Ben Dolven/CHONGZUO, GUANGXI PROVINCE 


ROAD TO 
RECOVERY: Patients 
recuperate after 
their operations; 
like many other 
child sufferers, 

Wei Yuye (right), 
lost several years 
of schooling due 

to cataracts 





"YOU'RE WEARING a blue shirt!” shouts Huang 
Da, a 68-year-old farmer, thrusting his finger at a 
guest in his small hospital ward. He moves his 
gaze, his smile wide, and points proudly around 
the room: *He's wearing a white shirt! He's wear- 
ing a striped shirt!" 

Two days ago, Huang could hardly see. He suf- 
fered from cataracts that had blocked nearly all his 
sight. He couldn't work in his family's fields, and 
there was no way to get treatment. Cataract surgery 
is not difficult, but in rural China it's rarely done, 
and when it is it's expensive. 

Huang's good fortune arrived in 
the form of a train. A Hong Kong- 
based charity called Lifeline Express 
operates three hospital trains in 
China that travel to rural parts of 
the country. Each year, they park for 
a month or two at a time in various 
parts of the countryside. While there, 
doctors from Beijing perform up to 
50 free cataract operations a day. Ear- 
lier this year, one of the trains 
stopped in Chongzuo, a small city in 
China's far south surrounded by 
sugar-cane fields, about four hours 
from Huang's home. Health workers 
who'd visited his village picked him 
for one of the operations. 

Cataracts generally affect older 
people, and are a gradual and permanent dark- 
ening of the eye's lens caused by a build-up of pro- 
teins. The condition is prevalent in China, where 
it affects an estimated 4 million sufferers, includ- 
ing many children. 

The operation to fix a cataract is fairly simple 
and has a high success rate: It involves cutting into 
the eye's cornea, removing the clouded lens, and 
replacing it with an artificial one. But hospitals in 
rural Guangxi province don't have the equipment 
to do the procedures. So the train represents a rev- 
olutionary chance: Aboard, a dozen people wait 
quietly, each with a white patch covering one 
eye, for operations that might restore their sight. 
They're mostly farmers, and they've travelled up 
to five hours to be here. The car is crowded, with 
two operating tables separated by a small area 
where supplies are kept. 

Wei Yuye, a 14-year-old, sits quietly, waiting anx- 
iously for her operation. She lost sight in one eye 
three years ago, and she couldn't go to school after 
that. Staffers say she's been bubbly in the days lead- 
ing to her operation, but today she's nervous and 
quiet. She's eager to get back to school, she says 
shyly, adding that after her operation “I really hope 
$ to see everything.” 

' Marcia Aw, Lifeline Express's Hong Kong-based 
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general manager, says children are a priority—they account 
for around 20% of the operations. “It can change their lives,” 
she says. “We really try to get them when they still have a chance 
to go back to school. Sometimes, they have been out of school 
for too long to go back.” 

When the time comes, Wei steps into one of the operating areas 
and lies down, where she's anaesthetized (children get a full anaes- 
thetic, adults only a local), and then swathed in blue robes that 
cover all but her feet and one eye. The operation takes about 30 
minutes, performed by a surgeon from the People's Hospital of 
Beijing University, and observed by a local doctor. There's another 
operation under way at the other table. The 
operating car, though crowded, is air-con- 
ditioned, and easy-listening pop music 
wafts from a CD player. 

This year, the organization hopes to 
perform 9,000 operations, with each train 
stopping in three areas. For that, it will 
spend HK$24 million ($3.1 million), raised 
through donations. Besides the operations, 
one of Lifeline's goals is to educate local 
doctors. Aw says the group is trying to raise 
money to build and equip eye clinics that 
would remain once the trains have left. 
Each clinic, she says, would cost about 
$320,000 to set up. 

Life aboard the train is spartan. It has 
four cars, which house a kitchen and din- 
ing hall, staff quarters, a dressing room and 
the operating theatre, and a 70-bed recov- 
ery ward. The seven Beijing staffers who live aboard the train play 
cards and watch DVDs—this year, they got Internet connections 
for the first time, says Shi Xuan, a surgeon who's spent several 
months on this train. In each town, they set up a portable back-up 
generator, an important safety measure—in Chongzuo, someone 
had cut electrical cables two days earlier. 

Immediately after surgery, patients go to the train's recovery 
ward. An hour after her operation, Wei sleeps quietly, a patch 
covering her eye. She wor't see the results for another day or two, 
back in Chongzuo's modest hospital, when the patch is removed. 
Shi, who performed Wei's surgery, says cataract patients will almost 
always suffer near-sightedness even after they recover. 

But they can see. Back in the hospital, Liang Yuzhen, 66, sits 
quietly on a bunk, listening as Huang the farmer calls out the 
colours of the shirts he can now see. Another ward-mate, 70-year- 
old Liu Xufang, is all smiles as he relates his pleasure in reading 
a newspaper and writing calligraphy. Then Liang starts to talk. He 
becomes more and more animated when he tells of his frustration 
as he began losing his sight, which more or less vanished nine 
years ago. Then his first granddaughter was born, and he tells of 
trying to feed her, and finding he couldrit, because he couldn't find 
her mouth. “We were both crying,” he says. 

Liang had long enjoyed going out drinking with his brother, 
but had gradually given that up. He'd felt depressed, unhappy 
to see anyone. Now? He's going home in a couple days. He wants 
to celebrate with his old drinking mates. "If I had money," he says 
happily, "I'd buy my brother a drink." = 
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LIFE'S A BEACH: Bay of 
Fires Lodge is part of a 
growing trend towards 
high-end eco-tourism 
in Australia 


AUSTRALIA 


Feet On Fire 


Perched on Tasmania’s coast, the Bay of Fires Ledge 
has been winning environmental and design plaudits 


By Susan Gough Henly/Bay or Fires, TASMANIA 


To GET TO the Bay of Fires Lodge from the nearest air- 
port takes two hours by car down country roads. But if you 
want to spend the night there, your journey will take a little 
longer: two days on foot. 

Set on a hilltop on the northeast coast of Tasmania, the 
lodge is surrounded by 14,000 hectares of national park dot- 
ted with orange lichen-covered boulders and looks out 
over miles of white-sand beaches and the clear blue Tasman 
Sea. For Ken Latona, architect and owner of the Bay of Fires 
Lodge, the hotel is all about one thing—location: "It's the 
place that's amazing . . . I have just built a couple of sheds 
in a fantastic location. They encourage people to look out- 
ward, not inward." 
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"Sheds" is not the word most people would use to 
describe the lodge: Latona has managed to create something 
breathtaking with little more than wood and glass. Just as 
impressive, he makes visitors walk to get there. 

Like most guests, we began our journey about 25 kilo- 
metres north at Stumpy's Bay, which looks out to the Bass 
Strait islands—all that's left of the land bridge that once 
linked Tasmania to the Australian mainland. Led by two 
young guides, we spent the next two days crossing fine 
white-sand beaches, wading through crystal-clear creeks, 
and scrambling over mountains of shells or middens— 
the only remains of the Aboriginal presence in the area. The ` 
native people also inspired the name “Bay of Fires," appar- 
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LOCATION, LOCATION, LOCATION: “I have just built a couple of sheds in a fantastic location," says architect Ken Latona 


ently. Unable to start a fire from scratch, they always kept 
fires burning up and down the coastline. 

The first day's walk ended at a simple standing camp, 
with wooden floors and canvas roof, where our guides pre- 
pared a fine meal of local cheeses, barbecued steak, salads 
and couscous, and Tasmanian wines. Indeed, the enthusi- 
astic guides are an important part of the mix, says Latona: 
"They are like the kids people wished they had." 

On our second day, we walked another 14 kilometres 
before reaching the lodge, which proved the subtlety of its 


“I felt I had a very high responsibility 
when putting a building in that 


99 
landscape KEN LATONA 


design before we even arrived: It wasn't until we were within 
about 30 metres of it, and heard the clapping and cheer- 
ing of walkers who had arrived the day before, that we 
even knew we'd reached our destination. 

Latona eschews the much-abused term “eco-resort,” and 
prefers to think of the lodge as being environmentally 
responsible and sustainable. The hotel has all the elements 
typically found at such places—roof-water collection, treat- 
ment systems for water from sinks and washbasins, com- 
posting toilets, solar power and so on. What makes it dis- 
tinctive are its subtle design elements. 

The architect spent months studying the local vegetation 
and drainage patterns and how the sun and the wind crossed 
the site. But he admits the hardest part of the process was decid- 
ing where exactly to build: “I felt I had a very high responsi- 
bility when putting a building in that landscape." 

Rather than put a long structure across the beachfront, 
which would have ensured that every room had a view, he 
turned the building north toward the sun and placed just 
one narrow end toward the water. The result is a simple deck 
with magnificent views of the sea, the sky and the beach. 
The roof behind the deck is raised to let the sun right into 
the living area, where people are encouraged to spend most 
of their time. From the sky, this roof looks like a bird wing, 
emblematic of how lightly the building touches the land- 
scape. In 2000, the lodge was honoured with the highest 
award of the Royal Australian Institute of Architects. 
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“I see the lodge as a temple to the land and water," says 
Latona. "And it is an integral part of the walk. Walking 1s a 
filter. It ensures you can't just drive in, drop your bags and 


demand service. Instead, you are given an opportunity to 
rediscover yourself and a sense of place." 
The lodge's approach is part of a growing trend in high-end 


Australian tourism, says Maureen Wheeler, co-founder and 
director of the Lonely Planet tourist-guide empire. "There 
are many places now in Australia that are doing fantastic things 
with the landscape, the produce, the service and the level of 
design excellence," says Wheeler. “For instance, El Questro 


in the Kimberley, Silky Oaks Lodge in the Daintree World 
Heritage Rainforest, Seven Spirit Bay in the Aboriginal Arn- 
hem Land... Even if these resorts, most of which are high end 


are not always strictly eco-resorts, they do try to blend into a 
beautiful landscape and not spoil it." 

Indeed, Australia's natural assets are the country s most 
important tourism resource compared with, say, heritage attrac- 
tions in Europe, says Pierre Benckendorff, who lectures on 
tourism at the James Cook University in Queensland. But he 


sounds a warning about the danger of over-exploiting this 
resource: “It would be a problem if these sorts of developments 
became a huge part of the market because they would not be 
sustainable if there were too many visitors involved." 

At Bay of Fires, however, it's easy to forget such concerns 
as you stretch out on the beach, swim with dolphins, med- 


itate on the deck, search for wombats in the dunes, or even 
just take a shower: "People actually enjoy the energy lost, for 
instance, in pumping their own shower and seeing how it 


works," explains Latona. 

"The Bay of Fires Lodge," he adds, "is not accommoda- 
tion-based but rather experience-based. It offers an immet 
sion in this remarkable place." & 
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THE SILK ROAD 


Journey to 


The West 


A newly translated history of the Silk Road is packed 
with stories and vivid detail that will feed travellers’ 
dreams for years to come, writes Erling Hoh 


THOSE WHO WANT to fuel their Silk Road reveries should 
read this seminal book by Luce Boulnois, a world-renowned 
authority on the history of the fabled trade route. Into this 
beautifully wrought work, spanning more than ro centuries, 
Boulnois has poured a lifetime of prodigious, passionate schol- 
arship. Open any page of Silk Road: Monks, Warriors & Mer- 
chants on the Silk Road and you'll find such a wealth of knowl- 
edge and episodes that you'll feel as if you've been supping 
in the tent of Kublai Khan himself. No wonder the book 





THE SILK ROAD 


History’s B 

History’s Bounty 
An extraordinary exhibition at London’s British Library brings together artefacts from the 
Silk Road to recreate the potent intermingling of cultures born of travel, writes Salil Tripathi 


was a best-seller in its original French and was subsequently 
translated into nine languages. 

Fittingly, silk suffuses the book, as we follow the progress 
of this precious textile from its origins in China to the facto- 
ries of Lyon in France. It also supplies the warp into which the 
weft of Boulnois’ wide-ranging erudition is skillfully woven. 
There are travellers, religious faiths, fabled towns, ancient 
kingdoms, wars and inventions. And there are all the treas- 
ures that stir human desires: gold, porcelain, frankincense, 
myrrh, cinnamon, theriacs (or potions), pearls, coral, musk, 
thoroughbred horses, tea, swords, indigo . . . 










was a network of trade 
routes on which 
_ goods flowed freely 
between East and 
Wi PF “Y West through mes- 
oS Sag  merizing landscapes 
3 and difficult terrain. On it, 
n traders mingled with pilgrims, 
.. warriors and travellers of different regions 
. and nationalities. Their faiths, languages 
. and ideas mingled too. A breathtaking 
. exhibition at the British Library, "The Silk 
Road: Trade, Travel, War and Faith," recre- 
ates some of that experience. 

The snaking routes connected a vast 
swath of territory: The regions of Sogdi- 
=~ ana—Samarkand in present-day Uzbek- 
.. istan—were linked to Khotan and Dun- 

_ huang in western China. The northern 
. tendrils of the Silk Road connected the 
. . city of Anxi in China's Gansu province, 
.. with Urumqi and Tashkent further west. 


To the south, the road linked the cities 
of Kashgar and Miran, passing through 
the Taklamakan and Lop deserts. 

The route is ancient. It was more 
than 1,500 years ago, when the Indo-Greek 
Gandhara Empire was at its zenith, that 
the region became an exceptional melting 
pot, where merchants from around 
the world traded glass, paper products, 
ivory, jade, spices and silk. 

A determined Hungarian named 
Aurel Stein, who later became British, 
made three expeditions to western 
China and Central Asia early in 
the 2zoth century, covering 
more than 40,000 kilometres, 
unearthing and bringing the 
riches of that region to inter- 
national attention. 

Stein followed directions 
left by earlier travellers, par- 
ticularly the Chinese Bud- 
dhist monk Xuanzang, 










and found ancient buried cities preserved 
in the desert's arid climate. He found 
Buddhist caves filled with extraordinary 
paintings. The sands and weather had 
also preserved sacred texts in a variety of 
scripts. Most stunning of all, Stein 
obtained the earliest printed book, in the 
form of a scroll almost 5 metres long. 
The Buddhist Diamond Sutra dates from 
868 A.D. and was printed using wood- 
block technology nearly Goo years before 
Johannes Gutenberg invented movable 
type in Germany. Stein paid a paltry 
sum to a local abbot caretaker at the 
fabled Dunhuang caves and walked 
away with priceless treasures— 
much to China’s continuing dis- 
may. Over half of the exhibition's 
400 displays consist of Stein's d 
finds. Combined with rare docu- 
ments and artefacts from the vaults 
ofthe British Library, the exhi- 
bition underlines, above all, 
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As Boulnois shows, the Silk Road didn't get its name until 
the German geographer Baron von Richthofen dubbed it so 
in the 19th century, long after the heyday of trade between 
Europe and Asia by land. In China, the network of trade routes 
was always known as the road to the West. 

Boulnois often provides an interesting historical back- 
drop to today's conflicts. In the middle of the 13th century, 
for example, with Jerusalem taken by the Christian Crusaders 
and then retaken by the Arabs, King Louis IX of France made 





ON SHOW: Replica of Dunhuang cave 
(above); a Tang dynasty camel (far left); and 
a sixth-century statue of a warrior (/eft) 


,, the explosive diversity of the Silk Road. 
, Buddhism dominated, but faiths like 
Manichaeism, Nestorian Christianity and 
Zoroastrianism existed alongside it. Bud- 
dhism inspired art all along the Silk Road 
and the exhibition features a profusion of 
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GOLDEN ROAD TO SAMARKAND: Silk (/eft) was just one of many treasures that 
passed between East and West on Asia’s most famous trade route 
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| Silk Road: Monks, 
Warriors & Merchants 
on the Silk Road 

by Luce Boulnois et al 
translated by Hele 
Loveday). Odyssey 
Publications. $34.9 


several attempts to establish relations with the M 
khans, but was told that he must first becom: 
send a yearly tribute. Then, in 1262, Louis 

from Hülegü, the khan who had sacked Baghdad 
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in which the khan declared himself “the destri 


Buddha images. Silk, the precious cloth 
woven in the region, was valuable enough 
to be used as currency. 

The exhibition contains other elegant 
drawings, ninth-century sketches from 
the Dunhuang caves. There are delight- 
fully-detailed Manichaean silk paintings 
from the ninth or roth centuries, found 
in Samarkand, that capture vignettes 
of life in the oasis towns—musicians and 
troubadours, dancing girls and slaves, 
merchants enjoying wine. They are the 
prototypes of images that were to 
become popular, centuries later, in 
Mughal miniatures. There are also the 
starkly geometrical tantric images, Bud- 
dhist mandalas, and in a meticulously 
recreated cave—the original one in Dun- 
huang containing thousands of manu- 
scripts was decorated between 650 A.D. 
and 780 A.D.—you see two popular 
images of Buddha, Avalokitesvara on the 
left and Amitabha on the right, and fac- 
ing you, with serene compassion radi- 
ating from his face, the classic Buddha 
himself, all covered by a canopy of hun- 
dreds of other Buddhas, each slightly dif- 
ferent from the other. 

The best example of convergence is 
perhaps the first exhibit, an intricately 
carved sixth-century funerary cot of a 


fidious Saracen nations, the benevolent champi 
Christian faith.” | 
ships, Hiilegii would help restore the Kingdom 
to the Christians. This time, however, it wa 
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trader from Sogdiana. The trader looks 
prosperous and wears a happy expression 
His wife's features are distinctly Chinese. 
Dancers entertain them, accompanied by 
music played on instruments such as the 
Chinese lute and the Indian tabla. The 
rites being performed at the funeral are 
Zoroastrian, and the priest has covered 
his mouth, as he is unwilling to foul the 
sacred fire with his breath. In anothe: 
ner, other deities, some multi-handed 
reveal the influence of Indic civilizations 
from the south. 

In a Dunhuang painting, a ninth-cen- 
tury priest looks Buddhist but bears 
Nestorian Christian crosses on his 
A Gandharan Buddha wears Greek 
There are coins discovered in Khotan, pos- 
sibly dating from 127-150 A.D., with Chi 
nese script on one side and Kharosth 
script on the other. Wherever you lo 
exhibition underscores the fact that cul 
tures lived alongside one another 
absorbed each others' influence: 

This exhibition is unlikely to be as 
sembled again in the near futu: 
makes it a must-see. & 
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king's turn to decline the pro- 
posed alliance. 

Boulnois also weighs in 
on a question that has been 
debated by Silk Road scholars 
for almost a decade now: Did 
Marco Polo ever actually travel 
all the way to China? While 
she does not provide a con- 
clusive answer to that ques- 
tion, Boulnois does point out an example of flagrant deceit 
by the Venetian merchant. It was not, as Polo boasted, he and 
his companions who had helped build the catapults and 
trebuchets that allowed Kublai Khan to end the five-year siege 
of the Chinese city Xianyang in 1273, and finally subdue that 
recalcitrant town. Instead, it was two Muslim engineers, 
Ismail and Ala al-Din, who had been sent to Kublai Khan 
from Persia by his nephew Hülegü. 

As for the initial question, Boulnois asks whether Marco 
Polo's famous lack of precision may not have had something 
to do with his ghost writer and editor, Rustichello of Pisa, 
whom Polo met while imprisoned in Genoa and without 
whom The Travels of Marco Polo would never have been writ- 
ten. In summation, Boulnois cites Frances Wood, the very 
scholar who started the debate in 1995: “His [Polo's] use- 
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fulness as a recorder of infor- 
mation otherwise lost is sim- 
ilar to the case of Herodotus, 
who did not travel to all the 
places he described, and who 
mixed facts with fantasy tales, 
but whose work is neverthe- 
less not to be discarded 
lightly.” That, for the record, 
could well be said of Sima 
Qian, the father of Chinese historiography. 

To gather such material must have taken Boulnois years 
of patient thumb-wetting in dusty archives. But it has not 
turned her into a dessicated academic. Her ability to combine 
narrative drive and an Olympian detachment resembles 
that of American historian Barbara Tuchman. And she has an 
eye for intriguing detail: We learn that it was a Chinese 
princess, Wencheng, who after marrying King Song-tsen 
Gampo of Tibet in 635 persuaded the monarch to change 
his undergarments and start wearing silk boxers. 

For today’s aspiring wayfarers, the book includes a 
chapter on the current political situation in Central Asia, an 
extensive list of museums around the world that house Silk 
Road artefacts, and basic travel information and advice. 
Erling Hoh is a writer based in Sweder 
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THE 8TH CHINA INTERNATIONAL FAIR FOR INVESTMENT & TRADE 


If you plan to tap into the infinite investment opportunities in China, 
and Trade (CIFIT), as it's the place to start. 
CIFIT is China's 


then you cannot afford to miss the annual China International Fair for Investment 


premium international event aiming to promote foreign direct investment into China. Each year, CIFIT witnesses the inflow of billions 


thousands of investment projects, as well as attract 


of US dollars worth of foreign capital. CIFIT is the ideal venue for business people to feast on 
investment capital from around the world. The "International Investment Forum" held by China's Ministry of Commerce, as well as dozens of seminars 
on hot investment issues, will offer you global investment information hot off the press, and provide you with a golden opportunity of meeting senior 
government officials from Beijing, the governors from China's provinces and the mayors from all major cities. 

CIFIT, an ideal platform for international investment cooperation, will profit both you and your company interests in China. 


Sponsor: Ministry of Commerce, P.R.China 7 


Co-sponsors: United Nations Conference on Trade and Development (UNCTAD) 
World Association of Investment Promotion Agencies (WAIPA) 


For more information, please contact: The Organizing Committee of CIFIT 
Phone: 86-592-2669826, 2669828 Fax: 86-592-2669830 E-mail: 98xiamen@public.xm.f}.cn 
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SNAKEBUSTERS: The first 
dial-a-snake-charmer service 
is set to be launched in India. 


The practice of luring serpents 


out of baskets using a "magi- 
cal" flute is illegal these days, 
because of strict animal 
conservation laws. But 
conservationists plan to find 
employment for out-of-work 
charmers by hiring them out 
to catch snakes that have 
sneaked into people's homes, 
the Sapa-DPA news agency 
reported. A charmer can earn 
between 50 and 500 rupees 
($11) to catch a snake, while 


he would typically earn just 75 


rupees for a whole day of 
playing his gourd-flute and 


making a snake dance in front 





of crowds. And even then, he 
would have to do so secretly, 
since he would be breaking 
the law. Playing around 

with snakes is legal only 
during mid-summer, when 
Nag Panchimi, the snake 
festival, takes place. In India 
today, animals tend 

to be treated extremely badly 
or ludicrously well. For exam- 
ple, at Nag Panchimi, people 
trap cobras, worship them, 
feed them with live rats and 
fresh milk and then set them 
free. The human equivalent 
would be people being 
snatched by kidnappers 

to be wined and dined at a 
Michelin three-star restaurant 
before being released. 


TRAIN STOPS: Commuters in remote parts of India are using a train's emergency cord to 
get door-to-door service for themselves. They board the Srantah Express in Chapra, and 
then each one pulls the alarm to stop the train as it reaches his or her village. 

As a result, the train reaches its destination, Allahabad, between five and six hours late 
every day. This problem has continued for 16 years, the Indo Asian News Service 
reported. But now the problem of the ultra-late train may finally be fixed: A man from 
Chapra has been elected railway minister. He's going to need to get to work on time. 


FOR THE BIRDS: Wildlife experts are setting up 
vulture restaurants in Cambodia. The ugly, bald 
birds are becoming endangered around the world 
because of drug residues in the bodies of farm 
animals that they feed on. But flocks of vultures 
can still be seen in Cambodia, which has not 
"progressed" enough to have bad chemicals in 
the cattle. So avian specialists and the govern- 
ment have joined hands to help the vultures by 
establishing eateries for them, the BBC reported. 
Of course, a vulture's idea of healthy, free food 
is not the same as a human's, unless you fancy 
eating at the Rotting Flesh Restaurant chain. 
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PAPER PUZZLER: A driver in Japan ate 
a speeding ticket. Tourism official 
Hideo Yui was pulled over by police 
as he drove through Akita prefecture, 
the Mainichi Shimbun reported. 

Yui grabbed the ticket and crammed 
it into his mouth, chewing 
energetically. He may have escaped 
from speeding charges, but he's still 
in trouble. There's no specific law 
against eating police property, but 
officers arrested him for 

"destroying an official document." 
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BURDEN TO BARE: Women farmers in Nepal have had to till the 
ground naked to get the attention of the rain god, The Himalayan 
Times reported. A drought has lasted months. The deity that presides 
over farms in Baijapur has irrigated fields in the past in return for 

au naturel ploughing by female farmers. The women have been doing 
their work at night so as not to provide a spectacle. "| dared 
to bare all to please the god because we will have to face a very 
difficult situation if it does not rain," Ambika Tharu, 35, told 
the British Broadcasting Corp. Long experience shows that the rain 
god has no interest in whether male farmers wear clothes or not. 
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Betting on a Spread 


Steven Appleton is diversifying Micron Tech’s product portfolio to guard against the cyc 


nature of the memory-chip business but also to tap into new technologies 







































FOR A DECADE under Steven Appletoris lead- 
ership, Micron Technology's strategy was to 
focus on a single technology product—the 
dynamic-random-access-memory chip. It 
became the only United States company left 
in the DRAM market and rose to second 
place in worldwide production after South 
Korea's Samsung Electronics. 

Now, the company is diversifying again, 
though it's unlikely to become a conglomer- 
ate as it once was, with operations as disparate 
as construction and PC manufacturing. 
Instead, Appleton is pushing Micron into pro- 
ducing two relatively new and fast-growing chips. 

One is an image sensor for use in digital cam- 
eras and camera cellphones, a chip that would 
use less power than the kind—called a 
charge-coupled device—that's now 
common in those products. By the 
end of the year, 1096-1596 of its pro- 
duction will be in imaging chips, 
compared with about 596 now. 


of its DRAM capacity to ne 
yet paying off, Appleto 
time persuading analy: 
investors to look to the 
“It's a common c 
internally and extern: 
the DRAM market r 
really going to allocate ı 
products?’ The answe 
yes,” says Appleton. “T 
when we will be in a Į 
among these various 
depending on margin p 
we are not in that positic 
son is we are not yet at cri 
Appleton rose from fact 
ager through the ranks 
1994. For a hobby, he 
in the mountains o 
where Micron is 
month, he and a 
ous injury when 


The other is a different type of flying crashed i1 
memory chip, the NAND flash mem- While Mici 
ory, used in the storage cards of digi- in the U.S., it 


tions in Asia, 
non-U.S. faci 


tal cameras, MP3 players and other 
gadgets. (NAND means "Not And," and 


comes from Boolean algebra.) That business test chij 
today is dominated by Samsung and has desi 
Toshiba, but Hitachi, ST Micro- and Chi 
electronics and Hynix have ing Chir 
started to move in. bly and te: 


demand, he su 
more important : 


Appleton believes the 
two markets will grow large 


and that both will eventually take the site of the co 
on the characteristics of the DRAM factory. Micro 
industry, where volumes are high and prices of its $3 billio: 


from China. 
Most of M 
are based in Asi: 
sung, has about 30% 
ket, compared with Micron's 1926. Appletor 


are elastic. “Our purpose is to broaden our memory 
portfolio and to participate in a market that has high 
growth and will be very similar and act and behave 
like a market that we're very good at," he says. 

But memory prices and profits are high now, 
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raising questions about the timing of the diversifi- many strengths but also some vulnerabilities. 
cation. Appleton says that when the DRAM cycle They have a lot going on. They compete with th 
turns down, investors will be glad Micror's prof- in products like cellphones and some other el 
itability is no longer solely dependent on that busi- says. "At the end of the day, we have plenty of 
ness. But because the company is giving up some pete against them." 
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Wuy Nor RECONCILE? 

I write in connection with Twisted [Let- 
ters, July 8]. It is well known that Japan 
and China do not agree on their shared 
history of some 60 years ago. Each side 
has its own story. Having said that, 
much of what really happened in 
China under the Japanese occupation 
has yet to be discovered. Therefore, 
before academic fact-finding research 
is conducted, it is unwise to comment 
on government-produced history text- 
books, which are naturally one-sided 
and often exaggerated. 

There is no need to keep insisting 
that people in Japan should be 
reminded of the past "because they 
keep trying to change their history," 
as your letter writer, Jody Wong, 
writes. What the Japanese have been 
doing has been to refute some alle- 
gations that Chinese authorities have 
made against Japan. The Japanese do 
not intend to forge history. Further- 
more, Wong and others must recog- 
nize that the Japanese government 
and citizens have sincerely expressed 
regret and apologized a number of 
times in past decades. 

So why don't we reconcile with the 
past, rather than endlessly demanding 
apologies and submission? 


ALEX INOUE 
Tokyo 


Honc KoNc's MARCH 

I am disgusted to read in your article, 
Next Stop, September 12 [July 15], that 
^. .. as many as 530,000 people" 
marched through Hong Kong's city 
centre on July 1, according to march 
organizers. Nowhere in the article is 
this figure questioned. You may have 
your own political beliefs, but don't mix 
them with your journalism. 


KENNETH KWOK 
Hong Kong 


The march on July 1 demonstrated the 
freedom enjoyed by the people of 
Hong Kong. The liberty that is avail- 
able to Hong Kong residents is well 
beyond that in practically every other 
part of the region. 

Hong Kong only returned to Chi- 
nese sovereignty seven years ago, and 
already its people are demanding from 






the central authority the right to 
directly elect their chief executive and 
all members of their legislative assem- 
bly. Look at all the independent coun- 
tries in the region that were at one time 
under colonial rule. Certainly, it took 
much more time before they got to the 
stage they are today. Hong Kong resi- 
dents should allow *one country, two 
systems" time to work. 

New political arrangements need 
to mature. Some countries have been 
independent 20-50 years, and still have 
yet to enjoy the kind of freedom so evi- 
dent in Hong Kong. The Chinese have 
a saying that goes something like this: 
Those living in fortune do not feel that 
they are fortunate. 


TAN CHANG SOONG 
Petaling Jaya 


ABSTAIN, STAY FAITHFUL 

I write with reference to your special 
report on Aids [Asia's Wasted Lives, 
July 15]. If the Aids epidemic is ' 
spreading throughout Asia because of 
drug addiction and prostitution, why 
isn't anyone saying the obvious? Dorit 
do drugs. Say no to sexual promis- 
cuity. Live clean, stay chaste: These 
are the logical responses to the epi- 
demic, and they don’t cost govern- 
ments a cent. 

But why instead are governments 
supporting risky behaviour through 
needle exchange and condom distri- 
bution? We should be more vigilant in 
promoting proper values—abstinence, 
fidelity—and these efforts should 
receive the biggest support from gov- 
ernments and the private sector in the ` 
campaign to contain Aids. 


BERNADETTE ABRERA 
Antipolo City, Philippines 


CORRECTION 

In Asia's Rising Star [Apr. 29], we 
incorrectly said that Tan Teng Boo "rec- 
ommends stocks like Inti Universal 
Holdings...” In fact, in an interview, 
Tan did not discuss Inti Universal Hold- 
ings in such a context. 





All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 4 
GPO Box 160, Hong Kong; By fax: (852) 2503 1530; 
By e-mail: letters@feer.com 
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| Editorials 


Exiting Iraq Angelo dela Cruz is free. Now, the U.S. needs to mend ties 


with the Philippines if it doesn’t want to compromise the war against terrorism 


WITH ANGELO dela Cruz’s release, President Gloria Maca- 
pagal-Arroyo can breathe easy that her gamble worked. We admit 
her decision was not an easy one, and we also admit that it is tempt- 
ing to argue that it would be morally deficient not to have brought 
forward the already planned departure of troops—moreover, by 
mere weeks—if it could save a maris life, a family’s livelihood. 

But what niggles us is the suspicion that morality in foreign 
policy should more properly be grounded on national interest, 
defined over the long term as the greatest good for the great- 
est number of citizens. To be sure, Philippine Senate majority 
leader Francis Pangilinan cogently argues that a unique Philip- 
pine national interest was served in bringing forward the troop 
withdrawal (see The 5th Column, page 24). Mr. Pangilinan notes 
that with 1.3 million civilians working in the Middle East, his 
country is in a situation starkly different from that of Aus- 
tralia, for instance, with 250 troops in Iraq and hardly any 
civilians in the region compared with the Philippines. 

So while our opinion is that no nation’s sovereign decision on 
foreign policy should be held ransom by outside groups, and that 
a country that has so many citizens overseas should especially not 
be seen to be giving in to blackmail, we also believe that Mr. 
Pangilinan's argument is one worth debating. Now that Mr. 


dela Cruz is safe, it is perhaps best to look forward to the future. 

The Philippines lives in a dangerous neighbourhood. A local 
secessionist group, the Moro Islamic Liberation Front, appears to 
have been cooperating with the Jemaah Islamiah terrorist organ- 
ization—giving rise to what a recent International Crisis Group 
report calls a “growing entanglement of deeply rooted domestic 
insurgencies with the global war on terrorism.” 

The United States should bear this in mind. For, if it feels 
that Manila must pay for its abandonment of the coalition in Iraq— 
Washington is said to be re-evaluating ties—it needs to be reminded 
that this is no time to play tit-for-tat. The Philippines desper- 
ately needs U.S. assistance if it is to keep a lid on militancy and 
cross-border terrorism. And no question, it is in Washington's best 
interest to continue to provide this. Withholding cooperation 
would be self-defeating, and would threaten to leave a gaping 
hole on the Southeast Asian front of the war against terrorism. 

For its part, Manila needs to show in what way it can now con- 
tribute to international security. After Iraq, what are the options 
open, and reflecting on its decision there, what would it feel com- 
fortable contributing to? Manila and Washington must quickly 
put the past behind. If they can do this much, they will have gone 
far to mitigate the harm done by the withdrawal from Iraq. = 


Half Measures Vietnam’s human-rights record goes under U.S. lens 


NEXT WEEK, Nguyen Dan Que will 
face trial in a Ho Chi Minh City court. 
Reports are that Mr. Que, aged 62, has 
been charged with “abusing democratic 
rights to jeopardize the interests of the 
state.” While we are unsure just what that 
means under usual legal norms, what is 
certain is that Vietnam already has 
brought two dissidents to trial this month, 
quickly disposing of their cases, swiftly 
announcing a sentence and then just as 
soon confirming their imminent release 
because of time already served. Some- 
thing is going on. 

As we noted last week, an elderly for- 
mer academic, Tran Khue, was handed a 
19-month sentence. Days later, Pham Que 
Duong, a 73-year-old military historian, 
received a similar sentence. Both men 
were credited with time served, and will 
be released later this month. Including Mr. 
Que, all three are elderly men who used 
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the Internet to broadcast their opinions. 
As Mr. Que's situation closely mirrors 
those of Messrs. Khue and Duong, there is 
hope at least that he too will be freed soon. 
Mr. Que was arrested in 1990 after call- 
ing for free elections and a multiparty sys- 
tem, and ultimately jailed on charges that 
he sought to overthrow the regime. 
Released in 1998 under a general amnesty, 
he was picked up again last year—on his 
way to an Internet cafe—days after posting 
Internet articles critical of the government. 
Hanoi may see the cases as a way of 
addressing two audiences. First, the con- 
victions send a message to other dissidents 
that the regime is in no mind to ease up. 
Next, it may also hope that the quick 
release of detainees will satisfy foreign crit- 
ics. Last month, it also reduced the sen- 
tence of Catholic priest Nguyen Van Ly 
by five years and gave early release to a 
young cyberdissident, Le Chi Quang. 


But if so, the latter hasn't worked. On 
Monday, the U.S. House of Representa- 
tives voted to cap nonhumanitarian aid 
to Vietnam at current levels if it fails to 
improve its human-rights record. A sim- 
ilar bill in 2001 was prevented from reach- 
ing a Senate vote by senators John Kerry, 
the U.S. Democratic Party presidential 
candidate, and John McCain, a Republi- 
can who like Mr. Kerry is a Vietnam vet. 
Opinions, however, are that Mr. Kerry 
wort want to do the same this time with 
elections coming up. Says a U.S. diplomat 
in Hanoi, “I don't think he'll be willing to 
do that this year." So the bill may indeed 
come to a Senate vote. 

If Hanoi hopes to convince U.S. sena- 
tors that it's changed its ways, it'll need to 
show proof of new-found virtue beyond 
half measures. Maybe it can start by 
explaining why the state feels so threatened 
by elderly men using the Internet. — 
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MEMORIAL: South Korean President Roh Moo Hyun (left) at Kwangju 


AP / Yonhap 


Overdue Visit to 
Korean Cemetery 


Nearly a quarter century after United States-backed South 
Korean military leader Chun Doo Hwan ordered paratroop- 
ers to put down pro-democracy protests in the South Korean 
city of Kwangju, no American official is known to have visited 
the cemetery, dedicated in 1997, that honours victims of what 
is now known as the Kwangju Massacre. On June 28, four 
staffers from the U.S. House of Representatives decided to 
prod the U.S. government to correct that omission by mak- 
ing their own visit to the May 18 Cemetery in Kwangju. Among 
them was Dennis Halpin, who was serving as a diplomat in 
the political section of the U.S. embassy in Seoul at the time 
of the massacre. Halpin wrote in the cemetery's visitors’ book 
on behalf of Rep. Henry Hyde, the Republican chairman of 
the House International Relations Committee, and the com- 
mittee's ranking member, Democrat Tom Lantos, that the 
group wanted "to express our admiration for those who 
shed their blood here for Korean democracy." In a meeting 
with the cemetery's director, Halpin also apologized that it 
took the U.S. State Department nine years even to issue a 
White Paper on the incident. In visiting the cemetery, Halpin 
says, the group wanted to *symbolically express a desire to 


heal wounds with the Korean people." 


U.S. DIPLOMATS PLAY MUSICAL CHAIRS 


It is a year for the changing of the guard at American diplo- 
matic posts around Southeast Asia. Former ambassador to 
Malaysia Marie Huhtala took over on July 12 from the retiring 
Matthew Daley as the deputy assistant secretary of state 
for East Asia-Pacific affairs. It has been a bitter-sweet home- 
coming for Huhtala, whose airman son was killed last year 
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in a collision between two F-16 fighters over Utah. Her 
previous post is being filled by Chris LaFleur, a Japan expert 
and most recently a fellow at the Council on Foreign Rela- 
tions. Further to the north, Doug Hartwick is being replaced 
as ambassador to Laos by Pat Haslach, a former economic 
counsellor in Pakistan who has been handling Afghan affairs 
at the State Department. Later in the year, after the inau- 
guration of the new Indonesian president in October, the 
current ambassador to Jakarta, Ralph Boyce, is expected to 
move to Thailand—a post he was originally bound for three 
years ago. He will be replaced by Lynn Pascoe, a former 
ambassador to Malaysia. 


Hri-TrcH, Low-TEcH For THAI BIRDS 
Thailand's Charoen Pokphand Foods, Asia's leading poul- 
try exporter, says it took away two lessons from the bout of 
avian influenza that ravaged Asia's poultry industry earlier 
this year. CP Foods' chairman and founder, Dhanin Chera- 
vanont, told the Review that the company plans to invest in 
more technology and at the same time return to traditional 
poultry-breeding techniques to prevent infections among 
CP's flocks. Dhanin says the company is gearing up to invest 
in more heat-treating technology to meet food-safety stan- 
dards in Japan and Europe. At the same time, the com- 
pany is looking to traditional techniques used for breed- 
ing fighting cocks in hopes of raising sturdier, healthier 
birds. Dhanin also says the company has launched a back- 
to-basics rearing policy: The company is currently experi- 
menting with allowing some of its birds to run freely 
through enclosed rubber plantations in Trad province in 
eastern Thailand. Bird flu has recently resurfaced in 13 of 
Thailand's provinces, but so far none of CP's farms have 
been affected, according to company officials. 


CHINA’s PR: A WORK IN PROGRESS 

If more proof were necessary that China's media-management 
skills remain a work in progress, look no further than the press 
conference convened on July 13 by Sun Weide, spokesman 
for China's embassy in Washington. Just days after United 
States National Security Adviser Condoleezza Rice returned 
from meetings in Beijing, Sun's tough language about U.S. 
policy toward Taiwan and Hong Kong was widely interpreted 
in Washington as a signal that Rice's first solo trip to China 
had gone badly. But U.S. officials insist that the tone of her two 
top meetings, with President Hu Jintao and Central Military 
Commission Chairman Jiang Zemin, was in fact positive. The 
only dark spot, according to U.S. officials, was her meeting 
with China's senior foreign-policy official, Tang Jiaxuan, who 
delivered a lecture on Taiwan. According to a U.S. official, Pres- 
ident George W. Bush ordered Rice to seek an explanation 
of Sun's outburst from China's ambassador to Washington, 
Yang Jiechi. When Rice and Yang met, Yang insisted that 
the press conference had nothing to do with her trip, had been 
planned long in advance, and Sun's three-and-a-half page 
opening statement was written in advance as well. Yang also 
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noted that the most of Sun's statement celebrated the "sound 
momentum’ of the bilateral relationship, according to the U.S. 
official. Another Chinese embassy spokesman, Li Jianhua, 
confirms that the briefing was scheduled in advance of Rice's 
trip as just “a regular press conference.” Sun's last press 
conference was one year ago. 


BANGLADESH’S REBOUND STRATEGY 

Many garment workers in Bangladesh could lose their jobs 
next year when the global garment trade undergoes a major 
shake-out, but top Bangladeshi officials are hoping that drugs 
will ease some of the country’s economic pain. During a mid- 
July visit to Hanoi, Bangladeshi Foreign Minister M. Morshed 
Khan called his nation’s pharmaceutical industry a “shining 
star” in the industrial firmament. “Today, we are exporting 
to almost 60 different countries. We can produce generic med- 
icines up to 7096 cheaper than the Western world," Khan told 
the Review. "If we can get 2% of the global trade in pharma- 
ceuticals, that will be worth many times over the garment 
exports that we have." Bangladesh is also banking on its 
ability to manufacture updated generic medicines through to 
2016—longer than rivals like India—because the World Trade 
Organization classifies Bangladesh as a “least-developed coun- 
try.” According to IMS Health Bangladesh, a local unit of a 
United States-based pharmaceutical-market-research firm, 
roughly 150 local firms and six multinational pharmaceutical 
companies are now manufacturing drugs in Bangladesh. But 
the country’s pharmaceutical sector currently employs just 
50,000 workers, and most future jobs will go to highly trained 
technicians. That's no panacea for the ills that will befall the 
garment trade when the Multifibre Arrangement expires at 
the end of the year. The garment industry employs 1.8 million 
poorly educated workers and accounts for more than three- 
quarters of Bangladesh's exports. 


THAKSIN’S NEXT CAMPAIGN 
Thai Prime Minister Thaksin Shinawatra on August 6 will 
launch his latest law-and-order campaign, this one aimed at 
curbing human-trafficking syndicates. Thaksin's deputies 
have told representatives of foreign-aid agencies that the 
drive against traffickers will be given a level of priority equal 
to last year’s controversial anti-narcotics campaign, which 
resulted in the deaths of around 2,500 drug suspects, accord- 
ing to a tally by Thailand’s independent National Human- 
Rights Commission. Bangkok-based human-migration 
experts say that the new campaign will be run from a new 
national human-trafficking centre to be managed by the Thai 
police. The move, it appears, comes in response to United 
States diplomatic pressure. The U.S. earlier this year placed 
Thailand on a special watch list of countries that Washing- 
ton perceived were not doing enough to curb human traf- 
ficking. Thailand has long been considered a regional 
human-trafficking hub, particularly in women from poor 
neighbouring countries being brought into Thailand's mas- 
sive prostitution industry. = 
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Malaysia Says It Will Go to Iraq 


In a move seen by many as an attempt to mend 
fences following its fierce criticism of the 
United States last year, Malaysia has agreed to 
send a “sizeable medical team" to Iraq and may 
take part in reconstruction efforts, said Prime 
Minister Abdullah Ahmad Badawi. Abdullah 
met with U.S. President George W. Bush in 
Washington on July 20 and said that bilateral 
ties between the countries are “very strong." 
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more than 40 years will 
remain in place. 


MALAYSIA 


Lawyers for jailed former 
Deputy Prime Minister 
Anwar Ibrahim have told 
the Malaysian govern- 
ment that Anwar could 
face paralysis if he isn't 
allowed to go abroad to 
seek treatment for a 
back injury. The govern- 
ment offered Anwar 
prompt surgery in Kuala 
Lumpur, but Anwar said 
that he wants to travel to 
Germany for a kind of 
noninvasive surgery that 
isn't available in 
Malaysia. The govern- 
ment has refused his 
request. Meanwhile, the 
Malaysian Federal Court 
delayed a decision on 
Anwar's final appeal 
against a sodomy convic- 
tion. Anwar is serving 
prison terms totalling 15 
years after being con- 
victed in separate trials 
on charges of sodomy 
and corruption. 





PHILIPPINES 


Truck driver Angelo dela 
Cruz was released by 
kidnappers in Iraq after 
Manila speeded up a 
withdrawal of its small 
force in the country as 
demanded by the 
hostage-takers. The 
kidnappers had threat- 
ened to kill dela Cruz if 
the Philippines' force of 


51 soldiers and police 
weren't immediately 
removed. President 
Gloria Macapagal-Arroyo 
came under intense 
domestic political 
pressure to meet the 
demand, and she even- 
tually complied in the 
face of strong criticism 
from allies such as the 
United States. 


JAPAN 


Press reports in Japan 
quoted a senior White 
House official in the 
United States expressing 
confidence that there 
would be a solution to a 





JENKINS: Seeking care 


diplomatic conflict 
between Tokyo and 
Washington over the fate 
of Charles Robert Jenkins, 
an alleged deserter from 
the U.S. military who has 
reportedly lived in North 
Korea for almost four 
decades. Jenkins, who 
recently left North Korea 
to visit his Japanese wife, 
travelled to Japan to get 


RELEASED: Dela Cruz was unharmed by his captors 
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medical attention, and 
the U.S. has demanded 
his extradition. But Japan 
has sought to avoid 
sending him to the U.S., 
though the countries 
have an extradition treaty. 


Tokyo threatened to pull 
its negotiating team 
from a meeting on 
whaling because of the 
"unreasonable stance" 
of anti-whaling nations. 
Japan suffered a setback 
on the first day of the 
conference, which 
started on July 19, when 
it lost a bid to have a 
secret ballot on whether 
to continue the ban, 
which has been in place 
since 1986. The pro- 
whaling nations, led by 
Japan, say there are 
some whale species that 
can be hunted in a 
sustainable manner. 


INDONESIA 


President Megawati 
Sukarnoputri, who is 
likely to finish second 
when final results are 
released on July 26 in the 
early-July presidential 
election, and therefore 
would compete in a run- 
off election in September, 
met recently with her 
predecessor, Abdurrah- 
man Wahid, for the first 
time since Wahid was 
removed from office 
three years ago. 
Megawati would face off 
with the election winner, 
likely to be Susilo Bam- 
bang Yudhoyono. Specu- 
lation was rife that 
Megawati was trying to 
secure Wahid's support. 
Wahid is known to have 
been angry when he was 
removed from office over 
what he thought was 
Megawati's disloyalty. 


OTLIGHT 


NEW PM: Lee 
Hsien Loong 
is following 


in his father's 


footsteps 


EXIT GOH, ENTER LEE 

In the final move of an elaborately planned suc- 
cession, Singapore announced that Lee Hsien 
Loong will replace Goh Chok Tong as prime min- 
ister on August 12. Lee, 52, the elder son of the 
country’s founding father, Lee Kuan Yew, will 
become only the third leader of Singapore since 
full independence in 1965. 

Singaporeans have known since last August 
that the ruling People’s Action Party was plan- 
ning to promote Lee, deputy premier since 1990, 
to the top post. So tightly has the transition been 
scripted that diplomats speculated—correctly— 
that Goh and Lee would share the responsibili- 
ties during this year’s National Day ceremonies. 
Goh gets to deliver the customary National Day 
address on August 9, while Lee handles the asso- 
ciated rally speech on August 22. 

The seamless handover is meant to reinforce 
Singapore's reputation for stability and pre- 
dictability. No major policy changes are likely, 
though Lee's personal style is regarded as 
tougher than that of the affable Goh. 

Lee has an early chance to put his stamp 
on the new administration through key appoint- 
ments. He must decide what portfolios he will 
assign to his father and to Goh, who will both 
remain in the cabinet. He must also decide if 
he will remain finance minister as well as chair- 
man of the Monetary Authority of Singapore, the 
central bank. Observers are interested to see if 
Lee maintains the current practice of having two 
deputy premiers, and if one of them can be 
viewed as a possible—if distant-successor. 

Barry Wain 
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CORRUPTION 


Stealing From 


The Poor 


Of the billions of dollars the World Bank lends, the corrupt always 
seem to get their share. The bank says it’s making progress; critics, 
given new voice in the U.S. Congress, say more could be done 


WITH BILLIONS of dollars pouring forth 
from the World Bank’s Washington head- 
quarters every year, anyone could be for- 
given for wanting a share. The money trail 
of every bank-supported project is paved 
with opportunities to profit. 

The trouble for the World Bank and the 
countries that provide it with funds in its 
pro-development, anti-poverty lending mis- 
sion: Not all those opportunities are legal. 


Local government officials skim money off 


the top as they distribute funds and award 
contracts; business owners pay them 
bribes, win contracts, inflate project costs 


BILLIONS TO LEND, 
BILLIONS TO STEAL 


* Recent U.S. congressional 
hearings have spotlighted 
corruption in projects 
funded by multilateral 


development banks 


* The World Bank has made 
battling corruption a pri- 
ority since the mid-1990s 


*A U.S. senator said 
recently that over $100 
billion may have been lost 
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By Murray Hiebert/WASHINGTON and 
John McBeth/] AKARTA 


and pocket the difference; and, though it 
happens to a much lesser degree, some 
bank officials themselves find ways to make 
a dishonest buck. 

"In its starkest terms, corruption has 
cost the lives of uncounted individuals con- 
tending with poverty and disease," United 
States Sen. Richard Lugar told a congres- 
sional hearing on May 13. “Not only are the 
impoverished cheated out of development 
benefits, they are left to repay the resulting 
debt to the banks." 

The World Bank has been fighting 
fraud since the mid-19905. Bank officials 
tout the counter-corruption measures they 
have taken and the accomplishments they 
have made in suspending lending to proj- 
ects found to be racked with sleaze and in 
blacklisting hundreds of crooked compa- 
nies and individuals. 

But the World Bank's critics, given new 
voice in a series of U.S. congressional hear- 
ings going on now, are arguing that the 
institution should be doing much more 
in the battle against corruption. While con- 
ceding that the bank has made gains 
against widespread practices, they also offer 
specific suggestions on how they think the 
bank can do a better job of preventing and 
investigating corruption. 

It is the poor who are hurt most when 
money is siphoned out of World Bank- 
funded projects designed to alleviate 
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poverty. They also suffer when the 

its most extreme anti-corruption technique: 
withholds funding. The 184-nation bank v 
established at the end of World V 
institution to 
developing nations at discounted intei 
rates in support of projects that over i 





serve as the pivota 


have dealt with health, educatio: 
tion, environmental protection, HIV/Ai1 
and more. The bank has been credit 
playing a role in the success of Asia: 
tries like Indonesia, where as man 
million people were pulled out of destitutio 
prior to the 1997 Asian financial cri 

But critics have long charged that ! 
bank has achieved less than it could h 
in countries such as Bangladesh, Cambodia 
China, the Philippines and Vietnam becaus: 
it too often turned a blind eve to 
tion. Corruption is estimated to have 
anywhere from 5% to 3096 of tht ic hi 
$525 billion that the bank has lent 
past six decades. 

Lugar, chairman of the Senate | 


Relations Committee, made his com! 

at a hearing that focused on the cost of graft 
in programmes funded by the multilate: 
development banks to help the world's poot 
The U.S. government's last three-year pledgt 
to the International Development Associ 
tion, the part of the World Bank that provide 
interest-free loans and grants to the poi 
est countries, was $2.9 billion, or 20% of the 
IDA's donor funding. In the finan 
ending June 30, the World Bank 

$20.5 billion in loans. (The U.S. isn't th 
biggest IDA donor overall. It has g 

IDA $25.8 billion over the past 44 v: 

has been overtaken recently by Japan. whic 


INTENDED BENEFICIARIES: 
Graft has hurt some efforts 


to reduce poverty has given a total of $26.2 bill 
| = Lugar’s role is, in part, to make su 
U.S. government's money is put to 5 
The Republican senator lauded the V 


Bank for taking steps to tackle corruptio 
He also set off a firestorm of protest whe 


he cited estimates bv academii 
abuse of the bank's funds may have toppi 
$100 billion over the past 60 vea: 


World Bank President Jam: 
sohn, who launched the campaign 
to ferret out corruption in bank 
responded angrily, dismissing the crit 
about corruption as “frivolous,” the $ 


lion figure as “not soundly based 





tioning whether the assertion: ild bi 
politically motivated 
Wolfensohn and his bank colle: gues >p 
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emphasize the raft of measures they have 


introduced to rein in corruption over the 


past eight years. Even many critics admit 
that those measures put the World Bank 
way ahead of other multilateral develop- 
ment agencies in fighting corruption. 

In 1998, two years after declaring that 
the World Bank would no longer *toler- 
ate corruption in programmes that we sup- 
port," Wolfensohn established the Depart- 
ment of Institutional Integrity, which today 
has a staff of 5o, including 30 investigators, 
most of whom have been hired from out- 
side the bank. Maarten de Jong, a Dutch- 





three-year period ending in March, 38 
bank staff members were found to have 
engaged in fraud and 28 of them were 
fired and barred from working for the 
bank again. 

"We're now saying that corruption 
is integral to our mandate," says Richard 
Calkins, the department's operations 
manager and a 34-year bank veteran. 
"We're moving from being reactive to 
being proactive" in the hunt for malfea- 
sance, he says. 

As evidence of the bank's seriousness 





in confronting fraud, Calkins cites lend- 


the best demonstration that the bank takes 
the problem seriously. It also reveals the 
kind of corruption that may be draining 
project funds elsewhere. 

In June 2002, as revealed in a still 
largely unpublicized report, bank inves- 
tigators unearthed a raft of financial irreg- 
ularities in a $155 million project to 
upgrade urban infrastructure on the 
island of Sulawesi. (Over $81 million of 
funding was cancelled after the project 
began, due to financial decisions by 
Indonesia unrelated to the irregularities.) 

Investigators concluded that in many 


SAME FIGHT, DIFFERENT SPIN: World Bank President Wolfensohn (/eft) launched the corruption battle; U.S. Sen. Lugar says it's still a problem 


man who formerly ran the Brussels-based 
European Institute for Law Enforcement 
Cooperation and earlier served as deputy 
director of the Dutch criminal intelligence 
and investigation office, has headed the 
department since 2001. 

The department currently has 345 
investigations in progress into corrup- 
tion around the world and by mid-May 
had sanctioned 215 firms and individu- 
als, resulting in penalties ranging from 
permanent bans on participation in bank 
projects to letters of reprimand. Since 
1997, the bank has referred 25 cases of 
graft to national authorities, some involv- 
ing several people, which have resulted 
in at least 25 criminal convictions. In the 
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ing by the International Bank for Recon- 
struction and Development, the World 
Bank's other main body that helps devel- 
oping countries. In 2001-03, Calkins 
points out, countries ranked as suffer- 
ing from “higher corruption" by the 
bank's country policy and institutional 
assessment index received only 27% of 


the IBRD's average annual lending of 


$11.8 billion per year. This was down 
sharply from 1999-2000 when these 
countries received 6296 of an average of 
$14.5 billion each year from the IBRD. 
The lending agency often cites its 
work in Indonesia, which last year ranked 
[22 out of 133 on Transparency Interna- 
tional's corruption-perceptions index, as 


cases the winning bids had been pre- 
arranged, while in others firms that 
seemed to be competing were in fact 
owned by the same party. In some 
instances, the qualified bidder with the 
lowest offer was not awarded the contract. 

Some contractors admitted to bank 
investigators that they had been paid in 
full even though they had completed only 
8096 of the work on such projects as road 
building, water supply, drainage systems 
and flood control. In some cases, equip- 
ment was missing, asphalt had not been 
applied to roads and drain covers were 
missing, even though the project had 


been billed for these items. “There is lit- P 


tle evidence," the report's authors >> 
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concluded, "that an appropriate amount 
of project oversight was conducted by the 
government and its various agencies." 
The bank wasted little time in 
responding. “Not a penny was disbursed 
from that loan after the report," says 
Stephen Dice, who serves as knowledge 
coordinator within the bank's Department 
of Institutional Integrity. Dice himself had 
drafted a memo in 1997 on graft in 
Indonesia, which was later leaked to the 
press, in which he estimated that 2096- 
30% of the government's development 
budget was lost through corruption. 
Dice says that after the Sulawesi report 
came out, the Indonesian government 
was forced to repay the estimated 
$500,000 lost in the project, the remain- 
ing loan amount of $14 million was can- 
celled and 53 firms and 62 individuals 
were barred from participating in future 
bank-funded projects for periods ranging 
from one to three years. On top of that, 
Dice says, “we struck an agreement with 
the central government in Indonesia that 
we would be bypassing provincial and 
local governments and trying to disburse 
the funds directly to the [local] commu- 
nity," where civic action groups could 
closely monitor all projects. In addition, 
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all future project proposals approved for 
Indonesia, Dice says, must now include 
specific anti-corruption action plans. 

Andrew Steer, World Bank country 
director for Indonesia, adds that the 
bank's lending to the country was slashed 
to around $300 million last year, down 
from over $1 billion annually in the years 
just prior to the Sulawesi fiasco. The 
bank's Jakarta office also has established 
a I2-person anti-corruption committee 
with four full-time employees, includ- 
ing forensic accountants, procurement 
specialists and researchers. 

“We now see corruption as a big devel- 
opment problem that has to be solved," says 
Steer. “Before we didn't see it as a core part 
of our development effort. Once you get 
over that mindset, it becomes an interest- 
ing challenge, rather than a frustration." 

The Indonesian government last year 
responded to the report by promulgating 
a new procurement decree that Steer says 
"dramatically increased transparency." The 
decree abolished the practice of pre-qual- 
ifying bidders on projects, which had 
enabled collusion among firms on price 
proposals and who would be eligible to bid, 
Steer says. Since the bank two years ago 
began qualifying bidders only after they 





had submitted their bids, its Indonesia 
chief says, “we were able to show that the 
prices fell, the quality increased and cor- 
ruption went down." 

Steer says Jakarta's new decree also 
requires potential bidders to sign pacts 
in which they pledge not to bribe or col- 
lude with other competitors. Steer says the 
exercise "gives [companies] pause." And 
with the new focus on village development 
programmes, "villagers turn up at meet- 
ings and demand transparency," Steer 
says. “A lot of village leaders have lost their 4 
jobs. Some are even in prison." 

Sulawesi isn't the only recent case of 
corruption uncovered in Indonesia. Last 
year, the bank presented Jakarta with evi- 
dence of corruption in the printing of 
school textbooks by the Ministry of Edu- 
cation between 1998 and 2000. Jakarta 
has since reimbursed the World Bank for 
a $10 million loan. Steer says about 10 
people are likely to be tried for corruption. 

Despite this new openness, the World 
Bank admits that serious problems 
remain. An October 2003 bank report 
concludes that "corruption flourishes in 
Indonesia because there is little likelihood 
of being caught and even less of being 4 
punished." It adds that “the agencies > 
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Ks the BIC reported, Thai outhorities liter aded evi- 


. dence of a complex web of collusion that included the illegal 
_ titling of public land through a deal between the Land Ministry 
and the turnkey contractor, a consortium that comprised several 





d Thai companies. Thailand's National Counter 


y Corruption Commission says it is considering the results of a 
-police investigation that implicates several government officials 
. and private companies. 
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The facility, though almost complete, is in limbo. Prime Minis- 
ter Thaksin Shinawatra halted work on it early last year. The 


government is considering its options for the project—while 


dutifully repaying its ADB loan. 
Some blame the ADB for the debacle. The BIC says the ADB 


should have given more consideration to the potential for corrup- 


tion when contemplating the project, and should have provided 
better oversight once the project was under way. 

Rajat Nag, director of the ADB's Mekong Department, says 
the bank “looks out” for corruption but that there are limits to 
what it can do. “We are not really police officers and we do not 
have the resources or the qualifications to be,” he says. 

The ADB itself eventually authorized an outside review of the 


project-its first such ever—by a three-person panel that ultimately 
found it had violated its own procedures on six counts and, in the 
words of their report, caused “direct and material harm” to Klong 


Dan residents. But the panel did not investigate allegations of 


corruption, a subject left outside its mandate. 


The affair has prompted much contrition from ADB officials. “| 


understand there has been suffering and displacement, but 


sometimes an event like that kicks off a whole process so that 
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many similar events can be avoided," says Jak Jabes, the ADB's 


director of governance and regional cooperation. “Errors like 
Samut Prakarn . . . will be avoided in the future." 

Last year, the bank issued a new "accountability mechanism," 
to consist of a consultation phase and a compliance-review 
process, the latter to be conducted by a three-person compliance 
board. Says Nag: "There is now a greater sensitivity on the part of 

our projects officers to be open and 


à 


An investigation listen and not just take the so-called 
uncovered a official line on some of these issues." 
complex web of But some critics aren't satisfied. "The 
collusion among fact is that the ADB already had enough 
officials and policies and procedures in place that 
companies should have signalled trouble from early 


on," says Grainne Ryder of the Toronto- 
based watchdog group Probe International. 

The BIC says the bank should re-figure the way it calculates - 
projected rates of return to account better for anticipated corrup- 
tion. Nag says that's easier said than done. "How do | make 
adjustments for that?" he asks. "These are very good points to 
make in general, but how do we change the methodology? I 
mean, if | knew there would be this corruption, then we wouldn't. 
go ahead" with the loan. 

The bottom line: Samut Prakarn appears to have prompted 
refinements of ADB lending procedures, but no overhaul. Still, 
says Nag, "it's not as if Samut Prakarn happened and it's business | 
as usual. We learn from Samut Prakarn as much as we learn from — — 
other projects. This is a constantly evolving process." 

Christopher Gay 
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charged with enforcing the rules are weak, 
poorly funded and ill-equipped and rid- 
dled with corruption" themselves. More- 
over, the government lacks adequate laws 
on state audits, procurement, the right to 
information and whistle-blower protec- 
tion, the report says. 

Contacted by the Review, Kemas 
Yahya Rachman, spokesman at Indone- 
sia's Attorney-General's Office, declined 
to comment on the report's specific find- 
ings but said, "We're serious in combat- 
ing corruption. There are a lot of corrup- 
tion cases being brought to trial. It's not 
an easy task, but because we're now ruled 
by law, and with the new Corruption Erad- 
ication Commission considered as our 
partner, it shows that Indonesia is deter- 
mined to eradicate corruption." 

While many critics give the World 
Bank credit for publicly addressing the 
problem, they believe there's much more 
that the bank could do. Jeffrey Winters 
of Northwestern University in Chicago, 
who has done research on the multilateral 
lending banks for 15 years and testified in 
the May 13 congressional hearing, believes 


that a key starting point would be for 
the bank to absorb the losses of money 
that has disappeared from its pro- 
grammes. Winters argues that the bank 
has a legal responsibility to make sure 
that the money it lends is used for its 
intended purpose. 

Winters also suggests that the bank 
should allow an independent auditor to 
spot-check its lending programmes. He 


bank waits for these reports and then 
Deloitte & Touche audits the bank.) 
Manish Bapna, another bank veteran 
who now heads the Bank Information 
Centre, an independent research group, 
argues that the bank, before approving a 
loan, needs “a much more rigorous and 
transparent approach to assessing gov- 
ernment commitment to important social, 
environmental and economic dimensions 


cé " f- 
We now see corruption as a big development 


problem that has to be solved. It becomes 


; 3 33 
an interesting challenge 


ANDREW STEER, 


WonRLD BANK COUNTRY DIRECTOR, INDONESIA 


believes that fear of a possible visit by an 
auditor would help keep companies, local 
government officials and bank officials 
more honest. (In Indonesia, the bank has 
in fact introduced this practice, in part 
because its staff are overwhelmed by the 
sheer number of small projects. And 
grant recipients are required to submit 
audited reports to the bank: Normally, the 


What Was Stolen? A $100 Billion Debate 


Although bank officials readily talk about their efforts to tackle corruption, 
they remain sensitive to estimates about how much money has been lost since 
the lending institution was founded in 1946. Jeffrey Winters, a Southeast Asia 
specialist at Northwestern University in Chicago, told the United States 


(^ 


Congress in May that he estimated that the bank had lost $100 billion, or just 


under 20% of money it has lent since the mid- 1940s. 

Winters readily admits these are “ballpark numbers” determined by 
looking country to country to "come up with a sort of weighted average for 
how much theft was going on across the developing world.” Winters adds 
that the point of his estimate is to “point out that the problem is extremely 
serious’ and that “the burden to repay all this is on the backs of the 
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people who never receive the money 


Richard Calkins, of the World Bank's Department of Institutional Integrity, 
rejects Winters’ figure as “absurd” because “there are a whole range of 
countries that are not as corrupt as Indonesia.” Calkins insists that the bank 
has no estimates of its own. "We'd be reluctant to extrapolate corruption 
numbers the way we do poverty numbers,” he says, adding that bank officials 
don't consider any amount of corruption to be “acceptable.” 

Steve Berkman, who worked in the bank's anti-corruption unit for four 
years until 2002, doesn't find Winters' figure too far-fetched. "It might be a 
bit on the high side, but not much," Berkman says. "If the bank is so certain 
it's a ridiculous figure, they should tell us what they think it really is. 


They keep records on everything else.” 
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of project operations.” He adds, “It is 
essential that civil society and the media 
within countries play a vibrant, strong and 
independent role in providing oversight 
over government operations.” 

Steve Berkman, a former World Bank 
official with 12 years of experience in 
Africa who worked in the bank’s anti-cor- 
ruption unit for four years until 2002, 
believes the bank could do better in fight- 
ing corruption if it slashed overall lending 
by half. That would let officials focus on 
countries that are committed to fighting 
corruption. “Staff have lending targets and 
they have to meet them, so they find short- 
cuts to get the money out,” he says. “In 
fairness to bank staff who care, they really 
don't have time” to closely monitor their 
projects. “The pressure to lend is talked 
about, but nothing is done about it.” 

Berkman also suggests that the bank 
boost the number of trained investigators 
to 100 or more. And as perhaps a final 
solution, Berkman says the bank should 
seriously consider cutting off lending to 
countries that are egregiously corrupt. 
"Whatever it's doing is much more than 
they were doing in 1995," says Berkman, 
"but it's still light years from what's 
needed if the bank is truly serious about 
fighting corruption." 

But Calkins rejects the suspension 
of funding as "the easy thing" to do and 
says that would only end up hurting the 
poor whom the bank is mandated to help. 
"If you think you have a chance of reach- 
ing the poor, then you put your emphasis 
on how you reach the poor despite some 
of the constraints," he says. = 
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Mortgages with a life 


Whether you are in the market for a new home or are thinking 
about mortgage refinancing, talk to HSBC about a flexible solution 
that won't take away your freedom. 

With 9,500 offices in 79 countries and territories staffed by 


local people, we know what people want from a home loan and 

use this understanding to tailor mortgages that work for you, and HS BC 
not the other way around. Leaving you free to enjoy your home | 
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ssued by The Hongkong and Shanghai Banking Corporation Limited 


Test Your Brainpower and Win 
a New Canon A310 Digital Camera 


Think You Can Keep 


this Iced Tea Company 
Out of Hot Water? 


The problem: 


For more than 20 years, Blue Orient Tea Co*. has grown and thrived 
by creating offbeat and gourmet iced-tea drinks with Asian flavours 
such as lemongrass and star fruit. Its target market in Asia is young, 
upmarket, professional women. Blue Orient boasts that its teas have 
no preservatives, and sells them in heavy glass bottles with labels 
that have an engraved look, all of which the company believes makes 
the teas high-quality products and justifies a shelf price 30% higher 
than mass-market teas. 


But now the company is finding its margins are being squeezed. 
Distributors and retailers want to charge more for delivery and shelf 
space; shipping costs within Asia are rising; and it is taking longer to 
clear customs. The ingredients that set Blue Orient's teas apart from 
others are now more expensive. Volume sales of the teas appear to 
have reached a plateau. There are also rumours that industry giants 
are planning copycat drinks. 


Blue Orient forecasts that it will start to lose money within 12 months 
if it does not act to counter these trends. 


What should the company do? 


In association with: || 





*Note: "Blue Orient Tea" is a fictional company name created only for the purposes of this contest 
Any resemblance to the name of any existing or previously existing company, product or service is 
purely coincidental. This contest is void where the use of such name or any other aspect of this 


contest is prohibited." 





Closing date for entries 
is July 31, 2004 


To Enter: 


> Write your solution in English. 
Limit it to 300 words. 


> Go online to www.feer.com 
Follow instructions to submit 
your entry. 


> There is no one, right answer; 
Blue Orient and the problems 
it faces are fictional. The judges 
will look for creative solutions 
backed by solid thinking that 
are expressed clearly. 


> The winning entry will be 
published in the REVIEW. 


The prize is non-negotiable and cannot be 
redeemed for cash. Other conditions apply. 
Please visit www.feer.com for details. 





4 


THAILAND 





Veteran politicians find a new way to deal with 
the power of Prime Minister Thaksin 


By Shawn W. Crispin/BANGKOK 


THE FORMATION OF a new political party just months before 
a general election is due could upset Thailand's political bal- 
ance and possibly threaten Prime Minister Thaksin Shi- 
nawatra's goal of winning an absolute parliamentary majority. 

Mahachon (the name means “People’s Party” in Thai) was 
formally launched on July 19, and its membership included 
many senior politicians who defected from Thailand’s main 
opposition Democrat Party. 

Mahachon leader Anek Laothamatas, a United States-edu- 
cated former academic, vowed that if it came to power, the 
party would aim to roll back Thaksin's plans to privatize state- 
owned enterprises and would 
consider abandoning recently 
signed free-trade agreements. 

Anek also called for the 
withdrawal of Thailand’s 451 
peacekeeping troops from Iraq 
and promised that his party 
would refocus the country’s 
foreign-policy priorities toward 
improving relations with Thai- 
land’s neighbours, such as 
Malaysia and Indonesia. 

“We aim to be a third 
choice for Thai voters and Thai 


politicians,” says party deputy RENEWED AMBITIONS: Party founder Sanan (/eft) with colleagues 


leader Akapol Sorasuchart, 
who defected from the Democrat Party to join Mahachon. 

Since Thaksin won office in January 2001, his Thai Rak Thai 
party has dominated policymaking through its parliamentary 
majority. Thai Rak Thai has since absorbed three smaller but 
once-influential parties into its fold, leading to an unprecedented 
consolidation of democratic Thai politics. 

Those moves were in line with the design of Thailand’s 
1997 constitution, which aimed to stabilize incumbent gov- 
ernments by making it difficult for MPs to switch parties in 
mid-term. However, opposition politicians and democracy 
groups have complained that Thaksin has used his power to 
bypass democratic processes. 

Mahachon’s formation could reverse the trend toward 
political consolidation, initially hitting the Democrat Party 
hardest. Former Democrat power-broker Sanan Kachorn- 
prasart broke away from the party to found Mahachon, and 
he brought many of his acolytes with him. 
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The Democrats had been deeply divided since the party's 
2001 electoral defeat. One camp, led by Sanan, favoured more 
engagement with Thaksin's government. The other, led by tor- 
mer Premier Chuan Leekpai, aimed to hit Thaksin through 
allegations of conflicts of interest between his government's 
policies and his family’s businesses. 

Those divisions have hampered the Democrats’ ability 
to devise alternative policies to challenge Thaksin at the 
next election, which must be called by January 2005. Maha- 
chon, on the other hand, has immediately unveiled many of 
its own populist and nationalistic policies, which appear aimed 
at outdoing Thaksin's populist agenda. 

Some Mahachon members expressed interest in possibly 
working alongside Thai Rak Thai in a future coalition gov- 
ernment. Depending on its popularity, some political analysts 
predict that Mahachon could dent Thaksin's hope to win 400 
of the lower house of parliament's 500 seats, which would 
insulate his cabinet members from censure motions. Thai 
Rak Thai currently holds 296 seats. 

*Mahachons entrance has created a new numbers game,” 
says Thitinan Phongsudirak, a professor of political science 
at Chulalongkorn University in Bangkok. "It's ironic: The same 
group of old-style politicians the new constitution tried 
to neutralize is now vying to rescue Thai democracy from 
. Thaksin's absolutist rule." 
Mahachon members say 
> they have approached Thai 
Rak Thai power-broker 
Sanoh Thientong, who re- 
putedly holds sway over à 
faction of 50-60 MPs, to join 
the new party. Sanoh, whose 
faction has ushered in the 
rise and orchestrated the fall 
of at least two previous gov- 
ernments, recently expressed 
his disapproval of Thaksin's 
initial choice of candidates 
for the next election. Sanoh, 
however, has not indicated 
his willingness to join Mahachon. 

Some senior Thai Rak Thai members play down Maha- 
chon’s electoral prospects. “We are still shooting to form a 
one-party government," says Thai Rak Thai spokesman 
Suranand Vejjajiva. "Thai Rak Thai will still be the main 
attraction at the next election." 

Thaksin recently announced plans to distribute 20 billion 
baht ($490 million) among rural Thai villages, raising oppo- 
sition criticism that the policy is veiled vote-buying. Many 
political analysts believe Thaksins party will win an out- 
right majority at the next polls. 

However, they also note that a strong Mahachon show- 
ing could signal a return to the inter-party squabbling and 
factional infighting that hobbled Thai governments' abil- 
ity to formulate and implement policies during the 199058. 
Those squabbles caused at least two coalition governments 
to collapse. = 
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SOUTH KOREA 


Slow Going 
For Investors 


At Citigroup’s KorAm Bank, a strike ends with 
few gains for workers, Citigroup remaining firm 
and a shadow over the finance industry 


By Donald Greenlees/Sroui 


STAFF AT CITIGROUP'S $2.7 billion acquisition, KorAm 
Bank, returned to work on July 12 after the longest strike 
in South Korean banking history. But for the 18 days that 
workers held out, they obtained benefits of dubious merit: 
On key strategic issues affecting the merger, management 
conceded nothing. 

For the bank, the cost of the strike might be some tem- 
porary damage to its reputation. Following the June 25 walk- 
out, depositors withdrew $2.6 billion from KorAm, 8.896 of 
total deposits, according to South Korea's Financial Super- 
visory Service. 

Since the strike ended, $500 million in deposits have 
returned, according to KorAm Chief Financial Officer Park 
Jin Hei. "The degree of the outflow of deposits is not that 
severe compared to other cases in Korea," he says. "The 
revenue loss is not that significant, around $10 million we 
think." But he adds that this will depend on how long depos- 
itors take to come back. 

In the end, the bigger loser from the labour militancy 
on display in the KorAm strike is likely to be the South Korean 
government. Strikes, a familiar occurrence in Korea, depress 
asset values, deter foreign investment and complicate plans 
to further open the country's economy. 

Since the Asian financial crisis, direct foreign investment 
in South Korea has been led by the financial sector. Buyouts 
of distressed Korean banks resulted in foreign investors snap- 
ping up 43% ownership of domestic banking. The level of for- 
eign interest in the industry remains strong. But the gov- 
ernment's ambitious plan to turn Seoul into the financial serv- 
ices hub of Northeast Asia remains a dream, and the KorAm 
strike reminded bankers why. 

In February, Citigroup sealed an agreement to buy KorAm, 
the country's sixth-ranked lender, in the biggest single direct 
foreign investment in South Korea's history. As the first global 
financial player to make a strategic, long-term investment in 
Korean banking, Citigroups move was hailed by the govern- 
ment as a fillip to its financial-hub aspirations. The government 
hopes the expanded Citigroup presence in the market will help 
drive the creation of an international-standard banking system. 
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SLOW ACTION: A KorAm Bank employee waits out the strike 





But foreign investors have long warned that inflexible 
labour laws, union militancy and large wage increases are 
depressing asset prices—what some analysts term the “Korea 
discount"—and discouraging new investment. Foreign 
bankers and banking analysts say the idea of a financial hub 
will remain only a pipe dream without significant changes 
to the labour and regulatory environment. 

“I think these issues will drive down valuations and, with- 
out reform, | don't think Korea will ever really accomplish the 
ultimate objective, which is to obtain this hub goal," says Ste- 
fan James, South Korea country director of United States- 
owned Bank One. 

The KorAm bank strike showed just how deep the prob- 
lems run. The log of claims from the in-house KorAm Bank 
union and the industry-wide Korean Financial Industry Union 
was a strange grab bag of better pay and conditions and 
demands over how Citigroup should manage its acquisi- 
tion. The unions insisted that Citigroup reverse a decision 
to de-list KorAm and that it maintain the KorAm badge on its 
225 branches. If Citigroup had agreed, it would have defeated 
the purpose of its investment—to provide a launching pad for 
its own brand in the Korean market. 

Other demands included guarantees of job security, 
the maintenance of local management and a hefty one-off 
merger bonus. 

But for the 18 days off the job, workers won little. Citigroup 
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had pledged from the start that there would be no job cuts and 
had already appointed KorAnts CEO, Ha Young Koo, to run 
the new merged entity. 

The management did agree to a payout of four months' 
base pay. But this is equivalent to just over a month of stan- 
dard take-home pay, once a variety of allowances are taken 
into account. It was agreed there would be automatic pro- 
motions for lower-grade employees on the basis of seniority 
and that a demand for an 8.696 pay rise would be deferred 
to continuing industry-wide pay negotiations. 


CITIGROUP HOLDS FIRM 

Importantly, Citigroup refused to budge on any of its strate- 
gic plans. On July 9, in the midst of the strike, it went ahead 
with the de-listing of KorAm, of which it owns 99.396. The 
merger is due to proceed in October. 

The unions put the best spin on this hollow victory. “I 
personally think that the KorAm Bank case can be seen as a pos- 
itive," says Korean Financial Industry Union official Yang Jeong 
Joo. He says it demonstrated the flexibility of both sides in nego- 
tiations and taught Citigroup management that “if they don't 
develop roots in Korea they will not be able to succeed." 

For South Korea, the lessons could be expensive. Bank 
One's James says that South Korea pays through lower asset 
prices and lower employment. He says wage increases aver- 
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aging 11.5% a year and laws that make it tough to lay off 
permanent staff mean “you spend every waking moment try- 
ing to keep employment to a minimum.” 

Nevertheless, the record shows foreign investors are 
still enthusiastic about Korean financial assets if the price is 
right. British insurer Prudential was recently named preferred 
bidder by the government for the privatization of South 
Korean asset manager Daehan Investment and Securities, in 
a deal that could be worth $430 million-520 million. Pru- 
dential Financial of the U.S. paid $306 million for 8096 of 
Hyundai Investment and Securities in February. Compa- 
nies including American Insurance Group, JPMorgan, Gold- 
man Sachs and the Carlyle Group have expressed interest 
in buying asset managers. 

With further sales and consolidation to come in bank: 
ing, analysts say HSBC, Standard Chartered, Deutsche Bank 
and Singapore's Temasek are potential bidders. South Korea 
is widely viewed as an underserved market for financial 
services. Citigroup executives say they are confident the 
purchase of KorAm will see South Korea become one of the 
bank's big revenue generators in Asia. 

But foreign investors are sending a clear message to the 
government that it needs to get tough with the unions and 
quickly push ahead with labour-market reform if it wants to 
live up to its dreams. = 
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Why Manila Left Iraq Early 


By Francis Pangilinan 


The writer is the Senate majority leader 
of the Philippines 


The Philippine government's decision to withdraw its 51-man 
humanitarian contingent in Iraq has drawn sharp reactions. 
Nevertheless, certain facts must be established before one can 
fully appreciate the context and basis for the Philippine gov- 
ernment's decision. 

First, the Philippines had already earlier decided to pull out 
its troops on August 20, given the completion of the handover 
of authority to Iraqi nationals on June 28. In the Philippines’ 
view, the objectives of its mission were complete. 

Second, the original parameters of the Philippines’ com- 
mitment to the United States-led coalition in Iraq had changed. 
Following the handover, the view of a number of officials in 
the administration of President Gloria Macapagal-Arroyo 
has been that there is a need to shift efforts in rebuilding 
Iraq to one that allows the United Nations to play a central role. 
The Philippines' decision to pull out, albeit fast-tracked, took 
this into serious consideration. 

Next, and we must be honest, most significantly, the Philip- 
pines has 1.3 million citizens working as civilian employees in 
the Middle East, with 1 million based in Saudi Arabia alone, a 
country lately reeling from a series of terrorist attacks. To fully 
understand our decision to undertake an early pull-out, one must 
see the uniqueness of this Philippine situation. Among coali- 
tion partners, the Philippines is the only country with such a 


«Tf the U.S. and Australia had a million unarmed 
citizens in the Middle East, as the Philippines 
does, their view would be starkly different yy 


large number of citizens working as civilian employees in the 
region. Some have argued that the pull-out will be seen as capit- 
ulation to terrorists and sets a precedent for more Filipinos to 
be taken hostage, like Angelo dela Cruz. But there is another way 
to look at this: If we hadn't acted, 1.3 million Philippine citi- 
zens could have been targets of retaliation. 

If coalition partners such as the U.S. and Australia had 
a million unarmed citizens in the region—or even a half or 
a third of that number—their view would be starkly different. 
If any perspective is required, note that Australia currently 
has 250 troops in Iraq and hardly any civilians in the region 
compared with the Philippines. Its situation in Iraq is remark- 


24 Far Eastern Economic Review 





ably different from that which the Philippines faces. 

It was an American politician who once said 
that all politics is local. True to that maxim, our 
decision to advance our troop pull-out by a few 
weeks also was based on certain realities in the 
Philippines that may not have been fully grasped 
by those who have been critical of the move. 

Angelo dela Cruz, the man taken hostage, is 
one of 7 million Filipino workers scattered around 
the world. These workers have families back home 
to whom they send their earnings. All 7 million 
have an almost similar story: A painful decision 
to be separated from their families, of having to 
sell nearly everything in order to pay for passage 
to their place of work. And once they get there, 
of facing major cultural adjustments, if not down- 
right abuse and exploitation. Theirs is a sad his- 
tory going back 30 years. 

The sacrifice they make because the country 
has failed to provide them with adequate means to 
take care of their families imposes a special respon- 
sibility on the government. The government may 
not always be able to be there for them. But when 
itis within its means to act for their welfare, there 
is a heightened sense that the government owes 
them everything it can do. That is certainly how 
the administration feels about dela Cruz. 

So let me say this to our friends abroad: The 
Philippines is committed to the war against ter- 
rorism, but the country recognizes there are lim- 
its to its actions. We cannot hope to keep our com- 
mitment to the international effort in Iraq if we are 
unable to marshal critical support back home. Any 
leader would recognize this as a fundamental tenet 
of governance in a democratic society. 

The Philippines was one ofthe first countries to 
show its support for the war against terrorism after 
the September t1, 2001, attacks in the United States. 
We remain committed to this effort despite cer- 
tain differences with others on the matter of our 
involvement in Iraq. To be committed to the war 
against terrorism and yet to have a different view 
of how one engages in Iraq are not mutually exclu- 
sive propositions, as some would want it to appear. 
While we understand the initial disappointment 
of some to our decision to pull out, we trust that that 
can be transformed into a deeper understanding and 
respect for our unique situation as a nation. 

We also hope our decision will help pave the way 
for a re-examination of efforts to rebuild Iraq. It 
should be one that looks at achieving the broadest 
consensus within the international community. = 


duly 29, 2004 


SBreadin 


Know it all. See it coming. 


Comprehensive news coverage lets you spot the opportunities and threats. 
With broad vision the market landscape is clear. 


Dow Jones Newswires spans all asset classes globally. 
Our 3,650 journalists in 66 countries ensure you aren’t surprised. 


We are the only global provider of real-time 
financial news across all major data platforms. 


For a free trial, email us at 
enquiries? dowjones.com 


DOWJONES 
Newswires 


News to profit bv. 


E m : J & Ses * 


Aceuracy Intearitv Sneed Flexibility Exclusivity Clarity 








| Lhina Brieting | 





Military Exercises 
In the Taiwan Strait 


The Chinese military has begun this year’s annual 
exercises to simulate an invasion of Taiwan. The drills, 
which take place on Dongshan Island on the western 
edge of the Taiwan Strait, routinely involve about 
18,000 troops. Military analysts said that the focus of 
this year’s games is likely to be on demonstrating 
China’s air superiority. Analysts said that the current 
military exercises come at a particularly tense time 
because of China's deep unhappiness with Taiwan's 
President Chen Shui-bian. (See article on page 28.) 
Also, there are hints of a power struggle in Beijing as 
former President Jiang Zemin asserts his continued 
authority over the military as chairman of the Central 
Military Commission while new President Hu Jintao 
seeks to consolidate his own power. Taiwan held its 
own military exercises on July 21 by having two of its 
jet fighters practise landing on a closed major freeway, 
the first military exercise 
of its kind in Taiwan for 
26 years. The Taiwan air 
force said that the land- 
ings aimed to “review the 
air force’s capability in 
using freeways for 
emergency landings .. . 
3 in case of war.” 


ROADWORKS: Practice for pilots 
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POVERTY INCREASES FOR FIRST TIME SINCE 1979 


The number of Chinese living in poverty rose for the first time since the 
beginning of economic reform in 1979. Based on the number of people 
earning less than 637 renminbi ($77) per year, which is the threshold 

under Beijing's poverty definition, the number increased by 800,000 in 


2003. The government-run China Daily newspaper said that based on the 
new figures, 29 million people now live in poverty in China. China's Poverty 


Alleviation Office said that the increase should be blamed on natural 


disasters in 2003. China's definition of poverty is considerably lower than 
the accepted international definition, which is $1 per day. The World Bank 
estimates that China has about 200 million people below that threshold. 


Two months ago at an international conference, China won praise for 
lifting 400 million people out of poverty since 1979. 
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GDP grew at 9.6% in the 
quarter to June 30, 
according to the 
National Bureau of 
Statistics. This was 
down slightly from the 
first quarter's growth of 
9.8%, and Beijing said 
that it expects growth to 
continue slowing so that 
the increase in the full 
year 2004's GDP is 9%. 
The government 
announced that it 
appeared measures to 
slow the economy, such 
as restricting loan 
growth, were having the 
intended effect and that 
“it is not advisable to 
introduce new, tougher 
policies for now.” 


PROTEST 


Mainland authorities 
barred a group of Chi- 
nese activists from 
travelling to an island 
chain that is claimed by 
both China and Japan. 
The activists had 
planned to go to the 
uninhabited islands, 
which are known as 
Diaoyu Islands in China 
and as the Senkaku 
Islands in Japan, to force 





BEIJING SAID on July 15 that 
it would strictly ban selectiw 
abortion of female foetuses 

because of a dangerous andi 


growing imbalance in the 
number of newborn boys 


versus girls. In China, which 


has enforced a one-child 
policy for more than two 
decades, the government 


b. 


estimates that 117 boys are 
now born for every 100 girls: 


A government official said 


that Beijing has "set the goal 
of lowering the sex ratio to a 


normal level by 2010." 


a reaction by the Japan- 
ese military. In the past, 
Japanese vessels have 
intercepted Chinese 
activists trying to land on 
the islands, but this time 
China's authorities 
stopped them before they 
could get that far. 


INTERNET 


State-run media said that 
China has begun a 
"people's war" against 
pornography on the 
Internet and given Web 
sites a September 
deadline to remove 
indecent content. The 
government-run English- 
language China Daily 


© 


newspaper reported that + 


officials have identified 
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500 Web sites in China 
that carry pornographic 
pictures and film clips. 





CHARITY 


The charitable foundation 
set up by Microsoft 
founder Bill Gates has 
been approved to invest 
in China's main stock and 
debt markets. It is the 
17th organization to win 
such approval under a 
system set up to encour- 
age foreign trading in 
China's markets, and it is 
the first time that a 
philanthropic organization 
has been approved. The 
foundation, run by Gates 
and his wife, Melinda, 
paid out grants totalling 
almost $1.2 billion last 
year for such causes as 
fighting Aids and malaria. 


China faces a potential 
grain shortfall between 
demand and production of 
almost 38 million tonnes 
this year, which represents 
almost 8% of demand. The 
estimated shortfall is 
slightly better than that 
last year, when the harvest 
was at its lowest level in 

14 years, but it comes 
even though farmers are 
expecting a bumper 
harvest this year. Farmers 





RICE: Farm land has been 
lost to development 





blame continued real- 
estate development of 
what was once farm land 
for much of the shortfall. 


RELEASE 


Chinese whistle-blower 
Dr. Jiang Yanyong was 
released from detention 
on July 19 after seven 
weeks. Jiang was held 
shortly before the 15th 
anniversary of the 
Tiananmen Square 
Massacre. Jiang, 72, 
gained renown when he 
called attention to an 
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outbreak of Severe Acute 
Respiratory Syndrome in 
Beijing last year, which he 
said was being kept quiet 
by authorities. Early this 
year, he urged China's 
leadership to declare the 
1989 Tiananmen protests 
a patriotic movement 
and take responsibility 
for the deaths that 
occurred when the 
military intervened. 


China Ocean Shipping Co. 
and other shipowners 
plan to expand China's 
oil-tanker fleet by at 
least 38% this year, 
according to Bloomberg. 
China has been suffering 
a severe energy shortfall 
for more than a year as 
it seeks to fuel a 
booming economy. 
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BAT WINS APPROVAL TO MAKE CIGARETTES 
British American Tobacco won approval from the Chinese gov- 
ernment on July 16 to become the first foreign manufacturer of 
cigarettes in China in at least half a century. China's approval of 
a joint venture between BAT and China Eastern Investments Corp., 
a BAT importer and distributor in China, is the result of four years 
of negotiations. BAT said that it will invest about $1.5 billion in 
China over the next five years and that a new joint-venture man- 
ufacturing plant will take two years to build. The plant will have 
the capacity to turn out 100 billion cigarettes a year. The joint ven- 
ture is considered especially significant because China is easily 
the world's most important cigarette market. There are an esti- 
mated 300 million smokers in China puffing about 1.7 trillion cig- 
arettes a year. 


VIAGRA LOSES PATENT PROTECTION 

China overturned the patent it had granted for the anti-impotence 
drug Viagra, a move that was roundly condemned by the maker of 
the drug, Pfizer, and the leading American business representa- 
tive in China, the American Chamber of Commerce. China's patent 
office overturned the patent after a group of Chinese drug makers 
filed a petition arguing that Viagra's active ingredient, sildenafil 
citrate, failed to fulfil the "novelty requirement" of Chinese patent 
law. Pfizer says it will appeal the decision. Pfizer Chief Executive 
Henry McKinnell contended that 9096 of Viagra sold in China is 
fake or counterfeit. The American Chamber of Commerce said 
that foreign companies of all kinds had been watching the Viagra 
patent dispute as a test case of China's commitment to protecting 
intellectual-property rights. 


WARNER PLANS NEW THEATRES 

Warner Brothers has completed its third deal of the year to build 
movie theatres in China. Chinese state-run media reported on July 
20 that Warner was teaming with a domestic partner to build 10 
multiplex cinemas in five cities. Earlier this year, Warner announced 
a venture with a different Chinese company to open 30 cinemas over 
the next three or four years. At about the same time, Warner said 
it had signed a framework agreement to build as many as 10 other 
multiplex cinemas in southern China. Although no dollar figures were 
reported in the most recent deal, analysts said that the company 
could be expected to invest up to 30 million renminbi ($3.6 mil- 
lion) in individual theatres. 


JOINT VENTURE TO UPGRADE MONITORS 
Facing an increasingly saturated market at home, Chinese elec- 
tronics maker TCL Corp. has formed a joint venture with an Amer- 
ican technology company, Genesis Microchip, to upgrade the qual- 
ity of flat-panel and digital televisions available in China. The joint 
company will be set up in Shenzhen, according to a report in Chi- 
nese state-run media on July 19. Other United States electronics 
makers are making similar deals. U.S.-based Pixelworks said recently 
that it will set up a $10 million chip-design centre in Shanghai with 
Semiconductor Manufacturing International Corp. 


| Elsewhere in the Review: 


| Travel Bug Benefits On-Line Chinese Agencies (page 58) 
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TAIWAN 


Collateral Damage 


Beijing has rarely hidden its contempt for Taiwan's Chen Shui-bian. But now China 
may be tahing its feelings to a new level, threatening the president's allies who do business on 
the mainland with unspecified reprisals if they continue their support 


By Jason Dean/SHANGHAI AND TAIPEI 


Wally Santana / AP 
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TAIWANESE businessmen who invest in 
China tend to be a stoic lot. They've per- 
severed through years of periodic political 
flare-ups, steadfastly pouring tens of bil- 
lions of dollars of investment across the 
Taiwan Strait even as the two governments 
skirt the edges of open conflict. 

Even so, the most recent turn of 
events has unnerved some of them. Since 
late May, just after Taiwan's President 
Chen Shui-bian began his second term, 
China's government has added a new 
twist to its standard denunciation of the 
island's leadership, suggesting that it 
would henceforth take out its frustration 
with Chen's drift toward independence 
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on like-minded Taiwanese businessmen. 

“We indeed do not welcome the very 
few people who stick to the stance of “Tai- 
wan independence'," said Li Weiyi, a 
spokesman for the Chinese cabinet's Tai- 
wan Affairs Office, at a June 18 news con- 
ference, echoing a sentiment repeated 
by Chinese officials, government analysts 
and state-run media throughout June. “We 
will never allow such people to make prof- 
its on the mainland while . . . so doing." 

Such a warning worries some Tai- 
wanese businessmen since it threatens 
their ability to operate effectively in a place 
that is increasingly vital as both a market 
and a manufacturing base. The latest dia- 
tribe is part of a broader rhetorical backlash 
by Beijing against Chen, who won re-elec- 
tion in March. China's government reviles 
the Taiwan president for his efforts to solid- 
ify the democratically governed island's 55- 
year separation from China. China claims 
Taiwan as part of its territory and has vowed 
to use force to prevent it from gaining for- 
mal independence. 

China's warnings to Taiwan busi- 
nesses underscore its growing unease that 
I5 years of accelerating economic inte- 
gration have failed to stem the island's 
drift toward independence. Taiwanese 
companies have invested an estimated 
$100 billion or more in China over the 
past decade-and-a-half, but support on the 
island for unification has dwindled dur- 
ing the same period. With its new threats, 
executives and analysts say, Beijing 
appears intent on trying to use Taiwanese 
businesses that depend on China to 
squeeze Chen and his governing Demo- 
cratic Progressive Party (DPP) into a more 
accommodating position. 

China has made similar moves before. 
After Chen was elected the first time, in 
March 2000, Beijing singled out a hand- 
ful of Taiwan companies whose bosses 
were officially designated advisers to the 
president, including Chi Mei and com- 
puter maker Acer, for criticism and sur- 
prise factory inspections. That episode 
blew over in a matter of months. 

Some experts say that China's latest 
tack is more worrisome. “This time the 
scope has been expanded. Anyone who is 
so-called ‘green’ is in danger,” says Kao 
Charng, a professor at Taiwan's National 
Dong Hwa University, who advises the 
island’s government on cross-strait affairs. 


CHEN’S FRIENDS 
MAY FEEL HEAT 


* Chen's support for Taiwan 
independence has long 
angered China 


* Recently, Beijing has said 


that Chen's allies doing 
business in China also 
deserve scorn 


* The rhetoric worries 
Taiwanese businessmen 
who want to keep politics 
and business separate 





(Green is the DPP's chosen colour.) “Big 
business won't stand up and publicly sup- 
port Chen Shui-bian because of this pres- 
sure," he says, adding that the impact 
could also be felt in Taiwan's December 
legislative elections. 

Indeed, the biggest impact of China's 
moves may be to quell public support 
for Chen among businessmen involved 
in China. Taiwanese executives in cities 
across China interviewed in recent weeks 
say that Beijing's threats are likely to make 
them and their colleagues, most of whom 
already shun public involvement in poli- 
tics, even more cautious. 

“I don't think people will change what 
they think," says Chang Hsiu-wan, a Tai- 
wanese entrepreneur. “But they'll change 
what they say." Chang's company has sold 
traditional sweets and snacks in China for 
more than a decade. "[Beijing] won't stop 
Taiwanese from investing," said Chang, 
sitting in her newly built headquarters 
outside Shanghai. Instead, she believes, 
China's leaders are likely to use the threats 
as a "bargaining chip" with Chen 

Discerning just how much support for 
Chen has actually been eroded by Chinese 
threats can be difficult, since Chen himself 
alienated many businessmen with his con- 
frontational stance toward China during 
the presidential campaign. Chang Yung-fa, 
founder of transport giant Evergreen 
Group, supported Chen in his 2000 race 
but pointedly withheld his backing this 
year. And Chang, like fellow tycoon Wang 
Yung-ching of Formosa Plastics Group, 
made a trip to China after Chen's re- >» 
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election that was interpreted by some as an 
effort to smooth relations with China. But 
this reaction isn't necessarily in response 
to China’s stepped-up anti-Chen rhetoric: 
Well before the recent election, Wang and 
Chang both publicly vented their frustra- 
tion with Chen's failure to end a ban on 
direct transport links with China. 

There are already some signs, however, 
that Beijing is driving a bigger wedge 
between Taiwanese businessmen and their 
government than existed before. In late 
June, for example, when the Taiwan gov- 
ernment held its annual powwow for 
China-based executives, the turnout was 
less than two-thirds of the usual number. 
According to Joseph Wu, chairman of the 
Mainland Affairs Council, Taiwan's agency 
for China policy, and to Chen I-sheng, who 
heads the association of Taiwanese busi- 
nessmen in the inland Chinese city of 
Chongqing, Chinese government officials 
blocked people from returning for the con- 
ference. They did so by explicitly warning 
them not to go and by scheduling their own 
meetings with the businessmen in China 
at the same time. 

This impact aside, Beijing's threats 
often appear to be more bark than bite. 
While there are scattered reports of Tai- 
wanese companies being subjected to 
stepped-up audits or unusual inspections, 
so far China appears to have stopped short 
of major sanctions. 

The one company it has specifically 


targeted for criticism, Chi Mei Group, 
founded by an eccentric Chen supporter 
and Taiwan independence advocate, 
says its operations in China are normal. 
(See article on page 33.) 

The Chen administration is playing 
down the potential repercussions of 
China's pressure tactics. Taiwan doesn't 
want to hinder efforts to bring China 
to the negotiating table on issues such 
as transport links by focusing on Bei- 
jing's recent rhetoric, says Wu of the 
Mainland Affairs Council. And Taiwan 
thinks Beijing has realized the danger 


China Holding, a Taiwan company that 
operates a large factory in the eastern Chi- 
nese city of Zhenjiang. 

"China's always been like this. Politics 
and business are put together, just like 
politics and athletics are put together," 
says Belotus Wang, whose Taiwan-based 
industrial-tool-manufacturing company 
is planning to invest $50 million to 
expand its operation in the Chinese 
city of Ningbo. 

Wang, who has spent much of the past 
rı years in China, says most Taiwanese are 
adept at keeping their politics quiet when 


SOME TAIWANESE BUSINESSMEN FEEL THAT AS 
LONG AS THEY AREN'T OVERTLY POLITICAL, BEIJING 


WILL LEAVE THEM ALONE 


involved in potentially alienating one 
of its largest investor groups, he says, 
noting that there are some 50,000 Tai- 
wanese businesses in China employ- 
ing more than ro million Chinese work- 
ers, "We have to be concerned" about the 
threats, he says, "but for the long term 
I'm not too concerned." 

Some executives are also sanguine, 
saying that they have long since learned 
how to behave safely. "As long as you're 
not blatantly political, then they'll leave 
you alone," says Jason K.L. Chang, chief 
executive of Chia Hsin Cement Greater 
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LOW PROFILE: Taiwan companies like Acer may want to stick to business in China 
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working in China. “The biggest difference 
between China and Taiwan is that peo- 
ple in Taiwan see business and politics as 
two separate things,” he says. 

It helps that China's angry rhetoric 
quietened down in July, in large part 
because the mainland's Taiwan Affairs 
Office suspended weekly press confer- 
ences for a two-month summer break at 
the end of June. 

Still, some executives remain on 
edge. "Everybody's a bit uneasy, and some 
of our members who have in the past 
expressed support for the DPP are very 
worried," says Chen I-sheng, who runs a 
property company. 

China's efforts to leverage its business 
clout are likely to be less useful in Taiwan 
than they have been in Hong Kong, where 
Beijing-friendly executives, including 
Chief Executive Tung Chee-hwa, have 
been key instruments of control. Taiwan's 
vibrant democracy means that corporate 
power is constrained, and experts note 
that executives can still quietly fund politi- 
cians China doesnt like. 

Still, by putting Taiwan's business 
community on notice, Beijing is targeting 
a captive audience. Taiwanese officials 
suggest China's pressure may prompt 
companies to look to invest elsewhere, but 
many executives say their ties to China are 
already too extensive. "I've been here for 
I1 years," says Chang, the dessert queen. 
"My factory is here. My brand is here. . 
How can I leave?" = 
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STANDING UP IN THE WIND 


Even before he was singled out for scorn in the Chinese govern- 
ment's latest tirade against Taiwan independence, Hsu Wen-lung 
stood out from the tycoon crowd. 

Hsu founded his Chi Mei Group in 1953, and the company 
has since grown into one of the world's biggest plastics mak- 
ers with additional interests in everything from frozen foods to 
hi-tech gadgets. Hsu, whose formal education ended with 
vocational high school, became a billionaire along the way to 
building his empire; he is sixth on the Forbes list of Taiwan's 
richest men. 

To attain such heights, Hsu has often done things differ- 
ently. In a society enthralled by the stockmarket, he long resis- 
ted taking any part of Chi Mei public. He relented only in 2002 
when underlings convinced him that a unit of the conglomerate 
needed outside capital to compete in the market for flat-panel 
TVs and monitors. Also, whereas the stereotypical Asian busi- 
ness magnate looks to pass his empire on to his progeny, Hsu 
shuns dynasty-making, instead putting most of his fortune into 
a foundation that, among other things, runs one of Asia's most 
eclectic museums. 

And while other executives tend to be diplomatic 
when speaking about China, Hsu has shown little interest in 
holding his tongue. An adviser and golfing buddy of former 
President Lee Teng-hui, whom China's government has long 
vilified for his moves toward Taiwan independence, Hsu has 
been a public booster of the island's separate identity. He 
aroused China's ire by endorsing Chen Shui-bian for presi- 
dent in 2000. 

He has stumbled into controversy on other sensitive topics, 
too. Hsu, who spent his first 17 years under Taiwan's Japanese 
occupation, triggered an uproar in Taiwan three years ago for 
suggesting that some of the “comfort women" of World War II had 
not been forced into prostitution by Imperial Japan but rather had 
volunteered in order to escape poverty. 

In late May, China let loose its pent-up anger by blasting Hsu 
in the People's Daily as the epitome of the unwelcome Taiwanese 
opportunist. The Communist Party's mouthpiece assailed the 
plastics magnate as a "big shot for Taiwan independence" who 
had "amassed a fortune" in China. 


‘ . ; 
“A company is neutral... It [isn’t] 

- political. We look at everything from 
an economic viewpoint" 


C.H. Hsu, Cur MEI VICE-PRESIDENT FOR CHINA 


In fact, the bulk of Chi Mei's business was built in the 40 
years before the company made its first investment in China. It 
has invested some $200 million since the mid-1990s in a giant 
chemical complex in eastern Jiangsu province, and it has plans to 
build a factory to assemble flat-screen monitors in Zhejiang 
province. China's public lashing sparked widespread rumours in 
the Taiwan media that officials there would start obstructing 
those operations, or withhold approvals for the new plant Chi Mei 
hopes to build. 

G C.H. Hsu, Chi Mei's vice-president in charge of China opera- 
(and a distant relative of the founder), told the Review: "At this 
xt m everything is normal. There's been no change." He strenu- 
ously denied that Chi Mei had any political affiliation. “A company 
neutral . . . It doesn't have a political view,” he said. “We look at 
si ything from an economic viewpoint.” 
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INDULGED: Hsu Wen-lung’s eccentric nature has brought him trouble 


The Chi Mei founder, meanwhile, stepped down from his 
position as chairman, a move portrayed in Taiwanese media 
reports as an attempt to appease Beijing. That's misleading, 
however. In fact, the 76-year-old has been semi-retired since the 
mid- 1990s, and he announced plans to retire as chairman months 
before the People's Daily story. 

Hsu couldn't be reached for this article. But in a previous 
interview with the Review at his modest home in the southern 
Taiwan city of Tainan, his eccentricities were on full display 
Before repairing to his small dining room for a dinner of fried 
fish that Hsu, an avid angler, had himself caught earlier that day, 
the chairman explained how his youthful fancy for classical 
music had blossomed into the Chi Mei Foundation and hi: 
beloved Chi Mei Museum. 

Housed in the company's headquarters amid an industrial 
jungle, the museum holds an extraordinary collection of every 
thing from stuffed giraffes and polar bears to antique weapons, 
Renaissance oil paintings to Egyptian stone coffins. The lawt 
outside the building is filled with giant reproductions of famous 
sculptures. Hsu has spent decades amassing the collecti 
at the time of the REviEw's interview with him in 2002 he į 
to donate it to the Taiwan government. 

A genial host who likes to wisecrack, it's not hard to 
Hsu rubs Beijing the wrong way. "Taiwan is Taiwan. Taiwan isn’t 
China," he said at one point, prompting nervous laughter | 
the several Chi Mei executives with him at the table. Hs: 
defended his fondness for Western art and culture 
sands of pieces in his museum's collection, only a handful ar: 
Chinese). "I buy what I think is beautiful," he said. 
culture should be politicized." 

Hsu clearly enjoys his ability to indulge his passion ! 
and music, but he doesn't seem to take his wealt! 
ously. After his executives left, he pulled out one o 
million-dollar Stradivarius violins and held a jam sessi 
a few old friends (he favours folk songs). Hsu said he did 
insure his museum's collection, because "if | lose a picture, | 
don't want cash. | want the picture." He said he had no plans t 
bequeath his wealth to his children. "To take this money t 
you've worked so hard to make and give it to your child, v 
done nothing for it—it’s not fair," he said. 
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KNOWLEDGE MANAGEMENT 


PUTTING HEADS TOGETHER 


Harnessing the expertise within an organization to improve efficiency and get results 
is what hnowledge management amounts to. So why the reluctance in Asia? 


FOR AN IDEA OF what knowledge management is, it's prob- 
ably best to start with an example of where a failure to grasp 
its first principles led to disaster: The September 11, 2001, 
attacks on the United States. Chris Riemer, of U.S.-based 
consultancy Knowledge Street, was listening to recent radio 
testimony from the 9/11 Commission on how the intelli- 
gence agencies and others failed to share information that 
might have prevented the World Trade Centre and Pentagon 
attacks. "They didn't use the phrase 
‘knowledge management," says Riemer 


By Jeremy Wagstaff/] AKARTA 


called data managers or data scientists." As technology got 
better, so did our ability to collect data. Then as we got bet- 
ter at turning that raw data into information, the data bot- 
tleneck was replaced by an information bottleneck, and the 
hot topics for study were no longer data management but 
information management. "Information overload was uni- 
versal in global business by the mid-1990s,” says Gladstone. 
"Now the bottleneck is, how do we share and use informa- 
tion? That is really at the heart of knowl- 
edge management." 


of the testimony, "but to someone who 
knows the discipline, it's clearly what 
they were talking about." 

Knowledge management—or KM— 
is simply the art of squeezing more out of 
employees, or more specifically, their 
heads. "Companies need to find a way to 
learn from their employees and use that 
knowledge to grow their business," says 
Theresa Wellbourne, president and chief 
executive of Michigan-based eePulse, a 
provider of KM solutions. Adds Lisa Neal, 
a consultant at eLearning and an adjunct 


COMMON MISTAKES 


Asian companies have 
struggled to implement 
effective KM strategies 
because of: 


e Cultural hurdles in traditional 
hierarchical companies 


e Resistance to sharing 
expertise 


* Over-reliance on technology 
to manage information 


For many, this is mostly a techno- 
logical problem: Building databases, cor- 
porate intranets, bulletin boards and get- 
ting everyone to share data and infor- 
mation. For many, it's worked: Hideo 
Yamazaki, a senior researcher at Tokyo's 
Nomura Institute, says that many Japan- 
ese companies have overcome the tradi- 
tional public shyness of their employ- 
ees through Internet-based forums where 
workers can share their experiences, even 
if they're not in the same division, the 
same level or even in the same line of 


professor at Tufts Medical School: "Knowl- 
edge management is a means of collect- 
ing information within an organization or 
group that normally resides only in peo- 
ple's heads." 

Knowledge management is a thriving 
business. Knowledge Street's Riemer has counted hundreds 
of companies offering KM products. Gregory Reid, associate 
partner at international consultancy Accenture, says there 
are 25 "separate and distinct KM tools and techniques." But 
it's not considered to be an all-out hit. “I hear of more failed 
implementations than successes," says eLearning's Neal. 

One of the problems companies face in trying to imple- 
ment KM has been not knowing how to make the most of the 
information. For Bryan Gladstone, consultant and author of 
KM book From Know-How To Knowledge, it's all about bottle- 
necks. "Fifty years ago companies were starved of data," he 
says. "They paid a fortune for data but it was always old and 
partial. It was interpreted using huge computers by people 


34 Far Eastern Economic Review 


¢ Problems in evaluating and 
disseminating knowledge 





work (see article on page 38). 

Yamazaki points to the example of the 
Japanese subsidiary of Johnson & John- 
son's Ethicon Inc., the U.S.-based retail 
pharmaceutical giant, which is consid- 
ered one of the world’s most fervent users 
of knowledge management. However, when the Japanese divi- 
sion set up its own knowledge-management network in late 
2001, it did things slightly differently, first asking employ- 
ees to write an essay or poem regularly and put it on the com- 
pany's portal home page. “This may seem like a waste of time,” 
says Yamazaki. But he points out that in a Japanese context 
the poems and essays played the role of formal introductions, 
considered a vital part of social life. In itself, this wasn't 
enough: Employees were still reluctant to post advice on the 
portal, until the company decided to allow them to use nick- 
names rather than their real names. Suddenly the number of 
postings grew fivefold. Now, a top manager in the company : 
posts to the portal under two names: When he's ordering peo- 
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ple about, he uses his real name. When he's taking part in 
an on-line discussion, he calls himself, among other things, 
"Ex-trading champ." 

But for others, technological solutions are not enough. 
Trevor Liu, a senior consultant at Hong Kong's Productivity 
Council, says many corporate portals lie idle. "After three to 
six months many companies come back to us and say their por- 
tal use is very low," he says. The problem, many believe, is the 
tendency of consultants and sellers to foist "solutions" on a cus- 
tomer. “In the case of knowledge management, the hype was 
generally around the supposition that just creating a technol- 
ogy-based repository of knowledge would bring a lot of value to 
an organization,” says Thomas H. Davenport, a prolific 
author on KM and the director of research at Babson 
College in Massachusetts. “It doesn't.” 

Indeed, some feel the technology itself may be 
part of the problem. Fans of knowledge management 
could be placed somewhere on a line between those 
who believe that it’s all about building better systems 
to enable better communications among workers, 
and those who see emphasizing the solutions as 
ignoring the real issue: the people. This is what 
British knowledge-management guru David Snow- 
den calls the battle between the Fluffy Bunnies and 
the Techno Fetishists. 

Simplifying somewhat, the Bunnies feel that the 
emphasis on technology has largely failed because it 
doesn't address a key issue: How do you persuade 
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workers in an organization to share what they know? “The fur 
damental problem is mindset, not the availability of technol 


ogy,” says Seamus Phan, a Singapore-based KM « 
“Basically, a good KM system must start with the basic ; 

ise that all users should cede some authority and autonomy t 
the collective, rather than being individualistic.” In Pharis expe 
rience, this does not happen as often as it should. When he 
advised a sizable legal-services organization in Southeast Asia 
on setting up a corporate database, he found resistance fron 
among the company's legal eagles, who baulked at sharing 
their expertise 
posed database was still not built along the lines he recon 
mended, he says. 

For some like Gladstone, the answer is not about 
one approach being better than the other, but respect 
ing the advantages of each: Any time and money you 
can save by automating things should be given | 
to the worker in the form of what might be calle: 





even with colleagues. Six months on, the pro 


^water-cooler time." In his book, Gladstone describe: 
an employee called Kevin who never seemed ! 
his own work done, but was always poking his head 


into other people's cubicles and offer In eg ad l 
he was fired for poor performance, the company r: 


ized that most of its projects would not have beer 
possible without him. 
Gladstone's point: All that chatting by the water 


cooler waiting for mail to arrive, ! 
appear and for meetings to start is not dead ! 
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but "knowledge-sharing and de-stressing times. 
Alas, we have got so efficient in our material and 
information logistics that those dead times have 
more or less vanished." 

He points to the rise of the Blackberry—the 
hand-held device that allows the user to access and 
send e-mail from more or less anywhere—which even 
for him means "the time I used to spend on trains think- 
ing or daydreaming has been lost." Or of a pharmaceuti- 
cals sales team who called themselves *Road Warriors" and 
would drive for miles to meet each other at the edges of their 
geographical areas for meetings that involved lots of social con- 
tact over drinks and meals. Their company, hoping to save time, 
money and increase contact among the team, put in a state-of- 
the-art conferencing facility. But, as Gladstone explained, the 
company "failed to understand how important it was for the 
Warriors to make a special effort and to get there." The result: 
The company improved productivity because the sales peo- 
ple gained more time, but it also lost. Recalls Gladstone: 
"The conference did not have enough barriers to entry and 
social rewards for entry to interest sales people enough to 
squeeze time from their ordinary working lives to use it." 
The result: “They killed the community with efficiency." 

Gladstone is putting his money where his mouth is: 
He is director of a British company, Response Depart- 
ment, that sells automated-response services to companies, 
so that e-mail queries are not handled by a person but a 
machine. “If KM is about anything it's about what compa- 
nies do with the time they save and the efficiencies they put 
in place," Gladstone says. 


"Companies need to find a way to learn 
from their employees and use that 
knowledge to grow their business" 


THERESA WELLBOURNE, EEPULSE, MICHIGAN 


Then there's the fact that while the debate rages about what 
knowledge management is all about, the goalposts keep mov- 
ing. A few years back, once staff were inside the building all 
their interaction and knowledge resided there. Nowadays, work- 
ers are just as likely to find their solutions by doing an Inter- 
net search on Google, e-mailing someone outside their depart- 
ment directly or instant-messaging someone who doesn't even 
work for the company. For many managers who consider 
the wisdom inside their companies to be valuable, and any- 
thing outside the company to be dangerous rubbish, this is 
heresy. "That's a question we get a lot," 
says Riemer. "How do you separate the 
'approved' corporate stuff from the 
rest? People in power think there's a 
distinction but I'm not so sure. | 
think people are pretty good at mak- 
ing their own assessments." fi 
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ie In the end, says Riemer, if a 
= * corporation is trying to harness 
^h) vd 
! ^ . corporate knowledge, it usually 
—.. makes one of two choices: "There 
» was the cathedral-building vision, 
in which each new piece of knowl- 
edge becomes part of some vast, 
beautiful structure . . . It was the view 
of people who liked to call themselves 
'architects' of one kind or another." On the 
other hand, others saw it all as some sort of market place, 
"with a lot of people scrabbling around, looking for some- 
thing they needed right now, or trying to sell something they 
had right now. A lot of noise and yelling and waste, but a 
lot of energy and excitement too." 

One company trying to harness this latter vision is 
Tacit Knowledge Systems of Palo Alto in California, says 
Riemer. Tacit's ActiveNet software "essentially reads every- 
one's e-mail to see what they're talking about," says Riemer. 
"Based on user-defined keywords, it then deduces 
that Bob over there is an expert on disaster 
recovery, because he's always sending e-mail 
about it. It asks Bob if that's true, and if 
he says yes, it lists him in a directory as a 
disaster-recovery expert." Think of it as a 
kind of benevolent boss snooping on cubi- 
cle and water-cooler conversations. 

As Riemer puts it, ^Tacit's view is that it's bet- 
ter to provide access to smart people than access to offi- 
cial stuff. I talked to the developers at a presentation once, and 
they said that the company was inspired by the recognition that 
it just took too damn long to get knowledge into reposito- 
ries." Tacit's customers include Aventis Pharmaceuticals, Mor- 
gan Stanley and Lockheed Martin. 

Indeed, KM may end up being more useful when con- 
sidered from the bottom up, rather than the top down: A 
sort of “personal knowledge management." Jim McGee, a con- 
sultant and author, says that individuals cannot hope to share 
what they know if their own knowledge is chaotic. This 
occurred to him when he was having problems finding a Pow- 
erPoint presentation on his laptop: The problem, McGee reck- 
oned, was that no one had been told how to manage their own 
data. "We took away secretaries, word-processing departments 
and filing clerks, and replaced them with PCs and e-mail. 
What we generally didn't do was give anyone any guidance on 
how to manage their own information or on how, or why, to 
manage information on their teams," he says. The bottom 
line: "The highest-leverage opportunity in the KM space for 
most organizations, in my view, is to help individual knowl- 
edge workers become more effective." 

In the end, it seems, KM is not so much the buzzword-filled 
voodoo some might fear as a way of organizing what we know, 
and connecting to what others know. Says Riemer, who has 
worked on what we now call knowledge management for nearly 
30 years, “I don't think KM is a new idea. It's just a new way ~ 
of looking at what we've always done as humans." = 
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KNOWLEDGE MANAGEMENT 


FURGING CHANDE 


Sharing lessons learned is all in the course of 


duty for Singapore’s police force 


By Cris Prystay/SINGAPORE 


WHEN A TEAM OF SINGAPOREAN police officers subdued 
a mentally disturbed man who was rampaging through a veg- 
etable market by wrapping him, mummy-style, in a bolt of 
cloth they'd grabbed from a nearby textiles shop, their tac- 
tics became required reading on the police Intranet. That 
night, officers across the city-state logged on for a manda- 
tory end-of-shift perusal of ideas and lessons learned by col- 
leagues who had worked that day. 

The process of posting key lessons from nonroutine events 
on-line each day is just one part of the Singapore Police Force's 
knowledge-management strategy. The force also hired a con- 
sultant to improve internal relations, instituted brainstorm- 
ing sessions to encourage views on what could be done bet- 
ter, and bought a few new pieces of software to better share ideas. 
The whole exercise is designed to institutionalize the knowl- 
edge of every officer and tap each one's intuitive experience 
so the force is better prepared. 

"Ina time when we're faced with unknowns like terrorism 
or Sars, we must be even more equipped to deal with uncer- 
tainty. To do that, we must have processes in place to lever- 
age our collective wisdom," says Ang Hak Seng, director of the 
force's planning and organization division and head of its 
knowledge-management initiative. 

It's an idea that Singapore's government has broadly 
embraced. While knowledge management has become an 
accepted discipline in the academic and corporate worlds in 
Japan and Hong Kong, the public sector has taken the lead in 
Singapore. The effort came from Singapore's bid to build a 
knowledge economy. In the mid-1990s, agencies were encour- 
aged to step up technology investments and create e-systems, 
offering on-line services to the public as well as internal elec- 
tronic services like e-learning to their own staff. Knowledge 
management, which draws on both technology and human- 
resources disciplines, was a natural next step. 

About two-thirds of Singapore's government departments 
and agencies have some sort of knowledge management, or 
KM, strategy, estimates the Information & Knowledge Man- 
agement Society (IKMS), a Singapore-based association of KM 
experts. Some, such as the Defence Science and Technology 
Agency, have appointed a director of knowledge manage- 
ment; others, like the police, have created KM task forces, 
headed by senior personnel from existing divisions. 


July 28, 2004 






Courtesy of Singapore Police Force 


Singapore does face a few hurdles. Because its knowl- 
edge-management push grew out of its technology push, 
many agencies view knowledge management as a technol- 
ogy issue that can be solved by installing a database, says 
Patrick Lambe, IKMS president. "They're just starting to get 
to grips... moving knowledge between people. You see agen- 
cies here spending 9096 on software and machines and 1096 
on change management. But that won't work. It should be 
the other way around." 

The police force's Ang agrees: In 1997, the department 
hired consultants to help change the internal culture from 
"competitive to collaborative," he says. The KM strategy grew 
out of that, and included new procedures such as the *after- 
action review," which requires officers to analyze what they 
could have done better, as well as what they did well, like the 
one written up by the officers who subdued the mentally dis- 
turbed man. Officers learn about colleagues' solutions to a host 
of issues, and if something really good comes up, it becomes 
part of training at the police academy. If the action reviews indi- 
cate a pattern—in either crime or law-enforcement—senior 
officers will institute policies to fix systemic problems. 


THINK OF IT THIS WAY: Singapore's police take stock 


The process has yielded some concrete results. Public com- 
plaints about police services have dropped 6796 between 
1997—when the department first began its change-man- 
agement strategy—and 2003. The number of mistakes made 
by officers has dropped by two-thirds. 

One hurdle was the Asian concept of "face." People were 
reluctant to write up their failures, which offer the greatest 
learning potential, for the Intranet database. So the force 
instilled a *mistake-management" policy. It guaranteed that 
minor errors would be accepted as part of the learning process. 
It also runs regular meetings of top personnel—chaired by 
an independent facilitator, not a senior manager—with the 
aim of encouraging divergent views on what can be done 
differently or better. & 
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KNOWLEDGE MANAGEMENT 


SUUK TO SWEET 


Here's how Japan's top mayonnaise company 
solved problems and improved staff relations 


By Ichiko Fuyuno/Tokvo 


IN THE LATE 19908, the atmosphere 
at Q.P. Corp., Japan's most famous 
mayonnaise company, was distinctly 
sour. Few people made the effort to 
get to know each other, and staff con- 
versations rarely went beyond the 
team or section they belonged to. 

Amane Nakashima, then head of 
Q.P.'s information-system section, had 
heard about knowledge-management 
systems from software companies as 
a tool for employees to share data. He 
wondered if he could make use of 
such a system to revitalize the 85-year- 
old food manufacturer. *I thought we 
should help change the corporate 
culture," Nakashima says. 

The result: an intra-company Web 
site that urges employees to commu- 
nicate more with each other, exchang- 
ing information about sales tech- 
niques, business ideas and even hob- 
bies. Q.P., which racked up sales of 
Y473 billion ($4 billion) in fiscal 2003, 
hopes the interaction will heighten 


motivation and loyalty and eventually | LOOK WHO'S SURFING: Nakashima got people talking 


increase productivity. 

Experts say that creating an on-line community is an 
important part of implementing knowledge management. 
Simply creating a database that allows employees to share 
information isn't enough, says Hideo Nakajima, a senior 
researcher at the Nomura Research Institute in Tokyo who 
has written books on knowledge management. *Having a 
personal connection lets you learn a lot more things." 

Nakashima, now director of the legal department, created 
a five-person knowledge-management team in 2000, and 
revamped an existing on-line Intranet site that nobody was 
using. The Web site, which is available to 4,200 employees, 
or about 60% of Q.P. group's total workforce, includes content 
that is updated almost every day. Separately, the knowledge- 
management team also sends employees an e-mail newsletter 
with summaries of new content. 
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The team's prime mission: to give workers more infor- 
mation about what various divisions around the company 
are working on. The team members regularly travel around 
Japan, interviewing workers at their offices and factories 
and accompany salespeople on their sales calls to find out how 
they sell mayonnaise to restaurants. 

Another part of the job is encouraging employees to talk 
about themselves on the Web site. So far, more than 100 
employees have written weekly columns on topics ranging 
from fishing trips to vacations. 

Introducing the knowledge-management system wasn't 
easy. Nakashima recalls that some executives complained 
about distributing employee information on the Intranet with- 
out management approval. Other 
executives complained that he was 
sending e-mail newsletters that con- 
tained little business information. 

But Nakashima says the com- 
plaints died down once employees dis- 
- covered that it was fun. "We tried to 
* make them understand little by little 

that they can enjoy it," he says. 

Nakashima's efforts are paying 
off. Employees are talking to each 
other more, and it's generating busi- 
ness ideas. Two years ago, a factory 
worker was struggling alone with an 
age-old problem. Q.P. had long been 
selling boiled eggs to restaurants with 
the shells already removed. But there 
were always a few eggs with bits of 
shell left unpeeled, leading to com- 
plaints. He wrote about his problem 
on the site, and received about 20 
responses, including the one from a 
salesperson who told him that rival 
companies were also struggling with 
the same problem. 

Nobody had the perfect solution. 
Still, “it was important for the worker 
to feel that he could share his concern 

with others," a knowledge-management staff member says. 

The team also sought volunteers through the Web site 
to test a new boiled red-bean product. Some staff com- 
mented that the bean was good as an appetizer or side dish. 
That was a new idea, since the planning department was 
only thinking about using the bean in a dessert. The sales- 
person then presented the appetizer idea to clients as an 
alternative recipe. 

Recently, one factory worker reported that employees' 
telephone manners were declining. The team sought feed- 
back on the Web site and got a dozen responses. Some workers 
suggested that employees should repeat what a caller says, 
which always sounds polite. Others stressed that it was 
important to always remember that every caller might be using 
Q.P. products. & 
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BY THE BOOK: Trotter's helping E&Y to build a pool of knowledge 


KNOWLEDGE MANAGEMENT 


MIND UVER MATTER 


How do you get reluctant colleagues to share 
what they know? Try smiling 


By Mei Fong/HoNc KONG 


FORMERLY A MANAGER OF Guinness World Records, Geoff 
Trotter knows all about keeping databases current. But his 
current job, director of knowledge at accountants Ernst & 
Young China, has really honed his people skills. "The ultimate 
skill I have? Politician," says Trotter, who jokes that he has 
garnered enough experience in the role to join the United 
Nations peacekeeping force. 

Trotter ensures E&Y's China office—the fastest-growing 
unit of the world's second-largest accounting firm—builds its 
pool of knowledge, information in employees' heads that often 
may be lost when they leave the company. Like all knowledge 
managers, he has to persuade different business units—often 
highly individual fiefdoms—to collaborate. He has to convince 
workers that sharing knowledge does not equal losing power, 
and hence employability. It's not always easy to do, especially 
in a climate of corporate belt-tightening and global lay-offs. 

And, on top of that, since an essential function of knowl- 
edge management involves record-keeping, he has the task 
of convincing colleagues to spend time inputting information 
onto databases. "A key part of my role is always smiling, always 
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The Beauty of Blogging 


Companies are latching on to on-line journals to enhance their image and encourage feedback. 
They’re like the water-cooler chats of old, only everyone gets to join in 


ONCE UPON A TIME there was an evil bespecta- 
cled king called Bill who ran nearly 98% of the 
world, imposing on it bloated software solu- 
tions and enslaving it in usurious licensing agree- 
ments. Resentment of Bill was so widespread 
that all the king's public relations and philan- 
thropic works couldn't put his image back 
together again. Then, one day, along came a 
rather chubby computer marketer called Robert 
Scoble who, via his on-line journal, or blog, 
turned it all around. Suddenly everybody liked 
the king again and bought all his products. (Well, 
at least, they didn't resent him quite so much, and 
even spoke to him at parties.) 

OK, it didn’t happen quite like this. But the 
arrival of Scoble at Microsoft a year ago has cer- 
tainly made a difference. Scoble, you see, writes 
a blog (http://scoble.weblogs.com) which is about 
him, Microsoft, technology, cars, more or less any- 
thing. He gets three to four thou- 
sand readers a day, which in the 
blogging world (we bloggers call 
it the blogosphere) is no mean 
feat. When Scoble helped launch 
an internal Microsoft news chan- 
nel in April called Channel 9 
(http://channelg.msdn.com), it got 
tens of thousands of visitors on 
its first day. The reason for his 
success? Credibility. 

“If there's a reason that 
Microsoft hired me, that's it," 
says Scoble. "They knew they 
couldn't just come in and pay 
some guy to write a blog. It had 
to be an authentic blog by some- 
one who had some street cred." 
This credibility comes from 
Scoble not being afraid to be rude 
about Microsoft—he's written 
about how it should be broken up 
into separate companies, some- 
thing that is definitely NOT the 
party line. He's been rude about 
the marketing efforts of some of 
his colleagues (he called the 
Microsoft Media Centre one of 
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the most underpromoted products he'd come across) and, shortly 
before leaving for holiday, gave a personal take on the company's 
recent cost-cutting measures. To Scoble, it's all about being 
authentic: “If I tried to spin, my readers would call me uncle. They 
would unsubscribe or call me a corporate shill." 

Of course, Scoble's not the first to do this, even within 
Microsoft. Corporate blogging has been around a few years, and 
there were already two dozen or so blogs at Microsoft. But 
after his arrival, “things really took off,” he says. He doesn't claim 
credit for this: Microsoft, he says, hired him after one of their 
executives saw the success of his guerrilla marketing efforts 
on behalf of computer manufacturer NEC. The executive, he 
said, "told me later he was seeing that I was changing cus- 
tomer opinions about NEC and he wanted me to do the same 
at Microsoft." The weapon? His blog. Last week, Microsoft 
launched its own directory of Microsoft employee blogs, the 
Microsoft Community Blogs Portal. It currently lists 366. 

It's hard to quantify, but Scoble's presence on the Web is grad- 
ually changing perceptions about Microsoft. It puts a face on 
the corporate behemoth and 
blurs the lines between what is the 
corporate message and what is 
the private view of someone who 
happens to be an employee. So 
does Scoble consider himself a 
Microsoft spokesman? “I think it's 
pretty clear that I am a spokesper- 
son for the company . . . I’m not 
talking on behalf of Microsoft but 
I can affect things on behalf of 
Microsoft," he says. 

Scoble's experience is now 
being replicated elsewhere. 
Slowly, companies are waking up 
to the benefits of allowing— 
even encouraging—their employ- 
ees to blog. Sun Microsystems, 
for example, has dozens of 
employees blogging: So many, 
in fact, that one employee has 
fashioned a blog of all the Sun 
blogs, so that if you really, really 
care about what's going on in 
Sun, you can read it all in one big 
lump. Soon companies won't be 
able to afford NOT to have some 
sort of blogging presence. >> 
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BLOGGING FOR BEGINNERS 


Here are some tips for setting up a 
blog of your own. If you're thinking of 
building it inside your corporate 
universe, and keeping it invisible to 
the outside world, you'll need profes- 
sional technical advice that's beyond 
the scope of this column. So unless 
you really know what you're doing, I'd 
recommend you start a blog on one 
of the popular Web sites. Blogger 
(www.blogger.com), recently bought 


& Blogger 





Create a 

blog in 3 easy 
steps: 

Q creste an account 
o Name your blog 


CED 


BLOG FOR FREE: With Google's Blogger 


by Google, is a favourite, and is free. 
For the more discerning, there's 
TypePad (www.typepad.com). 

There are millions of blogs. So 
don't expect that anyone except your 
closest friends, your mother and 
possibly the weird guy in the next 
cubicle will read you unless you make 


it interesting enough. Differentiating 
from other blogs requires dedication, 
but if it's good you should find a 
modest audience quite quickly. Try to 
specialize, avoid writing a diary, and 
write about what you know. Expertise 
is a definite draw. 

For those of you who really get 
into it, l'd recommend using special 
software to update your blog. While 
it's easy enough to visit your blog 
Web site, log on and then post stuff, 
l've found it easier to use software 
called "blogging tools" which auto- 
mate a lot of this process, and allow 
you to prepare your posts while 
you're not connected to the Internet. 
You can find a list of programs to 
help you do this on my Web site, 
Loose Wire Cache (www./oose- 
wire.com/ blogtools). 

As for reading other people's 
blogs, here are some pointers. Find- 
ing them is the first task. There are 
several directories of blogs on the 
Internet, but your best bet is a simple 
search on Google including your 
interest (blog and garden chairs, or 
blog and wernham hogg, for exam- 
ple). If you're only interested in one or 
two blogs it makes sense just to 
bookmark them and visit them every 
day or so. If you've got more, you may 


—————————————MMM— 


want to try lumping them together to 
make it easier. A new tool called Kinja 
(www.kinja.com) does this quite 
nicely, by pooling your favourite blogs 
into one page-sized digest. 

If you're a real blog freak, you 
probably should install what's 
called a newsreader and subscribe 
to the blog's RSS (Really Simple 
Syndication) feed. If that last bit is 
double Dutch to you, check out my 
column No More Information 
Overload (July 3, 2003) for details. 

One small related update: | 
wrote earlier this year that “eventu- 
ally, RSS will replace e-mail. Or 
rather, it will dovetail with e-mail 
so that it appears in the same 
place, in the same program, so you 
can read Aunt Edna's newsletter as 
well as the news feed of your 
favourite football team.” (Whither 
E-mail?, March 11.) | also men- 
tioned a great little program/serv- 
ice called Oddpost 
(www.oddpost.com), which | said 
came closest to this ideal. Yahoo! 
agrees: This month the company 
bought Oddpost for an undisclosed 
sum. This is a significant move 
toward the merger of Blogs/e- 
mail/RSS. In short, putting lots of 
different bits and pieces in one 
place that you can really control 
and access from anywhere. 


v 
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And it doesn't stop there. Corporate blogging is not just about 
getting the message out. It's about the dialogue within an organ- 
ization. Whether the blog is a personal one, written anonymously 
out of office hours, or an officially sanctioned journal stored on 
the company's servers, it will evolve as the writer and readers inter- 
act, heading off onto alleyways and side roads as discussions 
gather pace. Those discussions can only help the organization, 
however casual they appear to be. 

Blogs are the word-of-mouth, water-cooler discussions of old. 
And, like water-cooler discussions, they can be about anything, 
from company gossip to what cars to buy, what movies to see. 
Only they're on computers, which means they reach a much larger 
group of people, and unless they're secure inside a corporate net- 
work, they can't help but leak to the outside world. In short, blogs 
start a conversation both inside the company and through the 
walls into the outside world. And, because it's a conversation, it 
flows back in as well. The result: “They realized that if they could 
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bring in a human connection they could change 
perceptions of Microsoft,” says Scoble. But they 
were smart enough to realize it worked both ways. 
“And they could build a better product because 
they're getting better feedback." 

Not everyone likes this new world. I've spoken 
to three people who were fired for keeping blogs. 
While all the cases are different—and their blog- 
ging activities may have been the excuse and not the 
reason for their dismissal—it highlights the nerv- 
ousness some employers have about their staff keep- 
ing an on-line journal that, however tangentially, 
discusses company business. But this only illus- 
trates the power of blogs, and how they'll change 
the way we do things, whether we like it or not. = 

More musings at my (uncorporate) blog, 


loosewireblog.com 
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ENERGY 


Crunch Time 


In Korea 


South Korea’s capacity to negotiate long-term contracts for 
the supply of liquefied natural gas is being held hostage to the 


restructuring of the state-owned gas monopoly, Kogas 


IN THE WINTER OF 2002-03, as the ther- 
mometer plunged to rare lows and gas 
demand for heating and electricity soared, 
South Korean gas-industry officials 
watched reserves fall to worrying levels. 
With liquefied natural gas, or LNG, stocks 
dwindling, electricity companies were 
advised to search for alternative fuels for 
power generation. 

“The situation was very dangerous,” 
says Young Hoon Kim, who heads the 
Korea City Gas Association. “We were 
almost pushed to the wall. We only had one 
or two days of stock in our terminals.” 

The Korea Gas Corp., or Kogas, scram- 
bled to buy cargoes on the spot market 
to fill demand. That year, Korea bought the 
unusually large number of 42 spot cargoes 
to ensure the gas kept flowing for resi- 
dential and commercial heating and cook- 
ing. “They had to work very hard to secure 
those volumes,” says one Western energy 
company executive. 

Since that perilous winter, Korean 
government and gas-industry officials say 
they have taken steps to prevent a recur- 
rence, including two medium-term, win- 
ter-only LNG supply contracts with Malay- 
sia and Australia—and plans to almost 
double storage capacity by 2012. 

But the South Korean gas industry, the 
world's second-biggest importer of LNG 
after Japan, remains bedevilled by uncer- 
tainty and an absence of clear planning, 
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say analysts and executives. In the com- 
ing decade, Korea faces a huge LNG short- 
fall. Estimates of the size of the annual 
gap between gas supply and demand 
range from 17.5 million tonnes to 22 
million tonnes by 2015. That is almost 
the equivalent of this year's estimated 
consumption of 21.5 million tonnes. 
Kogas is the single biggest LNG buyer 
in the world. Yet it has not entered a new 
long-term contract since signing a deal with 
Oman in 2000. Meanwhile, several long- 
and medium-term contracts are due to 
expire before the end of the decade, includ- 
ing a 2.3 million tonne annual shipment 
from ExxonMobil's Arun III field in the 
Indonesian province of Aceh. Unless new 
deals are done soon, analysts warn, guar- 
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anteed LNG supplies will fall to just over 
ro million tonnes within a few years. 

"It's fairly urgent," says Philip Lim, an 
economist at the Korea Development Insti- 
tute, or KDI. “The Korean government and 
Kogas have to get on the ball pretty soon." 
In an official statement, Kogas says that 
it plans negotiations with the government 
"at the earliest possible time" on long-term 
contracts to fill the anticipated LNG short- 
fall after 2008. To cover the shortfall 
between 2004 and 2007, Kogas is con- 
sidering four short-term contracts of 1.5 
million tonnes a year. 

Behind the failure to sign new long- 





[a z' ^ IL 

, J "a 

ey Ade. i ME. 
= 


a á "a . 
"e CO LISPSCOUIITOTETT Tease Tit, TA rues pet eee 





eee eee 


BELL LLLILIILLICIS 





seiadau 








a A. Weg] MOV AAi ae CWE a E LGE ADEN 


'64 '66 '68 '70 '72 '74 '76 '78 '80 '82 '84 '86 '88 '90 '92 '94 '96 '98 '00 '02 


Source: Ced ga 


July 99 FNNA 


5 





term contracts have been stop-start efforts 
to liberalize the domestic gas industry. For 
several years, Seoul has been signalling that 
it wants to end the monopoly the govern- 
ment-owned Kogas has on LNG imports 
in the face of resistance from unions and 
Kogas's management. 

A plan to break Kogas's import depart- 
ment into three companies and privatize 
two of them ran into stiff opposition and 
was scrapped last year soon after President 
Roh Moo Hyun came to power—he is 
widely seen as sympathetic to the unions. 
The government has gone back to the 
drawing board to find new ways of intro- 
ducing competition into importing LNG 
that will leave Kogas intact. The most likely 
model will be to license major LNG users, 
including Posco, SK Corp. and LG Inter- 
national Corp., to handle their own imports 
and eventually sell into the market. 

In the meantime, the chaotic process 
of gas-industry restructuring has pre- 
vented the signing of new long-term gas 
contracts. The government has been 
reluctant to agree to new deals till the 
industry restructuring is complete—long- 
term LNG deals signed now would have 
the effect of locking in Kogas's dominance 
for two decades or more. An announce- 
ment of a new reform model is expected 
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in the coming weeks or months, though 
time is fast running out. 

"The deadlines for buying gas and 
restructuring [the industry] don't match," 
says the Western executive. "They [the 
government] are allowing short-term 
priorities to overrun long-term needs." 
Industry experts say South Korea has until 
the end of the year to start seeking new 
LNG orders. The combination of the Arun 
[I] contract expiring and growing demand 
is expected to produce an LNG shortfall 
of more than 5 million tonnes by the start 
of the 2007 winter. 


LONG LEAD TIME 
The world's major oil-and-gas companies 
are salivating at the prospect of two to 
three contracts to cover that requirement. 
To put Korea's demand in perspective, 
a $17 billion deal for Australia's North 
West Shelf to supply China's Guangdong 
terminal involves annual shipments of 3.3 
million tonnes over 25 years. But the gas 
sellers say the lead time for obtaining gas 
from new fields is several years, meaning 
that South Korea needs to move soon if it 
wants to maximize its purchasing options 
and get the best price. 

Despite the delays in offering new 
long-term contracts, South Korea is 


PRECIOUS CARGO: Guaranteed supplies of 
LNG could fall to half of Korea's needs 


expected to go back to the market by earl: 
next year and will itself be one of thi 
fiercely contested LNG markets in the next 


most 


[5 years, reflecting the huge and growing 
appetite for energy across the region. LNG 
consumption in China has doubled in the 


past ro years and Japan, though a more 
mature LNG market, is likely to remain 
the world's biggest import: 

Traditionally, the bulk of that LNG has 


come from the Middle East and Southeast 
Asla—a security COIICCTITI rol ountries 


almost entirely dependent on imported 
energy. Sharply growing demand and con 
cerns about security of supply are driving 
efforts to diversify supply through the 
development of new gas fields closer to 


home, such as the Russian fields of 


Irkutsk in Siberia and Sakhalin off the 
Russian east coast. 

The Korean and Chinese govern 
ments are backing the construction of a 
pipeline from the Irkutsk natural gas 
field, a joint venture of Tyumen Oil and 


1 | 


Anglo-American giant BP. The pi 
would start from Siberia, cross Manchuria 
into China and enter Korea by the Yel 
low Sea. It was originally h 
pipeline would supply Korea 7 million 
from 20068 


ped tne 


tonnes a vear over 30 years 
and China twice that amount. However 


industry analysts say bureaucratic delays 
could put back the flow of gas by two 
years or more. 

Pipeline natural gas alone will not 
meet the region's gas needs. Northeast 
Asia is expected to continue to be the 
world's main importer of LNG, particular 
as Chinese energy consumption grows. 


KDI's Lim says consumption of gas in 
South Korea started to take off when per- 
capita income hit $5 Those per- 
capita income levels are being reached in 


China's coastal cities. "South Korea is a 


very attractive market for at least a decade 
or a decade-and-a-half," he savs. "After 
that, the Chinese market will pretty 
much the dominant market. 

To meet South Korea's projected LNG 
shortfall in the next 10 years, world sup- 


pliers are likely to be competing tor any- 
term 


where between six and nine long 


contracts worth tens of billions of dollars 


according to Lim. The government proj 
ects LNG growth to average around 
4.396 a year and reach 25.4 million 
tonnes in 2015. = 
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Fast-Food Frenzy 





QUITE A MOUTHFUL: Francis (/eft) and Michael Trillana sample their wares 


The success of start-up Go Nuts Donuts reflects both the growing popularity of 
fast food in the Philippines and the quality of local entrepreneurship 


TWINKLE DE GUZMAN takes a bite out of a doughnut and 
smiles with approval. "They're so delicious," she says enthu- 
siastically. Like many others in Manila she was keen to try Go 
Nuts Donuts—the latest addition to the Manila fast-food mar- 
ket. Rowena Sunga, who had travelled for an hour across 
Manila especially to sample the doughnuts, is equally enthu- 
siastic. "They just melt in your mouth," she says. 

The new fast-food sensation may be sticky, soft and 
sweet, but in the last seven months since the first store 
opened, the doughnuts have made a small fortune for 
Michael Trillana, the 32-year-old president of The Dough- 
nut People, Inc., or DPI. Since starting in December 2003, 
sales have exceeded his wildest expectations. The family- 
owned business anticipated daily sales of 3,000 but quickly 
found itself selling about 20,000-25,000 from its single out- 
let at the upmarket Fort Bonifacio area on the fringes of the 
Makati district in Manila. 
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By Howard Winn/MANILA 


Trillana realized he was on to a winner when the lines 
began to form outside his store one week after opening. Peo- 
ple were waiting up to two-and-a-half hours to sample his 
doughnuts. At one point there were at least 300 people wait- 
ing in line. 

"It was a nice problem to have—we had to employ line 
MCs [masters of ceremonies] to entertain the crowd," he 
says. They had a marketing budget, but they did not have to 
use it. Instead they sent text messages to their friends. Fil- 
ipinos are the highest users of text messaging in the world, 
and the news spread fast. 

The lines have receded since the staff was increased from 
15 to 100 and a three-shift system introduced. The store hours 
have been increased and the waiting time is now about 10- 
[5 minutes, but sales have increased to 30,000, which is about 
the maximum the store can handle. 

Industry people say DPI is netting around $17,000- 
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20,000 a week, a figure Francis Trillana, Michael's father 
and the chairman of the company, does not deny. He also 
admits they made their initial investment back very quickly. 
DPI is owned by the Trillana and De Ocampo families. Noel 
De Ocampo is the company's food technologist, and is the 
brother-in-law of Francis Trillana. Francis is also the chair- 
man and principal shareholder in the Philippine opera- 
tions of global advertising agency concern Lowe Inc. He 
has also found time to become a highly successful breeder 
of racehorses. 

Go Nuts Donuts' products have been modelled on those 
produced by popular United States doughnut chain Krispy 
Kreme Doughnuts. Its doughnuts are well known to Manila 
residents, many of whom travel frequently to the U.S. 

Krispy Kreme does not yet have an operation in the Philip- 
pines and has only recently moved outside the U.S. and 
Canada with a few stores in Australia, New Zealand and 
Britain. But itis believed to be preparing a move into Asia and 
has identified franchise partners in the Philippines, Hong 
Kong, Thailand, Malaysia and Indonesia. 

DPI has made some changes to the Krispy Kreme model. 
Like Krispy Kreme, the Go Nuts doughnut is yeast-raised, 
which makes it lighter than the more traditional cake-type 





COMPETITIVE: Jollibee has given McDonald's a run for its money 
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doughnut. While the texture and glazing is similar, the taste 
has been altered to suit the Philippine palate, which though 
the sweetest in Asia is apparently not as sweet as the U.S., 
rated the sweetest in the world. They have also taken out 
the lemon-cinnamon taste found in a lot of U.S. bakery prod- 
ucts and have made the doughnut 25% bigger. DPI has also 
adopted the theatre-store concept employed by Krispy Kreme. 
This enables customers to watch the doughnuts being made. 
“The theatre is a multi-sensory show—you can see them, 
smell them and taste them,” says Francis. 


NOVELTY VALUE 

Whatever the truth of this, the concept appears to be work- 
ing. But Alex Pomento, research head at stockbrokers CLSA 
Philippines, wonders how long the success will last. He says 
the success of Go Nuts is due to its novelty appeal: "There 
is a tendency in the Philippines for people to go for the 
latest thing. But then others are bound to copy it and sales 
will flatten out." But for the moment, business is boom- 
ing. À second store was recently opened in the shopping 
mall at Greenbelt 3, an upmarket development in Makati, 
and plans are well under way to open another two stores 
before the end of the year. 

There are no published statistics for the Philippine fast- 
food market. Michael Trillana estimates it's worth about 50 
billion pesos ($1.4 billion) a year. Others in the industry put 
it at a more conservative figure of about 45 billion pesos. 

The fast-food market has grown rapidly over the past ro 
years with a proliferation of local and foreign establish- 
ments. This has been helped in part by a relaxation o! 
restrictions on foreign entrants and by the slow but steady 
rise in per-capita GDP of about 1.496 per year over the 
past decade, according to the World Bank. Food consumed 
outside the home has risen steadily from 3.896 of total fam- 
ily spending in 1991 to 4.9% in 2000, according to gov- 
ernment figures, a jump from 24.6 billion pesos in 1991 to 
89.2 billion pesos. 

Go Nuts Donuts is not the only local success story in the 
Philippines' fast-food industry. The Filipino-owned Jollibee 
chain has a 5296 share of the fast-food market, pushing 
McDonald's into second place. 

The market is dominated by hamburgers, chicken and 
pizza stores. Next come ethnic-food restaurants and sandwich 
bars followed by doughnuts, ice-cream parlours and theme 
restaurants. The doughnut market is dominated by Dunkin 
Donuts, a U.S. chain now owned by Britain-based Allied 
Domecq, and Mister Donut, which is owned by Duskin Co., 
a Japanese group that owns the franchise worldwide out- 
side the U.S. DPI reckons the doughnut market in the Philip- 
pines is worth about 5.8 billion-7 billion pesos a year, while 
others believe it is lower at about 5 billion pesos. 

The Philippines’ Dunkin Donuts operation is one of the 
largest in the world outside the U.S. Executives there are 
unfazed by the success of Go Nuts. "They have had no impact 
on our sales," says Cora Lugpu, advertising and promotions 
manager for Dunkin Donuts' Philippine operations. Although 
Go Nuts are the same price as Dunkin’ Donuts at 15 pesos &* 
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each, she believes the new arrivals are aiming more upmarket. 

This is not the Trillanas’ first foray into the Philippine food 
market. The family has owned the Philippine rights for the 
Australian orange-juice brand Mr. Juicy since the 1970s and 
has been the market leader for many years. In the 19805 their 
Coney Island and Sorbietero ice-cream brands were respec- 
tively the No. 2 and No. 3 in the Philippines before being sold 
off to Purefoods, which is owned by the Ayala Group. 

They wanted to use the proceeds to invest in the snack- 
cake market. In the 1990s they contacted Continental Bak- 
eries in the U.S., which then owned Hostess Twinkies, the 
hugely successful snack cake, and suggested forming a joint 
venture in the Philippines But they were turned down and so 
decided to learn the business from scratch. They came up with 


ate. We don't necessarily have to be the biggest in the market 
but want to be the best. That's our cardinal rule." 

The project shifted its focus to Krispy Kreme. "We were 
really motivated by that company," said Noel De Ocampo. “I 
looked at their doughnuts and thought, it's a damn good prod- 
uct—1 wonder how they make it." 

To find out, they spent three months over an 18-month 
period working closely with baking consultants in the U.S. and 
flying in samples by courier to their consumer panels in the 
Philippines. "We told ourselves that if we are going to go up 
against two very established leaders in the industry, we had 
to have a clearly superior product," says Michael. 


THE GOVERNMENT ESTIMATES THAT 
FOOD CONSUMED OUTSIDE THE HOME 
HAS RISEN FROM 24.6 BILLION PESOS IN 
1991 ro 89.2 BILLION PESOS IN 2000 


Whammos, which has become a successful brand and is now 
produced by the family-owned business Filia Foods. 

The Trillanas' interest in doughnuts was triggered by a 
casual remark by a yeast salesman that alerted them to the 
potential of the market and suggested it was bigger than the 


snack-cake market they had previously focused on. The dough- 
nut project moved a stage further when Michael Trillana 
noticed while on holiday in the U.S. a long-life cake-based 
doughnut called Little Debbie. He was interested because it 
was the first product of this type he had seen with a shelf 
life of four weeks, which would make it easier to sell through 
wholesale distribution networks. 

But making a cake-based doughnut that stood out from the 
rest proved to be difficult. "We have a rule in the family—we 
only go into a market if we have a real innovation," says Fran- 
cis Trillana. “We look at big markets where we can differenti- 


INSTANT HIT: 
Customers throng a 
Go Nuts Donuts 
outlet in Manila 
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Within weeks of opening up shop DPI was inundated with 
franchising enquiries, with some 5,000 from the Philippines, 
and hundreds from around Asia and Hawaii. The company 
is looking at different franchise models but is in no hurry, pre- 
ferring to develop its home market first. 

"It's an entrepreneur's dream," says Francis. "The chal- 
lenge is to grow this business and to anticipate what it will 
look like as a mature business, to consider its strengths and 
limitations. We believe it is a very viable Asian brand." & 
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BANK MERGERS 


Big Daddy 


Most investors are ecstatic over plans to create 
the world’s biggest bank, but some are sceptical 


By Tom Holland/Tokvo 


IF BIGGER ALWAYS meant better, the bank to be created 
by the proposed merger of Japan's Mitsubishi Tokyo Finan- 
cial Group, or MTFG, and UF] Holdings would be the best 
in the world. 

It will certainly be the largest. With combined assets 
worth nearly ¥190 trillion, or $1.74 trillion at current 
exchange rates, the merged bank will be almost half as big 
again as United States financial-services giant Citigroup. Put 
another way, its assets will be significantly greater than the 
entire GDP of China. 
| But whether the whole can succeed in being greater than 

the sum of its parts is less clear. For the time being, investors 
on the Tokyo stockmarket believe it can. Shares in UF], the 
smallest and weakest of Japan's big four banks, promptly rose 
1196 at news of the banks being in talks, reflecting the view 
that any merger would amount to an effective rescue of the 
ailing UFJ. Executives of the two banks rejected this idea at 
a July 16 news conference. *We will resolve our bad-loan prob- 
lem before the merger," pledged UF] Holdings’ President 
Ryosuke Tamakoshi. 

More surprisingly, investors also bought into MTFG, 
whose Bank of Tokyo-Mitsubishi is widely regarded as the 
strongest and best-managed of Japan's large banks. MTFG 
stock promptly rose by 2096 as investors brushed aside con- 
cerns that the group's finances could be severely dented by 
a tie-up with the weaker UF]. (They also disregarded an injunc- 
- tion filed by Sumitomo Trust over the aborted sale to Sumit- 
omo of UF] Trust Bank.) 

“A merger would combine the strong balance sheet of 
MTFG with the relative strength of UF] in the consumer and 
small-business sectors,” says Ned Akov, banking analyst at 
ING Financial Markets in Tokyo, echoing the general opinion 
of the equity market. 


WRITE-OFF COSTS 

Observers who follow the creditworthiness of Japanese 
banks are less convinced that the proposed merger will 
be a good deal for MTFG. “Our concern is credit costs: 
the provisioning and write-off costs for doubtful and non- 
performing loans [or NPLs],” explains Nana Otsuki, a direc- 
tor at ratings agency Standard & Poor's in Tokyo. The day 
after news of the talks broke, S&P placed Bank of Tokyo- 
* Mitsubishi and other group subsidiaries on credit watch 
“with negative implications." 
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Otsuki is worried that the due-diligence procedures ahead 
of a merger could lead to more loans on UF]'s books being 
classified as nonperforming, eating into the merged bank's 
profitability and potentially into its capital base. 

Created in 2001 from a merger of Sanwa Bank, Tokai Bank 
and Toyo Trust, UFJ's short history has been full of trouble. 
The bank moved aggressively to write off bad loans, cutting 
its net NPL ratio from around 9.596 in 2002 to less than 596 
earlier this year. But provisions and write-offs ate heavily into 
profitability and the bank recorded its third straight year of 
losses for the fiscal year ending on March 31, 2004. 

According to Jason Rogers, a director at Barclays Capital 
Japan, UFJ's ¥1.8 trillion exposure to a handful of troubled 
corporate borrowers like trading company Sojitz and retailer 
Daiei was likely to have led to yet another loss this fiscal 
year. In turn, that could have prompted UF's independent 
auditors to reduce the amount of deferred-tax assets the bank 
could hold as capital, fatally undermining its capital base— 
a very real danger, considering that a similar move by bank 
auditors last year precipitated the Japanese government's 
Y2 trillion bailout of Resona Holdings. 


Despite the risks, however, the proposed merger does hold 
some merit for MTFG shareholders. A tie-up with UF] would 
diversify MTFG's business away from lending to safe but dull 
corporate clients, who currently have little need to borrow. 
Instead, it would orient the bank more towards retail cus- 
tomers and small businesses, sectors which are widely 
expected to become far more profitable as the Japanese econ- 
omy recovers and interest rates rise. 

"They could create a good solid financial institution in 
three or four years' time," says Rogers. Possibly, but that 
will require deft footwork indeed from MTFG's management, 
which is expected to lead the merger. And it would run counter 
to the experience of recent years, during which executives 
around the world have largely failed to deliver shareholder 
value from banking mega-mergers. & 


Far Eastern Economic Review 47 


- a 


1 
— — ——— 





»* 7 X vyp 





AUSTRALIA 


Property Scare 


Residential property prices have fallen less sharply than 
previously thought, so interest rates could still tighten 
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By Michelle Innis 

Australia has had low unemployment of less than 
6% for 10 months, low inflation and consumer 
confidence at 10-year highs. But what it doesn't 
have is reliable housing-market data—and that is 
complicating the Reserve Bank of Australia’s job 
of managing the economy. 

In its monthly bulletin, released on July 15, the 
RBA says housing represents about 65% of house- 
hold wealth and 85% of household borrowing. 
“Given the macroeconomic importance of hous- 
ing, there is a strong public-policy case for 
improved data in this area,” it says. 
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Economic Monitor 


Household borrowing—or consumer indebt- 
edness—has been worrying the central bank since 
October 2003, when the Australian Bureau of Sta- 
tistics said Australians borrowed a record A$18.6 
billion ($13.6 billion) to buy homes. “Household 
credit was growing at around 23% per annum,” 
says AMP Capital Investors’ head of strategy and 
chief economist Shane Oliver. “Income growth 
is around 5%-6% a year. We have had skyrocket- 
ing debt levels tied up with housing and that has 
been a concern for the RBA.” 

The trouble is that housing data analyzed in the 
RBA's May bulletin pointed to a sharp drop in 
house prices in the first quarter of 2004, says Mac- 
quarie Bank interest-rate strategist Rory Robert- 
son. The central bank took data from a number 
of suppliers and analyzed where house prices 
had gone, and the result was falls in the major cap- 
ital cities of Sydney and Melbourne of 10.5% and 
14.5% and a decline nationally of around 8%. 

“When the RBA said house prices had fallen 
up to 8% nationally, that was big news,” Robertson 
says. “What the RBA thinks is happening with 

ome prices is a big deal because it feeds into its 
view on the likely economic outlook.” 

The RBA was using data from the Bureau of Sta- 
tistics, Australia’s largest home lender the Com- 
monwealth Bank, research firm Australian Property 
Monitors, the Real Estate Institute of Australia and 
Residex, a company that collates prices from repeat 
sales of the same property. This month the RBA 
explained that though house prices are down, they 
have not fallen as far as first thought. 

“Those big declines are now small falls—and 
that's good news,” says Robertson. “The gentlest 
RBA tightening cycle in modern history—the cash 
rate has been tightened by just 196 in four small 
rate hikes over more than two years—may yet have 
some way to run. But the bias to tighten is weak." 
The official cash interest rate is 5.2596. 

Fund manager BT Australia's chief economist 
Chris Caton says: "The RBA does not want housing 
to crash-land but it doesn't want a soft landing at high 
levels either. Perhaps it needs to do a bit more coax- 
ing." Robertson says the best estimate of the decline 
in house prices nationally is 2.496 for the March 
quarter. The RBA adds that early data for the June 
quarter has prices declining further, though the cen- 
tral bank does not quantify the decline. 

AMP's Oliver says that sort of drop remains 
consistent with credit growth at about 1896 per 
annum. "And that's unsustainable,” he says. “Con- 
sumer confidence is at a 10-year high, world 
growth is strong and imports are up." He adds, 
"People are very confident they can service their 
home loans. The RBA needs to affect their per- 
ceptions—either with rhetoric or rate rises." = 
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Dow Jones Global Indexes Local Indexes rends 
Index (July 19) % chg YTD (July 19) Mkt Unit Latest X chg YTD 
22M (July 19) %chgYTO — australia 3,535.00 +6.93 Aluminium Łan $/tn 1239.00 +8.42 
A : 228.10 +4.59 Bangkok 642.12 -16.84 Cocoa NY $/tn 1566.00 — *3.37 
China 88 124.30 -8.42 Bombay 4,975.40 -14.79 Coffee NY c/lb 7195 +10.78 
Hong Kong 213.00 -1.75 Colombo | 139142 *3101 Copper NY c/ib 130.50 — «24.82 
58.15 *5.73 Hong Kong 12,166.95 -3.25 Cotton NY c/Ib 4784 -36.27 
85.85 *10.50 Jakarta 754.27 *9.02 Gold Ldn $/oz 406.35 2.61 
112.46 *3.54 Karachi 5,378.93 +20.29 Oil: Brent Ldn $/barrel 3790  *25.62 
196.74 *8.82 Kuala Lumpur 843.15 *6.20 Palm Oil KL Ringgit/tn 1,465.00 — -1742 
71.13 *9.92 Manila | 154426 *706 Pulp FOEX $/tn 659.71 +17.92 
140.12 +5.20 Seoul 750.40 -7.44 Rice Bnk —— $/tn 231.00  *14.36 
100.56 -5.52 Singapore 1,881.77 *6.64 Rubber KL Mc/kg 451.50 4.44 
104.41 7.85 Taipei 5,489.10 -6.82 Soyabeans Chg c/bushel 64775 -18.42 
aila 65.49 -18.11 Tokyo -11,436.00 +7.11 Sugar NY c/Ib 8.28  *46.03 
U.S. Total Market — 259.73 -1.12 Wellington 2,321.63 +1.90 Tin KL $/tn 8,995.00  *36.08 
Euro Stoxx 50* 2,697.69 -2.28 DIA . X 10,094.06 -3.44 Wheat Chg c/bushel 335.50 -11.01 
FTSE 4,321.10 -3.48 AIG - Dow Jones Commodity Index 146.73 +847 
Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx ™ — Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLing Tobera 


ECONOMIC DATA IN THE SPOTLIGHT 








% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Bombay (2.61% on week) 
(July 19) GDP CPI Current acct | Trade balance — !-mth interbank | Prime rate Sensitive index 
Australia — 37(MarOt) *2.0(MarQtr) -33.04 (Mar) -16.80 (May) 5.34 9.50 5,000 
China 9.6 (02 '04) +5.0 (Uun) —*45.88(2003) +14.32 (Jun) 4.66 n.a. 
Ü ^ 16(01'0) *22(un) *4738(04'03) -6:30 (Apr) 2.10 nia. 4,979 
HongKong 6.8 (Q1 '04) -0.9 (May) «15.27 (Mar) -12.29 (May) 0.13 5.00 4.950 
India 8.2 (Q4 '03/'04) *2.8 (May) +4.56 (Mar) -16.12 (May) 6.00 11.13 ! 
Indonesia 4.46 (Q1 '04) +6.8 (Jun)  +4.70(2003)  +27.21 (May) 7.38 7.33 4.925 
japan 6. (Q1 '04) -0.3 (May)  +161.43 (May) *112.20 (May) 0.06 1.38 
Malaysia 7.6 (Q1 '04) +1.3 (Jun) +13.41 (Mar) — *17.74 (May) 2.83 6.00 4,900 
New Zealand  3.6(01'04) *2.4 (Jun Qtr) -4.20(Mar) -2.12 (May) 6.09 6.23 
Philippines 6.4 (Q1 '04) +5.1 (Jun) +3.94 (Mar) -1.25 (May) 7.44 10.44 4,875 
Singapore 9.1 (Q2 '04) +2.0 (May) *2715(Mar) — *27.40 (Jun) 0.81 5.50 
South Korea — 5.3 (Q1 '04) +3.6 (Jun)  +24.43 (May) — +28.64 (Jun) 3.75 3.90 4,850 
Taiwan 63(01'04) — +1.8 Jun)  *2730(Mar)  *13.66 (Jun) 0.97 0.75 dos m 
Thailand 6.5 (Q1 '04) *2.4 (May) +7.35 (May) —*2.25 (May) 1.30 5.75 17 x. de. 2 828 
U.S. 4.4 (Q1 '04) *3.3 (Jun) -402.14 (Mar) -518.76 (May) 1.42 4.25 July 
Source: Government Statistics Source: MoneyLine Telerste 
FOREIGN EXCHANGE 
Key Currencies 
(July 19) $1 worth Spot rate % chg YTD (July 19) $1 worth Spot rate % chg YTD 
Australia dollar 1.3653 -2.78 Mongolia“ tugrik 1,181.10 1.67 
Bangladesh taka 59.25 -1.27 Nepal rupee 72.00 +1.39 
Brunei dollar 1.7064 -0.06 New Zealand dollar 1.524 +0.17 
Burma** kyat 915.00 -2.73 Pakistan rupee 58.45 2.21 
Cambodia** riel 4,127.00 -6.64 Papua New G. kina 3.1099 6.15 
China renminbi 8.2766 0.00 Philippines peso 55.90 0.69 
European Union euro 0.8037 -1.26 Russia" * rouble 29.081 *0.55 
Hong Kong dollar 7.7993 -0.46 Singapore dollar 1.6993 0.10 
India rupee 46.085 -1.06 South Korea won 1,157.00 3.03 
Indonesia rupiah 8,984.00 -6.43 Sri Lanka rupee 102.95 -5.88 
Japan yen 108.23 -0.94 Taiwan NT dollar 33.869 0.30 
Laos** kip 10,695.00 -2.43 Thailand baht 40.755 2.91 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,729.00 0.45 
Malaysia ringgit 3.80 0.00 
Other rates: HK$ = renminbi 1.0608 S$ = ringgit 2.2348 SOR * $1.483 *Officia! rate —. **Unofficial rate Sources: MoneyLine Telerate: Route 
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CAMBODIA 


Cham Offensive 


Backed by overseas wealth, conservative forms of Islam are taking rapid root among impoverished 
Cham Muslims. Some now fear Cambodia could be used as a hideout for terrorists 


[IN THE VILLAGE of Phum Trea, Imam Mohamad Abdul Majit 
is proudly showing off his community's latest addition: A mosque 
built in brilliant white marble, twice the size ofthe holiest mosque 
in Phnom Penh. Next door is a new madrassa, or Islamic school, 
with three floors and at least 15 classrooms. 

The gleaming mosque isnt the only thing that distinguishes 
Phum Trea from most other villages in this predominantly Bud- 
dhist nation. On a relentlessly hot day, a woman approaches the 
mosque dressed in traditional Arab dress. Only her eyes can be 
seen in her flowing black robes. The imam explains that local girls 
can wear non-Islamic clothes outside the village, but not inside 
it. “When going to the national 
schools they wear the uniform of 
Cambodian girls, but when here 
they wear the clothes of the Mus- 
lim school," he explains. 

Asked where the clothes come 
from, the imam offers a revealing 
answer: "Their clothes come from 
Malaysia through relatives of people 
in the village," Majit says proudly. 
“It is the custom of the Dawa Tab- 
ligh movement." 

The conservative Dawa Tabligh 
movement, along with the ultra- 
orthodox Wahabi strain of Islam, are 
transforming the lives of Cambodia's 
predominantly ethnic-Cham Mus- 
lims. Like Muslims in many other 
parts of Southeast Asia, the Chams 
traditionally followed a syncretic 
form of Islam that incorporates elements from Buddhism and pre- 
Islamic belief systems. But in recent years, an estimated 4096 of 
Chams have switched over to the more orthodox Dawa Tabligh and 
Wahabi branches of Islam. 

Their reasons are not hard to understand. The Chams account 
for just 700,000—or around 5%—of Cambodia's population of 
13 million, and have long been victims of discrimination. In the late 
19708, the bloody reign of the Khmer Rouge came close to anni- 
hilating them. By the early 19905, after three decades of civil war, 
there were just 20 mosques left. In the wake ofthe terrorist attacks 


50 Far Eastern Economic Review 





By Luke Hunt/PHUM TREA AND PHNOM PENH 


of September r1, 2001, in the United States and 2002 
in Bali, the Chams have come under fresh suspicion 
from Cambodia's majority Khmers, with complaints 
also of police and official harassment. 

As a result, many Cham communities have 
looked overseas for financial and other support. 
"The scale of change among ethnic Chams is 
breathtaking," says Norwegian anthropologist 
Bjorn Blengsli, who has made extensive studies 
of Cham society. "Alien cultures derived from 
Malaysia and Saudi Arabia have taken root 
through foreign aid and Islamic 
charities, and basically tipped tra- 
ditional life on its head." 

Not everywhere, though. Some 
Chams are deeply suspicious of the 
Islamic outsiders, and have accused 
them of effectively stealing father- 
less children to send to overseas 
madrassas. Those suspicions are 
shared by Western governments, 
but for very different reasons. 
They fear growing links between 
Chams and fundamental Islam 
could turn Cambodia—a country 
notorious for porous borders and 
under-resourced security—into a 
base for terrorist attacks. 

Much of the money donated to 
the Chams is coordinated through 
Cambodian non-government organ- 
izations (NGOs) that have paid generous fees to 
the government for the right to operate. Among 
the most prominent NGOs are the Cambodian 
Islamic Development Foundation and the Cam- 
bodian Islamic Youth Association, funded by aid 
flowing primarily from Saudi Arabia, Kuwait, 
Malaysia, Brunei, Indonesia and Iran. 

In Phum Trea, foreign donations began trick- 
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ling in about a decade ago when residents started A 


following Dawa Tabligh, an orthodox brand of Islam 
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AT PRAYER: Poverty (/eft) is one factor that's driving Chams to once-alien branches of Islam 


practised by some in Malaysia. Imam Mohamad 
says the mosque was financed by Muslims living 
in America while regular donations accompanied 
Dawa Tabligh visits from Malaysia. Other Cham 
leaders who have not converted say much of this 
funding can ultimately be traced back to Iran. 

The lure of overseas aid is hard to resist. 
"Chams are the poorest of the poor, sit at the bot- 
tom of Cambodia's social heap and are ripe for out- 
side forces bearing gifts," says Blengsli. "Those 
who don't convert must fend for themselves and 
they are scared and tired of being victimized." 

To experience such feelings at first hand, travel 
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about 50 kilometres west of Phum Trea 1 
Cham, the Cham heartland. Leaders 


lage, which sits in Roka Poprum commun 


named tor fear of retribution 
Unlike the people of Phum Trea, the t 
are terrified of Khmer authorities. “Visit 


mon," the village chief says. He adds that et 


tensions have intensified since the Septe1 


"Boys are getting into fights and the situa! 


sible, so the parents have requested that ! 
drawn from school. Since September 1 
lated into big problems," he says 
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= HAVEN: Terrorism suspect Hambali used this Phnom Penh guest house 
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Dos primary school in Kampong Cham, there's been a noticeable 
decrease in enrolments among the Cham since September 2001, 
with Chams increasingly sending their children to religious 
schools or keeping them at home. "Those schools don't teach the 
Khmer curriculum," he says. "This will probably worsen the 
situation among the Chams." 

Indeed, education has turned into a flashpoint in the advance 
of orthodox Islam in Cambodia. The people of the village in Roka 
Poprum commune are deeply suspicious of Islamic outsiders, 
particularly Arabs, who they say scout the countryside for orphans 
as well as fatherless children to send to overseas madrassas. Oth- 
ers share their concern about the impact of such education on 
young Chams. "They study Islam and Arabic and not much else," 
says Blengsli, the anthropologist. "They do not learn their native 
Cham and rarely their national Khmer language. Too me it's 
disturbing if someone returns home and they can't talk to their 
mum because of an orphan education." 

The arrival of outside forms of worship is causing other ten- 
sions within Muslim communities. Earlier this year in Roka 
Poprum, Cambodia's top Islamic leader, Mufti Sos Kamry, had to 
intervene after traditionalist and orthodox Muslim communities 
tried to shout each other down during prayer services. The mufti 
ordered that only one type of prayer session be agreed upon and 
held, but the row is still going on. Elsewhere in Cambodia, mosques 
are being split into two or second mosques are being built. 
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To a large extent, the wider Khmer suspi- 
cion of the Chams is fuelled by rumours that they 
are plotting to secede and re-establish the Cham 
kingdom of Champa, physically uniting Kam- 
pong Cham with the old heart of Champa in 
southern Vietnam. Such accusations gained cre- 
dence after Cambodia discovered that for six 
months around the end of 2002 and early 2003, 
it hosted an unwanted guest, Indonesia-born Rid- 
uan Isamuddin—or Hambali—blamed for the 
October 2002 Bali bombings that killed more 
than 200 people. Two Islamic schools were later 
closed, teachers deported and arrests made. Four 
alleged members of Jemaah Islamiah, a group 
associated with Hambali that advocates a pan- 
Asian Islamic state, remain in custody while pros- 
ecutors study their case. 


TERRORIST HIDEOUT 

Western security officials caution against painting 
a doomsday terror scenario. But they worry that 
Cambodia's culture of impunity could be abused 
by militants in need of access to southern Thai- 
land, which has witnessed Islamic unrest in recent 
years, or Malaysia. 

"Nobody seriously thinks life in Cambodia is 
in peril, that there'll be any Bali-style bombings or 
that militancy and beliefs in a pan-Islamic state will 
threaten the country," says one Western counter- 
terrorist agent. “But it is a place for terrorists to 
hide out and take in a bit of rest and recreation. 
Hambali proved that." 

Concerns over inroads by fundamentalists 
led the United States embassy in Phnom Penh ear- 
lier this year to issue a 68-page glossy magazine 
espousing the virtues of Islamic life in America. 
But the village chief in Roka Poprum says 8596 
of his villagers couldn't understand a word of it— 
it was written in Khmer. 

But even if they could understand it, the doc- 
ument would struggle to make an impact on the 
hard-pressed Chams. "The only assistance on offer 
for these people is from an alien branch of Islam 
that wants conversions, and this is achieved with 
the blessing of the government after the fees are 
paid, and these people are unwittingly prone to mil- 
itancy," says Blengsli. "Those who hold on to tra- 
ditional values go hungry, are bullied at school and 
are picked on by the police." 

Back in Phum Trea, Mohamad is unimpressed 
by Muslims who fear the Khmer authorities, and 
indifferent to the problems faced by traditional 
Chams since September 2001. Thanks to its bene- 
factors, Phum Trea has electricity, the children are 


better educated and Mohamad is building himself 


a new home. "The problems are not for all the coun- 


ry," he says. "I care only for my village." & 
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A Sorry Development 


Politeness is an obsession in Japan, so a new air of freedom in the choice of 


words is causing heated debate 


THANK YOU for purchasing this maga- 
zine or stealing it from an airline. Thank you 
for reading the previous sentence, this sen- 
tence, and the following ones. Thank you for 
not tearing out this page and using it to line 
a bird cage. 

This columnist has decided to adopt 
Japanese standards of politeness as an exper- 
iment today. You see, there's ordinary polite- 
ness, and then there's Japanese politeness, 
which is a different thing altogether. 

This becomes clear if you take a ride 
on the Gomen Nahari Line, a semi-private 
railway in Kochi prefecture. One station is 
now called Arigato, which means "thank 
you," and another is Gomen, which means 
"sorry." Gomen has been around for a long 
time, but the idea of turning the pair into 
Thank You Station and Sorry Station came 
from 85-year-old Takashi Yanase—a man 
famed for his original thinking. He is, after 
all, the creator of the cartoon superhero 
Anpanman, a roll of bread filled with bean 
paste who fights crime with superhuman 
(superbread?) powers. I'm serious. 

The obvious question, at least to anyone 
non-Japanese, is: Why? There's no answer 
to this. "Just saying 'sorry' and 'thank you' 
together makes you feel good," Yanase told 
the Mainichi Shimbun. “I'd like this to be 
useful for tourism.” 

Imagine the next meeting of the Kochi 
prefecture stationmasters' association: 

Thank You stationmaster: “Thank you 
for coming. Sorry, but which station do 
you represent?” 

Sorry stationmaster: “Sorry. Thank you, 
Thank You.” 

Thank You stationmaster: “Sorry?” 

Sorry stationmaster: “Sorry.” 

Thank You stationmaster: “Oh, Sorry! 
Sorry, Sorry. Thank you.” 

Sorry stationmaster: “No need to say 
sorry, Thank You, but thank you.” 

Actually, it’s very Japanese that there is 
no indication as to what Thank You Sta- 
tion is thankful for, nor what is being apol- 
ogized for by Sorry Station. The Japanese 
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HOT DESTINATION 
Reader Guillau 


(like the British) scatter the two terms around willy-nilly to create a general 
feeling of good breeding. Meetings between Japanese and British delegations often 
collapse from the sheer scale of pleasantries involved. 

However, the rigidity of Japanese communication is loosening in one key area: 
personal names. For decades, parents have only been allowed to choose names 
from The Official List of Allowed Names. The result is that huge numbers of 
boys are called Kaito and Takumi, and huge numbers of girls are called Misaki 
and Aoi. In 1993, a creative (if insensitive) couple tried to call their child Akuma, 
meaning “Satan,” but officials refused permission. 

But now 578 new words have been proposed as additions to the list, to be 
ratified later this year. These include the kanji characters for “Cancer” and 
“Corpse.” The government is trying to be nonprescriptive, giving members of the 
population freedom over their own language. But Japan is not America. Critics 
lambasted the government for enabling parents to curse their own children’s lives— 
quite literally, since another of the new words is “Cursed.” 

Yet the freedom to criticize leaders must also be defended. One thing Japan 
has developed in common with the West is a refusal to let powerful people get 
away with saying things that are sexist or just 
plain stupid. State Minister for Disaster Preven- 
tion Kiichi Inoue said the recent killing of one 
schoolgirl by another was an example of how 
women were becoming “lively participants in 
Japanese society.” Finance Minister Sadakazu 
Tanigaki added that in his opinion, arson was a 
"girly" crime, while cutting someone's throat was 
a “manly” offence. Both were criticized. 

Japan needs to learn that the freedom to say 
what you think doesn't mean that saying what 
you think is always a good idea. Similarly, being 
able to choose inappropriate names for one's off- 
spring doesn't mean people have to do that. But 
Asia being Asia, they probably will. In a year's time, 
you could easily be visiting Sorry Station and sit- 
ting next to a baby named Cursed Corpse 

Thank you for reading this column. You may 
now approach the bird cage. & 
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BY NURY VITTACHI 


HAVE A TALE TO TELL? 
Call (852) 2831 2502, 
fax (852) 2503 1530, or 
write to GPO Box 160, 
Hong Kong. 

By e-mail: tales@feer.com 
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DAWN PATROL: 
Vultures are the 
undertakers of Tibet 


Postcard 


Death in the Air 


Lacking firewood to cremate their dead, the Tibetans have 
long relied on the ancient practice of sky burial 
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IN THE EARLY HOURS of a rainy June morn- 
ing, a convoy of three Land Cruisers leaves Lhasa 
for a rendezvous with death. A rain-slicked curve 
nearly causes a premature meeting, but a flick of 
the wheel by our driver steers us clear of a 
precipice. As dawn breaks and the rain turns to 
snow, a lovely valley unveils itself before us. 

On the mist-draped mountainside above the 
Dri Kung Theel Monastery, a crowd of sullen vul- 
tures huddles in the snow. Eight o'clock and still 
no morning meal in sight. We're the first to arrive: 
a group of tourists, poorly shod in sneakers and 
street shoes, puffing in the thin air. Then come the 
mourners. On their backs they carry the dead: 
seven corpses wrapped in white, which are set 
down on stone props. 

The lamas keep us all waiting in the cold and 
damp morning air. Finally, the high lama, don- 
ning a yellow hat, arrives with shuffling feet and 
unlocks the metal gate to the charnel grounds. We 
file in. A fire with juniper incense is lit to attract 
the scavengers. One by one, the vultures, perky 
now, fly in for breakfast. 

For most Tibetans, that peerless oxymoron, the 
sky burial, or jha tor (“giving alms to birds"), is 
the preferred way to dispose of their loved ones 
after death. Cremation is the customary method 
for Buddhists, but a lack of firewood has made this 
practice impracticable in Tibet. Anthropologists 
note that the feeding of dead bodies to animals was 
also a custom of the Zoroastrian religion, founded 
in Persia in the sixth century B.C., and is still prac- 
tised by the Zoroastrian Parsees in Mumbai. 

In the old days, a Tibetan friend told me, men 
called dorm dans used some 30 specialized tools to 
dismember a dead body in a scrupulous fashion. 
But on this occasion, such refinement is nowhere 
to be seen. With little ado, the bundles are cut 
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open, and the seven naked bodies tumble out 
onto the concentric stone assemblage. The six 
dorm dans, cleavers in one hand, hooks in the 
other, set to work. Men armed with long sticks 
hold the vultures at bay. 

Then, the high lama gives a sign, and the 
vultures are allowed to fly in to their feast. The vora- 
cious food fight that follows is not a pretty sight. The 
birds drag the mutilated bodies to and fro, fight- 
ing tugs-of-war for the choicest morsels. Curiously, 
and grotesquely, the corpses' hands and feet are 
left relatively untouched by the birds. 

The casual air of the dorm dans as they ply their 





gruesome trade seems positively outrageous. What | 


can the relatives be thinking as they witness the 
bodies of their loved ones being subjected to such 
indignity? If there is any lesson to be learned from 
this obscene spectacle, it is a terrible one. In fact, 
it is so horrifying that the Tibetans use it for child 
rearing. “Ifa child is behaving badly, we bring him 
to a sky burial,” my Tibetan friend told me. “It 
teaches him to cherish life.” 

The deeper lesson, however, for those who sub- 
scribe to Tibetan Buddhism is that there is 
absolutely no reason to be outraged or saddened. 
Once they have breathed their last, the dead are left 
untouched for three days. During this period, their 
consciousness, or namshe, departs the body through 
an imagined hole in the skull, and commences 


its journey through the bardo, the intermediate state - 


that precedes rebirth. After this, the body is noth- 
ing but an empty vessel. To mistake this flesh for 
someone you have loved and treasured is a fallacy 
born of ignorance. 

Our pale faces are proof that such enlighten- 
ment does not come easily. When the main course 
is over, the vultures are shooed off, and the eaten- 
bare bones are crushed with Stone Age-style cudg- 
els and mixed with barley flour to be fed to the 
vultures and crows. By now, most of the mourn- 
ers and onlookers have left the charnel grounds and 
returned to the monastery for lunch. As we make 
our way out, one member of our group remarks that 
the ravenous, free-loading nature of the vulture 


means it's not his favourite bird. “We were the . 


real vultures,” a younger companion replies. 
ERLING HOH 
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BRICK BY BRICK: (C/ockwise 
from left) Balcony protrudes 
from Tokyo House, Japan; 
Natural Ellipse House, Tokyo; 
Commune by the Great Wall, 
China; petals of the Nanning 
Gateway, Guangxi province, 
China; Father's House, 

Xian, China; and another 
section of the Commune by 
the Great Wall 








- ATLAS: ARCHITECTURE 


Class Houses 


Publisher Phaidon gathers a thousand of the world's best examples of architectural 


inspiration in a colourful atlas, writes Colin Pantall 


FROM SMALL-SCALE constructions like public toilets, 

holiday cabins and nursery schools to mammoth projects 

like Kuala Lumpur's Petronas Towers and Hong Kong's 

Chek Lap Kok airport, The Phaidon Atlas of Contemporary 

ï World Architecture is a guide to what it calls the world's thou- 
sand best buildings. 

Asia is well represented. Indian architect Raj Rewal, for 
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example, combines the traditional and the contemporary. His 
New Delhi Parliament Library is a sea of domes reminis 
cent of mosques, temples and palaces, while his Gas Training 
Institute is partly inspired by the great sandstone palaces of 
Rajasthan in western India. 

The traditional theme is also apparent in the Father's 
House, a private and economical (at just $50,000, it is PP 
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one of the cheapest projects in the book) residence set in a 
misty valley of cornfields outside Xian in central China. The 
house is in a traditional courtyard style, but its huge windows, 
airy spaces and simple construction give it a lightness that has 
made it a landmark in the area. 

The Father's House makes imaginative use of local mate- 
rials, and this is a theme repeated throughout the Atlas. In 
the Furniture House—part of a budget-busting housing devel- 
opment near Beijing called the Commune by the Great Wall— 
Japanese architect Shigeru Ban uses locally made bamboo lam- 
inates in a prefab style, while his Japanese day-care centre is a 
light-flooded tube of timber and steel. 

As well as these smaller projects, the 
Atlas looks at the world's most hyped new 
buildings—American architect Daniel Libe- 
skind's Jewish Museum in Berlin, Frank 
Gehry's Concert Hall in Los Angeles and 
British architect Norman Foster's iconic 
Swiss Re Building in London. But the real 
discoveries are the smaller projects. 





[ The Phaidon 


In Japan, Springtecture H uses winding 
Atlas of coils of corrugated iron to give public toilets 
Contemporary — ;newtwist For intimidating minimalism, 
World 
Architecture ] there is Natural Ellipse House in Tokyo— 


a white pod-like dwelling that, according to 
the blurb, “resurrects the loneliness of that 
modern fascination, the existenzminimum.” 

Oddest of all is the Nanning Gateway in China's Guangxi 
province, a sequence of scarlet petals that meld into flower 
shapes along the drive into the city. Initially derided by locals, 
the Gateway has become a beloved symbol of the city: Pub- 
lic taste can change quickly in the face of challenging but 
imaginative design. 

The Atlas shows there is more to great architecture than 
just glass and steel and presents the diversity of world archi- 
tecture: The way Scandinavian architecture forms a dia- 
logue with the landscape, the identification of Australian archi- 
tecture with its environment, the wealth of Dutch housing or 
the Japanese reading of the urban environment. = 
Colin Pantall is a writer based in London 


Phaidon. $160 





SOARING: Kisho Kurokawa Architect and Associates designed this 
stadium in Japan's Oita prefecture 
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ATLAS: MEKONG 


Murky Waters 


Because rivers and forests ignore national 
boundaries, environmental problems are rarely 
contained. An atlas explores how the countries 
around the Mehong River can preserve their 
joint natural heritage, writes Barry Wain 


HOW CAN THE LANDS along the Mekong take advantage 
of Southeast Asia's greatest river without destroying it? 

The latest contribution to that key regional debate comes 
in the form of The Greater Mekong Subregion Atlas of the Envi- 
ronment, published jointly by the Asian Development Bank 
and the United Nations Environment Programme. At 216 
pages, printed in colour on glossy paper, the volume earns the 
title "atlas" from the inclusion of maps, photographs, tables, 
graphs and remote sensing images, as well as its weight. 

Thailand stands as a case study in ecological abuse and 
a warning to its neighbours. As the country rapidly indus- 
trialized and joined the ranks of the so-called miracle 
economies at the tail-end of the 2oth century, forest cover 
shrank to about 29% of land area in 2000 from 50% in 1961. 
So severe was the damage to the environment that more than 
half of Thailand's villages are short of water today. 

Neighbouring countries, less developed because of war 
and former socialist restrictions, can learn from Thailand's 
mistakes as they take advantage of newly adopted market-ori- 
ented policies and look for a way out of poverty. Yet much of 
the evidence suggests they will repeat Thailand's folly. 

Logging—legal and illegal—that covers everything from 
hand saws to industrial-scale production is threatening 
remaining forests. Farmers are converting wetlands whole- 
sale for agricultural use, altering flood patterns and endan- 
gering indigenous plants and animals. Plans for dams and 
weirs abound, despite inadequate knowledge about their likely 
effects and the disastrous example of Thailand's Pak Mun 
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MEKONG MESS: The Mekong River's delta in southern Vietnam 
is polluted, but where else can people wash? 


dam, which blocked the migration of white fish, almost wip- 
ing out the fishing industry upstream. 

Countries along the Mekong need to do more than imple- 
ment national policies designed to provide for future genera- 
tions: They must cooperate and coordinate their actions if they 
are to have any chance of success. For example, the effects of 
the dams China is building on the Mekong River are being felt 
hundreds of kilometres downstream in other countries. 

The ADB's participation will raise hackles, if not suspi- 
cions of a hidden agenda, among some environmentalists 
since the ADB is the moving force behind plans to integrate 
six component parts into a Greater Mekong Subregion 
through an ambitious infrastructure programme. As China's 
Yunnan province and the five Southeast Asian countries— 
Thailand, Burma, Laos, Vietnam and Cambodia—have been 
linked over the past decade by a network of roads, bridges and 
telecommunications systems, critics have faulted the ADB for 
allegedly giving priority to the private sector over both the envi- 
ronment and local communities. 

But for the most part, the Atlas strikes a realistic note, and 
frames the central question clearly in the foreword: "The chal- 
lenge facing the subregion is how to improve the livelihood 
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of its people while preserving its rich envi- 
ronmental heritage." With more than 
2096 of the sub-regior's 250 million pop- 
ulation still in the “poor” category, devel- 
opment is essential. The question is, what 
kind of development? 

The Atlas lists all the dangers, from 
overfishing to failing to calculate the full 
costs of hydropower and increased traf- 





ficking in women, children and drugs [The Greater 
across national borders. Yet, disappoint- Mekong Sub- 
region Atlas of 


ingly, few possible solutions are offered. 
For instance, the Atlas sees "much scope 
for more meaningful non-governmental 
participation in sustainable development." 
How could this happen, when civil soci- 
ety is banned or heavily constrained in 
authoritarian countries such as Burma, Laos and Vietnam? 

But it probably is asking too much of the co-publishers to 
have ventured further, because what lies ahead is a political 
minefield. It will take political will for the governments to face 
up to their responsibilities, and it may take a political mira- 
cle for them to agree to share their natural bounty. = 


the Environment | 
published by the 
Asian Develop- 
ment Bank and the 
UN Environment 
Programme. $40 


Barry Wain is a REVIEW correspondent 
based in Singapore 
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CEO CALL 





NEIL SHEN, Ctrip.com International 






Riding the Travel Boom 


As more middle-income Chinese get bitten by the travel bug, the domestic tourism industry 
is taking off—and with it the fortunes of on-line service providers 


NEIL SHEN’S SMALL, nondescript office in 
Hong Kong is an encouraging sign for any in- 


vestor in his company. The Shanghai head- 
quarters of Ctrip.com International, one 

of China’s largest on-line travel agen- 
cies, is even more “not fancy,” says 
Shen. The 36-year-old founder, 
president and chief financial 
officer of this major Chinese 
Internet enterprise says he still 
prefers to find hotel and airline 
bargains through his com- 
pany's Web site rather than to 
jet-set about in first-class digs. 

Such thriftiness is one reason 
the Internet concern was able to 
become profitable after just two years 
in operation. For the first quarter 
of this year, the company reported 
net income of $2.6 million, an ~~ 
increase of 222% from the same 
period the year before. One of 
its early investors was United 
States-based private-equity 
firm Carlyle Group and. à 
one of its latest is Japan-  & 
ese e-commerce retailer 
Rakuten, which ac- 2 
quired a 21.6% stake ` 
in Ctrip.com for more 
than $100 million. While down 4% so far this year, 
Ctrip.com’s stock still trades at more than 80% 
above the price it debuted at on New York's Nas- 
daq exchange in December. 

Founded by Shen, a former investment banker, 
and two other colleagues in 1999, Ctrip.com is 
among the first players to aggregate information 
about China’s fragmented tourism industry, help- 
ing Chinese travellers to make plans and book 
hotel and airline reservations through an easy-to- 
use Web site. The company has business relations 
with more than 2,100 hotels across China and 
about 450 hotels abroad, and with all major Chi- 
nese airlines and international carriers that oper- 
ate flights originating from China. So far, more 
than 700,000 people have used Ctrip.com to make 
a hotel or airline booking. 
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Shen admits that at first they 
tried to copy the business 
model of successful on-line 
travel agencies such as Expe- 
dia of the U.S. “But a lot of 
things had to be done differ- 
ently because the operating 
market in China is so differ- 
ent," says Shen. 
For example, only about 3096 of 
all Ctrip.com transactions are done on- 
line. Even though more Chinese peo- 
ple are becoming familiar with using 
the Internet, the company runs a toll- 
free, 24-hour, 7-days-a-week call cen- 
tre for users who still prefer to final- 
ize travel plans by speaking with 
an agent. In addition, while more 
Chinese people are using credit 
cards, many still hesitate to make 
purchases on-line. So, Ctrip.com 
delivers airline tickets to its cus- 
tomers in person and collects pay- 
ment from them. The company 
takes a commission and passes © 
on the rest to the airlines. 
Hotel reservations are made 
on-line but Ctrip.com 
users pay directly to the 
hotel following their stay. 
The hotel then pays a commission to Ctrip.com. 

Also, while its U.S. counterparts mainly advertise on-line, 
Ctrip.com has had to use different methods to increase its visi- 
bility and build its brand name. “Advertising just on the Inter- 
net doesn't work for us,” says Shen. “We have to go out and attract 
new customers in ways that have more impact.” One of their most 
successful marketing tools is simply to have sales staff wait around 
airport lounges and train and bus stations handing out Ctrip.com 
brochures, says Shen. The company also cross-markets with 
airlines, getting them to include information about Ctrip.com 
in the mailings they send to their passengers. Y 

While some investors have been concerned that govern- 
ment efforts to slow the Chinese economy will also dampen Chi- 
nese people's urge to travel, Shen doesn't think so. “Even if the 
economy slows, China's travel market is growing fast," he says, 
adding that many middle-income Chinese people have been/- 
bitten by the travel bug. KIMBERLY SONG 
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STATISTICIANS, 


PLEASE KEEP UP. 


THANK YOU. 


Turning heads with her game since she was eight years old, Grace Park settled into the LPGA 
in 2000 with just that: grace. Her swing has been mimicked, revered and applauded for its ease, 
beauty and power. Long off the tee, in 2003 she ranked fourth in driving distance, crushing it on 
average, 266.5 yards. Power aside, she ranked first in birdies, knocking in 403 of them, tied for 
first in rounds in the 60s and posted 19 top-ten finishes in 26 events. All totalled, you're looking 


at a player whose passion for the game has kept statisticians busy and opponents at bay. 
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which did a good job sian issues 
_of great concern to the expatriate 
_ Uyghur community. The story was 
largely accurate, except for some of the 
_ historical background. Erkin Alptekin’s 
father, Isa Yusuf Alptekin, was never 
_ the head of a Uyghur government in 
Xinjiang. Instead, he was one of a num- 
ber of Uyghurs who accepted positions 
under the Kuomintang and returned to 
«the region as Chinese-appointed offi- 
¿cials in 1945. Although he clearly 
became disillusioned with KMT poli- 
cies, he was still officially a member 
of the KMT-appointed government 
when he left Xinjiang in 1949. That 
affiliation meant some Uyghurs out- 
de China viewed him with distrust— 
and goes some way towards explaining 
divisions among the expatriate 
ygl ur community that have existed 
for some time. 

 Taiwar's continued efforts to main- 
in links with Uyghurs and Kazakhs 
om Xinjiang living in Turkey added 
iother layer of uncertainty for those 
remained leery of any Chinese 
'rnment's agenda in the northwest. 
None of this, however, should distract 
from the efforts of Erkin Alptekin, who 
rtainly deserves credit for what he has 
complished in uniting disparate 
ur organizations and providing 
focus for their efforts towards gaining 
greater international recognition. 


LINDA BENSON 
Rochester, Michigan 














DEBILITATING LOANS 

I was deeply affected by your article, 
_ Stealing from the Poor [July 29]. The 
leans granted by the World Bank to my 
country, the Philippines, have made the 
.' mation dependent on them, drowning 
.. t itunder a load of debt. Now, because of 
^ debt servicing, it is increasingly 
difficult for the nation to pay even for 
necessities such as education and 
agriculture support. Thus, the World 
ank is pushing us into an ever more 
ful situation. 






JENIFER BURBANO 
Makati 


CHAM MUSLIMS 
I refer to your story, Cham Offensive 


[July 29]. I find it astounding that you. 


should insinuate that Cambodia may 
be a safe haven for terrorists. Moreover, 
the Western media have coined terms 
such as “orthodox,” “fundamentalist” 
and so on without due regard to 
whether such jargon accurately depicts 
Islam. It is arguable that Christianity 
has had a bloodier history than Islam. 
Dont forget the Crusades, the Inqui- 
sition and so on. 

If Cambodian Muslims are given 
an appropriate amount of support and 
the correct education, they will become 
good Muslims, not terrorists. And why 
should the Chams spurn support that 
is generously given? 

MOHD. AZUDIN YUSOF 
Kuala Lumpur 


PANDA PLIGHT 

Thank you for your article on the 
plight of the giant panda [The Price of 
Popularity, July 8]. They are being 
imprisoned for the sole purpose of 
fund-raising, yet the money raised 
from foreign exhibitions is not being 
used for their benefit. 

The photograph of a panda stand- 
ing on its hind legs, holding on to the 
bars of his prison while beseeching 
help from his human captors, 
brought a tear to my jaded eye. Unfor- 
tunately, grant money only encour- 
ages “researchers.” Stopping the flow 
of money is the only solution to panda 
abuse. 


IAIN MOFFAT 
Seattle 


ELECTION MONITORING 
Michel Renard [Inconsistent, Letters, 
July 8] suggests that the Third World 
should monitor American elections. 
He is evidently unaware that the Bush 
administration had turned down a 
United Nations offer to monitor the 
2002 elections. 


MICHAEL HAAS 
Los Angeles 
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| rinc Ip le Error Indonesia's court is right that laws should not be retroactive. 


Now, io maintain the Bali convictions, it should consider the precedent from Nuremberg 


INDONESIA IS IN A JAM. Now that its Constitutional Court 
has decided that the country’s anti-terrorism law cannot be 
^ — applied retroactively, what happens to the over 30 terrorists con- 
D -.. victed under the law passed after their murderous act in Bali? 
|». But don't blame the court for the dilemma; this is one that is 
.. attributable to poor attention to policy on the part of the Jakarta 
"administration. First, it long refused to admit it had a prob- 
. lem with terrorism; then, after the shock from Bali, it pushed 
through a tough anti-terrorism law almost only because of pres- 
sure from the West. Taking their cue, prosecutors in the Bali 
trials applied the new law instead of building cases under 
long-established criminal law against murder, so that justice 
would be swift. If there's anything to be learnt, it's that acting 
ashly breeds problems. 
. As we cautioned last year at the start of the series of trials 
1 Bali, the use of the anti-terrorism law was neither wise nor 
rudent. We noted that "a fundamental legal tenet is that laws 
ould not be applied retroactively." Last week, the Constitu- 
ional Court found even more concrete backing, saying Arti- 
le 28 of the constitution guarantees "the right not to be tried 
under a law with retroactive effect.” 
|. Our unease with the Bali trials under the anti-terrorism law 
extended to the concept of the rule of law. Indonesia, which has 
long struggled with this, must show it can live by established 
norms. Thus, we worried that “it would be counterproductive 
to hopes of firming up respect for the law if Indonesians were 
allowed to think that laws can be applied willy-nilly . . ." This 
needs to be borne in mind as Jakarta tries to figure out what 
to do about the Bali convictions. Yet we sense officials trying 
to carve a route through expediency. According to Justice Min- 















ister Yusril Ihza Mahendra, the convictions “remain legal 
because they were made before the ruling.” And the chief judge 
of the court was quoted saying, “The Constitutional Court 
ruling does not apply retroactively either.” These ad hoc views 
beg the question as to the purpose of a court undertaking judi- 
cial review in an appeals case. 

Still, there may be a way to repair the damage. The reason- 
ing against retroactivity in criminal law is simple: it is against fair- 
ness to legislate acts as crimes after the fact. But if fairness can be 
served, retroactivity may be acceptable. The Nuremberg trials, for 
example, were conducted under a retroactive decision that for the 
first time prosecuted lower-ranking military personnel for crimes 
against humanity—because the crimes of so many in the Nazi 
regime were so morally repugnant and so against naturallaw. | 
Equally, those proven to have plotted and executed the murder — 
of 202 people in Bali are held so immoral that fairness cannot - 
be seen to be served by freeing them. Here, Indonesian jurists 
may well find that natural law sits higher than the constitution. 
But they must ensure this result through proper due process. __ 

Many in the West—particularly Australia, from where many ^ 
of the victims of the Bali attacks came—will want quick assur- 
ances from Jakarta about the Bali convictions. They deserve to 
know that fairness will prevail. But they also need to be reminded. 
not to hope for short cuts in the rule of law. The developing world. 
isn't a special case with regard to the rule of law; this is justas - 
true when the interest of the West is involved. I 

At the end, what's even more important than the Bali con- - 
victions is the future: how to prevent future terrorist attacks. 
That's precisely why it pays to heed as much how law 
exercised as how they are made. = m 













c ELECTIONS must be held in Thailand 


(by early 2005. And it looks as though the 
. campaign season has begun. Last week, 
_ Prime Minister Thaksin Shinawatra 
|. announced new plans for developing the 


country: The disbursement of grants 
<- worth hundreds of billions of baht across 
_ the nation. The power of incumbency 
is such that state largesse is to be 
xpected in any democracy in an election 
ar. Our particular concern is that today 
'hailand this threatens to take the 
deeper into debt. 
und Mr. Thaksin mooted is curi- 





6 Far Eastern Economic Review 


ous in one respect. Provinces will get 
1 billion baht ($24 million) for every one of 
their members of parliament—hence the 
suspicion by the opposition that this is to 
butter up voters. Initially, Mr. Thaksin said 
funds would be allocated to a budget for 
MPs to work with constituents to spend. 
Later, he clarified that the money would be 
given directly to provinces, but with the 
amount still linked to the number of MPs. 

To be sure, the Bangkok Post reports 
that the funds may be cut to 100 million 
baht per MP. But at the end, the larger 
issue isn't so much the amount spent, but 





Parliamentary Spending Thailands new development plan 


that this administration has become per- ' 
haps too comfortable with spending—and 
with encouraging Thais to follow suit— 
as a means to build the economy. 

Spending brings debt. Official pub- 
lic debt now is equivalent to roughly 4496 
of GDP. And according to one opposition 
politician, the average household debt has — 
risen to 80,000 baht from 60,000 baht | 
in two years, as Thais are encouraged 
towards consumption. 

True, growth has been robust. But 
when that comes out of unproductive debt- 
inducing spending, caution is needed. © 


August S. 2004 
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U.S. Rethinks 
Japan's Charter 


When Japan's pacifist constitution was drawn up in 1947, 
United States occupation authorities led by Gen. Douglas 
MacArthur heavily influenced the final draft. Six decades later, 
the Americans appear to want it edited. The pressure started 
on July 22 when Japanese media reported that Deputy Sec- 
retary of State Richard Armitage had met Japanese politi- 
cian Hidenao Nakagawa in Washington and told him that Arti- 
cle Nine, the provision in the charter renouncing war as a sov- 
ereign right, is hindering Tokyo's ambitions to become a 
permanent member of the United Nations Security Coun- 
cil. A day later, John Bolton, U.S. undersecretary of state for 
arms control and international security, told reporters in Tokyo 
that "the decision by Japan to modify that constitution would 
be welcomed and accepted by the United States." America's 
desire for another close friend on the Security Council is 
understandable. In the run-up to the Iraq War, the five per- 
manent members of the council— Britain, China, France, Rus- 
sia and the United States—were hopelessly at odds. 


DIPLOMATIC CHANGES IN WASHINGTON 
The retirement of a senior Asia hand in the U.S. State Depart- 
ment is setting off a round of changes in assignments for other 
Asia experts in the department. July 26 was seasoned China 
expert Donald Keyser's last day on the job as principal deputy 
assistant secretary of state for East Asia and the Pacific. 
Moving up to his job will be Evans J.R. Revere, a fluent Korean, 
Japanese and Chinese speaker who is currently director of 
the department's Office of Japanese Affairs. Revere's Korea 
expertise will be called on heavily in his new job, which 
during Keyser's tenure was focused on U.S. policy toward 
North Korea. W. David Straub, a Korean and Japanese 
speaker who is director of the Office of Korean Affairs, will 
take Revere's place running the Japan desk. Taking over from 
Straub at the Korea desk will be James Foster, a former polit- 
ical minister-counsellor at the U.S. embassy in Tokyo. With 
the departure of Keyser and, earlier this year, of China hand 
James F. Moriarty as senior director for Asian affairs at 
the National Security Council, senior Asia jobs in the U.S. 
administration are now almost all in the hands of Japan and 
Korea specialists. 


JAKARTA AND DILI NEAR TO BORDER PACT 

East Timor has resolved almost all of its outstanding border 
demarcation problems with Indonesia and expects to sign an 
agreement before the end of this year. Foreign Minister Jose 
Ramos Horta tells the Review that 90% of the outstanding 
issues have been resolved. “By September or October, between 
Timor Leste [East Timor] and Indonesia we will agree on all 
our border, including Fatu Sinai,” he said, referring to an unin- 
habited island lying off the Oecussi enclave, which is sur- 
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Photos: AP 


BORDER PACT: A Timorese policeman keeps watch 


rounded by the Indonesian territory of West Timor. Jakarta 
claims Fatu Sinai. The remaining 10% of the border still to be 
agreed on is believed to include territory in the Oecussi enclave 
and a disputed border delineation near Batugade on the north 
coast. Meanwhile, Horta says there have been no violent inci- 
dents along East Timor's 240-kilometre border with West 
Timor since January 2003. 


CHINA PARTY PLANS LIMITED DEMOCRACY 
China’s leaders are expected to take a small but significant 
step toward political reform later this year by allowing limited 
voting within the Communist Party in an effort to curb the 
corruption and political patronage that is tarnishing the party's 
public image. People familiar with the plan say the Central 
Committee will in September give more local party com- 
mittees—which traditionally have acted as rubber stamps of 
party leaders—the right to vote on personnel and other major 
decisions. Analysts believe the planned reforms have largely 
been inspired by fears among communist leaders that abuses 
of power by officials, corruption and growing wealth inequities 





v 


could erode their legitimacy in the eyes of many Chinese. 4 


“More democracy can make the Communist Party more 
efficient in coping with corruption and financial crises,” 
says a scholar at the Central Party School. But some critics say 
the measures are aimed not at limiting the party's power 
but at consolidating its position. "This will just create a 
more powerful Communist Party," says political scientist Liu 
Junning. "A weaker legislature and government will result." 
The reforms are part of a larger plan to enhance inner-party 
democracy, but Beijing isn't likely to introduce more liberal 
measures, such as a multi-party system, any time soon. 


AMERICA Urs HIV/Arps AID TO BURMA 
Despite its economic sanctions against Rangoon, the United 


States is considering doubling its aid to help HIV/Aids vic- > 


tims in Burma to $2 million in the fiscal year that begins on 


Auaust 5. 2004 


October 1. U.S. officials say the aid would be delivered 
through non-governmental organizations working in Burma 
rather than through the military government. Washington is 
considering the move because officials worry that Burma is 
on the brink of a major HIV/Aids epidemic. With strong sup- 
port from both Republican and Democratic Party politicians 
in the U.S. Congress, President George W. Bush on July 7 
reimposed for another year stiff economic sanctions against 
Burma in an effort to press the ruling junta to free democ- 
racy campaigner Aung San Suu Kyi from house arrest and 
move toward greater democracy. 


THE LAST STRAW FOR YUDHOYONO 

Being called childish by President Megawati Sukarnoputri's 
husband, Taufik Kiemas, may have been the last straw for 
Indonesian presidential front-runner Susilo Bambang Yud- 
hoyono. But people knowledgeable about the former chief 
security minister's abrupt resignation from Megawati's cab- 
inet last March say that even then he wavered over what to do. 
They say his wife, Kristiani, eventually rounded on him in 
frustration. "What are you waiting for?" she was quoted as 
demanding during a meeting of key supporters at their home 
in Bogor, south of Jakarta. Yudhoyono had originally planned 
to leave the cabinet on April 5, the day of the country's par- 
liamentary elections, but was eventually persuaded by his 
backers to bring the date forward. Kiemas's ill-considered 
remark, which played badly with the Indonesian electorate, 
was described by one of Yudhoyonos senior aides as “a stroke 
of luck.” He made it after Yudhoyono complained that he was 
being left out of cabinet decisions, the official reason that 
the former general gave for leaving the government. Yud- 
hoyono will face off against Megawati in the second round 
of the presidential election on September 20. 


AGEING ACEH REBEL FREE IN SWEDEN 
Hasan di Tiro, the exiled leader of the independence move- 
ment in Indonesia's Aceh province, will not be charged with 
any crime, the office of the Swedish public prosecutor 
announced recently. The Indonesian authorities accuse the 
80-year-old di Tiro, who has been living in Sweden since 1979, 
of crimes against humanity. He and fellow leaders-in-exile 
of the Free Aceh Movement have been sending instructions 
to their forces in Aceh to burn schools, kidnap village lead- 
ers and carry out bomb attacks, the Indonesian authorities 
allege. Acting on documents handed over by the Indonesians, 
on June 18 the Swedish police took two other exiles from Aceh, 
self-styled “Prime Minister" Malik Mahmud and “Foreign 
Minister” Zaini Abdullah, into custody on similar charges, 
while di Tiro was detained at home. But Sweden's public pros- 
ecutor has decided to drop all charges against di Tiro. Swedish 
press reports say the prosecutor concluded that it would not 
have been possible for a man of di Tiro's age and failing health 

. to lead a rebel movement halfway around the globe. Malik and 
4 Zaini were soon released, but they could still face charges if 
more solid evidence is presented. — 


Auaust 5. 2004 





SPARED A TRIAL: 
Swedish authorities 
have decided not to 
prosecute Hasan di 
Tiro because of his 
health and age 
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Mass Airlift of North Korean Defectors 


Hundreds of North Koreans were flown to South 
Korea from an unidentified Southeast Asian 
nation on July 27 and 28. In the biggest mass 
defection of North Koreans to the South, almost 
460 people were brought in on aircraft chartered 
by the Seoul government, which has been reluc- 
tant to give any information on the exercise. The 
defectors apparently escaped to China from North 
Korea before making their way to a Southeast 
Asian nation, which some reports have identified 
as Vietnam. Seoul is said 
to have stepped in when 
the country threatened to 
send the refugees back to 
China. The defectors are 
expected to undergo a few 
weeks of questioning 
before a two-month course 
on how to adjust to life in 
their new home. 


Sinny 





NEW LIFE: A young defector 


PHILIPPINES 


the life of a Filipino truck driver. 
Meanwhile, Fernando Poe Jr., 

the losing candidate in the 
presidential election in May, went 
to the Supreme Court in Manila to 
ask for a recount due to alleged 
electoral fraud. The court ordered 
Arroyo to respond to the charges. 


President Gloria Macapagal- 
Arroyo used her annual state-of- 
the-nation address to call for a 
sweeping tax overhaul to cut the 
Philippines’ huge fiscal gap and 
attract investment that would 
create 6 million jobs in the next 
six years. The president urged 
Congress to pass eight new tax 
bills—which include the taxation 
of gross income instead of net 
income and indexing liquor and 
cigarette taxes to inflation—to 
raise 80 billion pesos ($1.4 
billion) of additional revenue 
every year. In her address, Arroyo 
also promised to cut corruption, 
streamline bureaucracy, raise 
living standards and chase tax 
evaders. She also defended her 
government's decision to 
withdraw troops from Iraq to save 


ECONOMIC GOALS: Arroyo 
in Congress 
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AFGHANISTAN 


President Hamid Karzai 
formally announced his 
candidature in the 
presidential election due 
on October 9. His running 
mates will be interim 
Vice-President Abdul 
Karim Khalili and Ahmad 
Zia Masud, brother of 
assassinated resistance 
hero Ahmad Shah Masud. 
(See related article on 
page 12.) 


INDONESIA 


Former security minister 
Susilo Bambang Yudho- 
yono won the first round 
of the presidential 
election with 33.5% of the 
vote, according to official 
results. He will compete 
in a second round on 
September 20 against 
incumbent Megawati 
Sukarnoputri, who won 
26.6% of the vote. 





NORTH KOREA 


North Korea rejected a 
United States proposal 
that it should follow 
Libya's lead and give up 
its nuclear ambitions if 
it wanted a swift end 

to its international 
isolation and to open the 
way for an influx of 
economic aid. North 
Korea called the U.S. 


INDIA'S DEBT-LADEN. 





Global Trust Bank is to - 
merge with a state-run 
lender after it failed to 


produce a rescue plan 


and its assets were 


frozen. Oriental Bank of - 


Commerce will take 
over the 10-year-old 
private bank. The 


government had earlier 
announced a freeze on 


the bank's operations, 
sparking panic among 


its almost 1 million 
customers. The bank 


? 


has been ordered not to 


issue any new loans 
. without central bank | 


permission anda three- 


month moratorium on 
withdrawals has been 
imposed, barring a 
one-off payment of 
10,000 rupees ( 216). 


proposal a "daydream" 
that was "not worthy of 
future discussion." 


JAPAN 


Japan's trade surplus 
grew to its highest level in 
almost five years in the 
January-June period, as a 
record surplus with Asia 
made up for lacklustre 
growth in the surplus with 
the United States. Japan's 
trade surplus in the first 
six months of the year 
rose 42.496 from the year- 
earlier period to Y6.18 
trillion ($56.2 billion), 
topping the Y6 trillion 
mark for the first time 
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since the second half of 
1999. the Ministry of 
Finance said. 


Japan's government 
nearly doubled its fore- 
cast for economic growth 
in the year through to 
March 31, 2005. The 
Cabinet Office said the 
economy will probably 
expand by 3.5% this fiscal 
year after adjusting for 
price changes as contin- 
ued strong exports boost 
production and, in turn, 
lift domestic demand. 
The new estimate effec- 
tively revises upward the 
government's initial 
budget forecast of 1.856 
real growth in GDP. 


BANGLADESH 


. The United Nations 
warned of a humanitar- 
ian crisis in Bangladesh 
from floods that have 
claimed almost 400 lives 
in the country. The UN 
World Food Programme 
said it feared high tides 
in the Bay of Bengal 
could stop flood waters 
flowing into the sea. The 
government has to date 
refused to call for 
international help. The 
floods, the worst in six 

. years, have also 
submerged parts of the 
capital, Dhaka. Millions 
of people are also 


> 
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DOWNTOWN DHAKA: Floods reach the capital 


suffering in India’s 
northeast as a result of 
the monsoon floods. 


THAILAND 


Sixteen members of a 
political party in Thai- 
land's coalition govern- 
ment defected to the 
ruling Thai Rak Thai party, 
strengthening Prime 
Minister Thaksin 
Shinawatra's power base 
ahead of coming 
elections. The mass 
defection from Chart Thai 
was led by Sonthaya 
Khunplume, minister for 
tourism and sports and 
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DEFECTOR: Sonthaya 


the party's secretary- 
general. Deputy 
Agriculture Minister 
Newin Chidchob was also 
among the defectors. 


MALAYSIA 


Deputy Prime Minister 
Najib Razak said the 
government will proceed 
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with its controversial plan 
to build a $1.2 billion dam 
in the jungles of Borneo. 
But he added that the 
existing Bakun dam 
project will have to be 
restructured first. Nor 
Mohamed Yakcop, 
second finance minister, 
said the government now 
planned to hold a 10096 
stake in the dam after 
previously considering 
selling a share to an 
aluminium smelter. 





EAST TIMOR 


Australian Foreign 
Minister Alexander 
Downer threatened to 
suspend talks with East 
Timor on disputed gas 
and oil fields in the Timor 
Sea, saying the 
opposition Labor Party 
had politicized the issue. 
Downer accused Labor 
leader Mark Latham of 
acting irresponsibly by 
saying that he would start 
fresh negotiations with 
East Timor if brought to 
power in a general 
election expected later 
this year. 


UZBEKISTAN 


Fifteen people went on 
trial in the Supreme 
Court in the capital, 
Tashkent, in connection 
with a series of bombings 
and attacks that killed 47 
people earlier this year. 
They face charges 
including terrorism, 
religious extremism and 
attempting to overthrow 
the government. 
Prosecutors claim the 
attacks were planned in 
Pakistan, where the 
suspects were trained by 
Al Qaeda instructors. 
Opposition groups say the 
attacks were provoked by 
domestic discontent. 


SPOTLIGHT 


COURT ORDER: A judge reads out the ruling 


LEGAL SETBACK 

The Constitutional Court's surprise order to bar 
the retroactive use of Indonesia's tough anti- 
terrorism law has opened the door for those 
convicted of the October 2002 Bali bombings 
to appeal against their sentences. 

In a 5-4 decision, the court decided on 
July 23 that the statute passed in 2003 
breached the country's 1945 constitution. 
Court chairman Jimly Asshiddiqie insisted the 
decision would not affect the convictions of 
the Bali bombers who have completed their 
appeals process. They include three key plot- 
ters who face the death penalty. But lega! 
experts say it constitutes a new factor and as 
such could form the basis of an appeal to the 
Supreme Court. 

That doesn't mean the 33 militants con- 
victed and sentenced so far for playing a role 
in the Bali blasts, which killed 202 people, 
stand a credible chance of walking free. Even 
if their appeals did succeed, they would almost 
certainly be rearrested and charged under 
provisions of criminal law. 

The next real test of the anti-terrorism law 
will come with the scheduled October retrial 
of Abu Bakar Bashir, the alleged former spir- 
itual leader of the Jemaah Islamiah (JI) ter- 
rorism network. 

It now appears prosecutors will have to build 
a case that does not relate directly to the Bali 
bombing, using testimony from at least two 
leading terrorist suspects, who are believed to 
be cooperating with police, and documentary 
evidence placing Bashir in a JI training camp in 
the southern Philippines. John McBeth 
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THE REGION 


AFGHANISTAN 


A Vote Is Cast 
Against the Warlords 


Interim leader Hamid Karzai has launched his candidacy for presidential elections 
with a bold step against powerful warlords. With voters concerned most about security, 
and no unified opposition, Karzai is almost sure to win at the polls 


WITH AFGHANISTAN'S first-ever direct 
democratic presidential elections due in 
October, President Hamid Karzai's plan 
to run for a five-year term has not been in 
doubt. What most Afghans have wanted 
to know is if he would use the opportunity 
to break the grip on his government by 
warlords, the regional leaders with official 
posts and private militias who have stood 
in the way of democracy and stability 
since the defeat of the Taliban. 

After weeks of meetings with aides 
and tribal leaders, Karzai took the plunge 
on July 26. Minutes before the deadline 
to nominate candidates, he announced 
that he had dropped his first vice-presi- 
dent, Defence Minister Gen. Mohammed 
Fahim, from his election ticket. 

Fahim has been blamed for blocking 
institutional reforms and giving protection 
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to warlords. The decision to drop him 
could prove to be Karzai’s most momen- 


tous move since he accepted the job of 


interim president in December 2001. 
"Warlord militias are a bigger problem 
than the Taliban because militias are 


undermining the institutional build-up of 


Afghanistan,” Karzai told the Review days 
before the announcement. “Militia armies 
are posing a great threat to that and we 
have to address and resolve it.” 

The campaign for the October 9 elec- 
tion officially opens in September, but 
Karzai's move was top-notch campaign 
theatrics. Fahim has been increasingly 
unpopular among Afghans concerned 
about security. Adding to the impact, 
Karzai nominated as one of two running 
mates another Tajik from the Panjshir Val- 
ley, Ahmad Zia Masud, ambassador to 


By Ahmed Rashid/KAsu! 


Moscow and a younger brother of North- 
ern Alliance leader Ahmad Shah Masud, 
who was assassinated by Al Qaeda on Sep- 
tember 9, 2001. The choice of another 
Panjshiri, the brother of a man considered 
by many to be a national hero, could 
ensure the support of a share of Tajik vot- 
ers, who are Afghanistan's second-largest 
ethnic group. 

Karzai's second running mate will be 
current Vice-President Karim Khalili of 
the Hazara ethnic group. Karzai, an eth- 
nic Pashtun, also presented a list of 
reform-minded ministers and politicians 
who he said would support him. 

Over 20 candidates have registered to 
run for president, from Uzbek warlord 
Gen. Rashid Dostum to a female doctor, 
Masuda Jalal, who has opposed Karzai in 
the past. Karzai’s main competition will 





ELECTION SEASON: Voters register in Kabul; (Opposite) Karzai names Masud (/eft) and Khalil) 


likely come from an ally of Fahim, Younis 
Qanuni, another Panjshiri. 

With none of the opposition able to 
unite around a common candidate, Karzai 
is expected to win the election. However, 
the polls will be held under considerable 
security pressure. With United States 
President George W. Bush's 2001 pledge 
to rebuild Afghanistan still a distant 
chimera, warlords have become increas- 
ingly defiant of the central administration, 
creating almost weekly mini-crises in the 
provinces (see arti le on page 14). 

In addition, the Taliban have been 
launching two to four attacks a day in 
southern Afghanistan from their bases in 
Pakistan. Their main targets have been 
United Nations and Afghan election offi- 
cials. More than 650 people have been 
killed in Taliban attacks this year, includ- 
ing two dozen civilians attacked simply 
for carrying voter-registration cards. 

The Taliban and the warlords have 
been supported this year by a booming 
drugs economy. UN officials say this 
year's opium harvest will increase 20% 
from the 3,600 tonnes that last year 
turned Afghanistan into the world's 
largest supplier of opium. 

Despite these problems, Afghans have 
huge expectations of the elections. About 
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80% of an estimated 10.5 million eligible 
voters have registered to vote; 4196 of reg 
istered voters are women. 

"Ordinary people have shown a 
remarkable enthusiasm for elections as a 
means for change and greater security | 
says Reginald Austin, chief technical 
adviser to the Afghan-UN Joint Election 
Management Board. 

Adults among the 2.5 million Afghan 
refugees in Iran and Pakistan will also be 
voting, and Karzai has urged supporters 
of the Taliban “not responsible for being 
part of Al Qaeda or killing Afghan people 
to vote as well. 

Some 60 political parties are regis- 
tering for parliamentary elections, which 
due to security and preparation concerns 
have been delayed until April 2005. The 
split of the elections has been criticized 
by the opposition to Karzai—warlords 
religious leaders and politicians—who say 
that without a parliament from Octobe 
Karzai could emerge as a dictator. 

Karzai, outlining his long-term pri- 
orities, doesn't sound like one. “My 
agenda will be to move Afghanistan 
[GDP] from $200 per capita to $7 
1,000 in the next seven to ro years," ht 
says. "To make Afghanistan a trade and 
business land bridge between Central and 
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primarily in the hunt for Al Qaeda but 
ready to handle election security in the 
south and west. And Nato's 6,500-strong 
International Security Assistance Force 
(ISAF), with about 1,800 additional troops 
arriving for eight weeks during the elec- 
tions, will handle security in the north. 

That may not be enough. "Having 
more forces would allow me to reduce the 
risk and support the elections better," says 
head of ISAF Lt.-Gen. Rick Hillier. Nato 
and the U.S. have yet to commit forces 
to cover the parliamentary elections. 

While the U.S. has concentrated pri- 
marily on ensuring that elections proceed, 
many reform-minded cabinet ministers 
are concerned that the U.S. has lacked the 
resolve to support the administration in 
disarming the militias and in other long- 
term stabilization projects. 

Karzais decision to dump Fahim 


STANDING BY THEIR GUNS 


The process of disarming Afghanistan's warlord militias—the 
linchpin to establishing stability and rule of law before presiden- 
tial elections on October 9—has been paralyzed for months. The 
three-year, $300 million United Nations-Japanese plan known as 
DDR-disarmament, demobilization and reintegration—has made 
little progress. Warlords continue to terrorize local populations 
and defy President Hamid Karzai and the government. 

“Warlords are a bigger threat than the terrorists, because you 
can't build state institutions or enforce rule of law or build a stable 
environment before the elections,” says Lt.-Gen. Rick Hillier, who 
heads the international security force in Kabul. “You have to create 
in the warlords’ minds that DDR is irreversible, that you are gone.” 

Most Afghans agree. “Elections without DDR are not feasible,” 


says Vice-President Hedayat Amin Arsala. 


Earlier this year, the UN and the Ministry of Defence agreed to 
collect all heavy weapons from the warlords and disarm 40% of 
their soldiers by June 30 to prevent intimidation of voters. The 
plan was not just to reduce militias but to disband entire units. 
But the process has been impeded by warlords’ refusal to disarm, 
the lack of cooperation by Defence Minister Gen. Mohammed 
Fahim (see main article), the United States’ reluctance to pres- 
sure warlord allies and Karzai’s slowness in getting tough. 

The warlords include over half a dozen regional leaders who 
control territory and troops. Some of them function as corps 
commanders nominally under the Afghanistan government but 
effectively independent, others entirely outside the government. 

On July 20, after 10 days of negotiations with the warlords, 
Karzai removed three corps commanders from their posts, 
including Gen. Atta Mohammed, a Tajik based in Mazar-e-Sharif, 
who had openly defied the government in early July. In a compro- 
mise, all three were given other key jobs in their provinces. 

There is not even agreement on how many militiamen there 
are. The UN says its original estimate of 100,000 men who have 
to go through DDR has been revised to around 60,000, as many 
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meant winning over his American bene- 
factors, who were slow to support the move 
even as officials from the UN, the Euro- 
pean Union and Britain urged them to 
do so. Fahim, as leader of the Northern 
Alliance after Masud's death, was a key ally 
of the U.S. in ousting the Taliban after 
the September r1, 2001, terrorist attacks in 
the U.S. The U.S. also relies on the help 
of some warlord militias in its efforts to 
fight the Taliban and Al Qaeda. 

In early July, U.S. officials were 
involved with Karzai in trying to strike a 
deal with the warlords to include them on 
his ticket for the elections. That plan fell 
through when it was blocked by 
reformists in the Afghan cabinet. 

U.S. Ambassador to Afghanistan Zal- 
may Khalilzad told the Review prior to 
Karzai's announcement, “If the warlords 
take part in [the disarmament process] and 
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show a willingness to reform themselves, 
they can certainly be part of Afghanistan's 
future.” Speaking to the press afterwards, 
Khalilzad voiced concern that dropping 
Fahim would increase tensions between 
Karzai and his rivals. 

But the U.S.'s focus on its own military 
concerns and on making sure elections are 
held have been seen as problematic. “The 
U.S. has sat on the sidelines on major sta- 
bilization issues, such as disarming war- 
lords, drugs control and administrative 
reforms which needed to be speeded up 
before the elections,” says a senior Euro- 
pean diplomat in Kabul. 

The risk of disruptions is high. But 
with Fahim off the ticket, the next gov- 
ernment may be able to push harder on 
reforms and disarmament, in turn 
encouraging greater international com- 
mitment to rebuilding the country. = 
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NO INTEREST IN DISARMING: Troops in the army of Ismail Khan 


Chief of army staff Gen. Bismillah Khan, a Fahim ally, insists that 
the figure of 100,000 men is still correct. Karzai says the real 
threat comes from 20,000 men. 

Meanwhile, only 3096 of nearly 5,000 heavy weapons such as 
tanks and artillery had been collected by the June deadline. That's 
not including those belonging to Ismail Khan in western 
Afghanistan, who has not even allowed the UN to conduct a 
survey of his heavy weapons. 

In the 10 militia corps around the country, only 12,000 men 
had gone through DDR as of mid-July. Two corps in Kabul and 
Parwan, directly under Fahim, have contributed the least to the 
DDR process. Of 84 military units only six, outside Fahim's 
control and loyal to Karzai, have actually been decommissioned. 

All the major players share the blame. For months the U.S. 
Defence Department refused be involved in DDR or allow U.S. 
forces to be used to pressure the warlords to disarm. And Karzai k 
was slow to get tough—due to lack of American support for DDR, 
says a senior aide to the president. On July 14, Karzai finally 
passed a decree threatening warlords that if they failed to comply 
with DDR, they “will be considered disloyal and rebellious” and 
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TAKING THE 
PLUNGE: 
Chuvit, 
massage- 
parlour titan 
and candidate 
for governor 
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A Better Life for Bangkok? 


There’s no shortage of candidates to run the city in an election race that sheds 
light on a poorly managed metropolis and the public’s disenchantment 


AT FIRST SIGHT, Chuvit Kamolvisit doesn't seem like the 
most appropriate figure to clean up Bangkok's polluted, 
drug-ravaged streets. Aside from running to be elected the 
next governor of Bangkok, Chuvit owns a chain of mas- 
sage parlours and was recently briefly jailed after being 
accused of illegally evicting tenants from a piece of land 
he owns in central Bangkok. 

But Chuvit, one of nearly 20 candidates set to run in the 
late-August election, doesn't hide his seedy background. “I am 
a bad guy who wants to be good," Chuvit says in an inter- 
view at his boutique Davis Hotel along Bangkok's Sukhumvit 
Road. “I have the ability to be bold—that's what the people 
of Bangkok want." 

With general elections due in less than six months, Thais 
are watching the race closely. A victory from the candidate 
fielded by the opposition Democrat Party, clean-cut corporate 
manager Apirak Kosayodhin, will be seen by the public as 
an upset for the government of Prime Minister Thaksin 
Shinawatra. Thaksin's Thai Rak Thai party, which domi- 
nates national politics, is not fielding a candidate in the 
race, But a colourful cavalcade of independent candidates have 
thrown their hats in the ring, ranging from a cosmetics 
executive to a former member of parliament. 


The hallmarks of this election seem to be a degree of 


disenchantment with mainstream politics and popular frus- 
tration with a city administration that never seems to have the 
power to improve the quality of life. Bangkok has had an 
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By Michael Vatikiotis/ BANGKOK 


elected governor since the mid-1970s, the legacy of a student- 
led democracy movement. But people are divided over just 
how much can be achieved by a democratically elected leader. 

In the heart of a Bangkok slum near the city's port of Klong 
Toey, community leaders discuss how they think this city of 
more than ro million ought to be governed. “The governor 
is at the mercy of the central government. Therefore it's prob- 
ably better that he isn't elected, because that way he won't nec- 
essarily be someone opposed to the government," says Wal- 
lop Hilikhun, a local community leader. 

"The trouble is that politics is all about money. It's a 
good idea in principle that we elect our city officials, but in 
practice, their election will be determined by how much 
money is spent," argues Nittaya Promphochuen, a social 
worker with the Duang Pratheep Foundation. 

The local leaders argue for a while about priorities. Drug 
abuse is a huge problem; so is the rising cost of living for poor 
people who are entitled to free schooling but find themselves 
paying for books and uniforms that are supposed to be pro- 
vided by the city government. 

Another key issue is the lack of security of home and land 
ownership. Bangkok is a city of recent migrants; most pay rent 
and are liable to eviction. “The problems are so great in the 
city, we'd like a governor who is daring and can take bold deci- 
sions," says Wallop. 

Chuvit presents himself as a bold and radical reformer. He 
talks bluntly about how to deal with the city's woeful >> 
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traffic problems, garbage collection and boosting the econ- 
omy: "Let's face it, Bangkok isn't a financial centre like Sin- 
gapore. This is a service economy. We need a vision. I want 
Bangkok to be a tourist city." 

Chuvit graduated from Bangkok's prestigious Thammasat 
University and says he has a postgraduate degree from the 
United States. His father was born into a Hong Kong Chinese 
family; Chuvit, born in Thailand, grew rich through a series 
of property deals in Bangkok. 

In a city dotted with massage parlours mostly frequented 
by middle-class Thai men, Chuvit's involvement in the sex 
industry istit so controversial. What got him noticed was when 
he stood up to the police. After his arrest last year, Chuvit went 
to the media with specific allegations of how much he had 
bribed the police to stay away from his massage parlours, and 
to whom the bribes were paid. 

"Bangkok people don't like the police, so this went down 
very well," says Senator Kraisak Choonhavan, a former 


city official. 


Yvan Cohen / AsiaWorksphotos / REVIEW 


DEMOCRAT PARTY'S HOPE: Apirak Kosayodhin (right) campaigns 


Other candidates include Pavena Hongsakul, a former MP 
who made a name for herself rescuing young girls from pros- 
titution, veteran politician and former police officer Chalerm 
Yoobamrung, whose son was recently acquitted of murder 
charges, and glamorous cosmetics executive Leena Jang. 
There's also a sprinkling of capable technocrats who ana- 
lysts say could draw votes and make it harder for the front run- 
ners in a contest in which only half of the 5 million registered 
voters turned out four years ago. 

One surprise could be a last-minute decision to enter 
the race by former Interior Minister Purachai Piumsom- 
bun, who made himself popular among middle-class parents 
in Bangkok with a campaign, launched in 2002, that raided 
nightspots and tested young people for drug use. 

All the colour and controversy surrounding the inde- 
pendent candidates is rather distracting for the mainstream 
opposition Democrat Party, which would like to turn this elec- 
tion into a referendum on Thaksin's popularity. The opposi- 
tion claims that Thaksin has opted not to field a candidate 
under the banner of his own ruling party because his gov- 
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ernment is too unpopular. “The Bangkok middle class is 
unhappy with Thaksin's dictatorial style and numerous cases 
of alleged conflict of interest,” says Abhisit Vejjajiva, deputy 
leader of the Democrat Party. 

Thaksin told the Review that his party was not contest- 
ing the race because “we try to concentrate on the national 
level.” Party spokesman Suranand Vejjajiva explains that 
the government wanted to avoid a head-on contest with the 
Democrat Party because “this would be politics as usual and 
hold up city policymaking.” He denies that the government 
is losing ground. 


A RAFT OF CANDIDATES SEEK TO LEAD 
AN ADMINISTRATION THAT JUST 
CAN’T SEEM TO IMPROVE CITY LIFE 


The Klong Toey community leaders are sympathetic. They 
bemoan the way that party politics hobbles city officials and 
makes them beholden to their political patrons rather than 
the needs of the people. “We need people dedicated to help- 
ing people—not just fishing for votes,” says Nittaya of the 
Duang Pratheep Foundation. 

But for the Democrat Party, which has been badly divided 
at the national level and recently lost some key members to 
a new start-up party in advance of general elections, win- 
ning Bangkok is a chance to prove that they can be an effec- 
tive political force. Opposition hopes are riding on Apirak, 
who worked for Pepsico for almost a dozen years before 
becoming CEO of Grammy, a high-profile entertainment com- 
pany. The candidate, running on a Democrat Party plat- 
form, speaks with the confidence of an experienced manager, 
hitting all the city’s hot buttons—traffic management, edu- 
cation, the environment and other issues. 

The first thing he'd do about traffic, he says, is “an exten- 
sive survey on traffic patterns.” The community leaders in 
Klong Toey groan on hearing about this. “I used to work 
with the governor's office and I know how little he can do. 


He's a prisoner of the civil servants," says Sumon Charoen- . 


sai, another community leader. 

The one area where the governor has sole authority is 
garbage collection—and even this isn’t easy to manage. 
Incumbent Governor Samak Sundhorovej drew flak for levy- 
ing a 40 baht ($1) monthly fee for garbage collection on every 
Bangkok household. The governor's budget of almost 30 bil- 
lion baht ($735 million) is mostly spent paying the city's 
80,000 civil servants. 

The Democrats hope that a rising tide of middle-class dis- 
affection with Thaksin will win the city for them—though this 
kind of talk is mostly heard in elite circles. In Klong Toey, 
the city's most notorious slum area, a straw poll finds that 
Thaksin probably has little to fear, even if Apirak wins the gov- 
ernorship. Wallop believes most people will vote for the gov- 
ernment in the next general elections. "This prime minister 
solves problems. He helps the poor. He's against drugs, which 
is a big problem around here." & 
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SINGAPORE 


A David-and- 
Goliath Tussle 


China and Singapore are embroiled in an unex- 
pected row over Taiwan. The confrontation could 
affect the way other Asian countries see China 


By Barry Wain/SINGAPORE 


GIANT CHINA AND TINY SINGAPORE are engaged in a high- 
stakes game of diplomatic chicken that will influence the way 
the rapidly rising Chinese mainland is seen by the rest of Asia. 
Having objected to a recent visit to Taiwan by Singapore Prime 
Minister-designate Lee Hsien Loong, Beijing is demanding 
that Singapore make unspecified amends for hurting "the 
core interests of China and the feelings of 1.3 billion Chi- 
nese people." Singapore is standing firm, insisting on its right 
to make independent decisions. 

The confrontation is bizarre in many ways, as the two 
countries are friends that have cooperated closely since 
establishing diplomatic relations in 1990. Still, Beijing 
has increased the pressure by cancelling bilateral exchanges. 
Lee finds himself facing the first major test of his leader- 
ship even before he takes office on August r2. For Beijing, 
the risk is that its charm offensive in Southeast Asia could 
turn sour. 

In the opinion of neutral diplomats, there can be only one 
winner: Singapore either capitulates, or Beijing retreats. 
"China wants to use Singapore to deter others," says a sen- 
ior Singapore official. "If they can make us blink or buckle, 
then they send a strong signal to everybody else." 

China has never been happy with aspects of Singapore's 
relations with Taipei, but Beijing hasn't allowed that to stand 
in the way of warm ties with predominantly Chinese Sin- 
gapore. The island republic has made amends, in Beijing's 
eyes, by adopting a “one-China” policy and vigorously oppos- 
ing Taiwan independence. Singapore's leaders have also 
offered their expertise to help China develop, notably with 
a government-sponsored industrial park in the eastern Chi- 
nese city of Suzhou. 

Beijing's main objection, rarely voiced publicly, is that Sin- 
gapore's armed forces train in Taiwan. It is an open secret, 
though never acknowledged by the Singapore government, 
that its military has used Taiwan since the 19705 for large com- 
bined-arms exercises. Singapore lacks the open space for mil- 
itary manoeuvres, and regards the use of Taiwan as vital for 
national security. Singapore pays Taipei for the use of its facil- 
ities, but does not train with the Taiwan military. 
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CONTENTIOUS VISIT: Lee Hsien Loong during his recent Taiwan trip 


Beijing has offered Singapore the use of Hainan Island in 
southern China as an alternative training site, but the Sin- 
gaporeans don't take the offer seriously. They say privately that 
their non-Chinese neighbours often suspect that Singapore 
is fronting for China, and to switch military training to the 
People's Republic would tend to confirm those fears. 

To maintain the military-training arrangement and cor- 
dial relations, Singapore and Taiwan exchange periodic visits 
at senior level. Singapore's founding father Lee Kuan Yew, 
father of Lee Hsien Loong, is among the ministers who con- 
tinue to go to Taipei. The visits have become a ritual: Singa- 
pore ministers officially take leave, notice of which is pub- 
lished in the government gazette, so they can describe the trip 
to Taiwan as private; Singapore informs Beijing, which asks 
that the visit not take place and threatens unspecified con- 
sequences if it does; Singapore goes ahead anyway. 

Lee Hsien Loong's July 11-13 foray followed the familiar 
pattern, except that Beijing ratcheted up the rhetoric. Chinese 
Foreign Ministry spokesmen denounced the trip as "diffi- 
cult to comprehend" and damaging to the "political founda- 
tion of China-Singapore relations." China has since cancelled 
a visit to Singapore by its central bank governor, delayed 
invitations for Singapore officials to visit a Chinese provincial. 
capital, and may postpone talks on a free-trade agreement 
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scheduled for November. Beijing has taken limited retaliatory 
action against Singapore in the past. 

China was clearly angered by the publicity that the Tai- 
wan media gave to Lee's presence. For example, newspapers 
recorded that he was given a reception normally reserved 
for a head of state, and met both President Chen Shui- 
bian and Premier Yu Shyi-kun, as well as the political oppo- 
sition. The local media also reported, incorrectly accord- 
ing to the Singapore government, that Lee was accompanied 
by his defence minister, carried messages from Beijing, 
sought to establish himself as a cross-strait interlocutor and 
discussed ways of advancing a Singapore-Taiwan free- 
trade agreement. 

The only obvious differences between Lee's visit and 
numerous earlier ones that might help explain China's 
extreme reaction: Beijing-Taipei relations have deteriorated 
sharply since Chen was re-elected president in March, and 
Singapore announced in mid-July that Lee would succeed 
Goh Chok Tong as prime minister. Singaporeans have lit- 


SINGAPOREANS BELIEVE BEIJING IS 
PUTTING THE HEAT ON LEE HSIEN LOONG 
TO TEST HIS RESOLVE 
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tle doubt that Beijing is putting the heat on Lee, 52, to test 
his resolve. “They wouldn't try it with Lee Kuan Yew,” says 
one. Added reader Goh Sin Tub, in a letter to The Straits Time: 
“Singaporeans must stand shoulder to shoulder with" Lee 
Hsien Loong. 

The way Singapore sees it, the Chinese fully understand 
that Singapore's stance on Taiwan hasn't shifted. The larger 
issue is that bigger countries will always try to squeeze smaller 
ones, says one official. "They are trying to make us define oui 
core interests subordinate to their core interests," he asserts 


But "for us it's national survival in the end 

Beijing's tough talk apparently induced Malaysian Deputy 
Prime Minister Najib Razak to announce that all minister: 
had been ordered not to visit Taiwan to avoid offending China 
He was promptly rewarded with a visit by Guo Boxiong 
vice-chairman of China's Central Military Commission 
who deliberately bypassed Singapore to ram home the mes 
sage of Beijing's displeasure. 
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But not everyone in Southeast Asia app 
appeared to be China's attempted bullying. Ironically, it was 
Berita Harian, a Malay-language Malaysian newspaper, that 
praised Lee for standing up for the principle that *no country, 
big or small, can determine the direction of his country's 
foreign policy." Added the commentary, "Many think that 


Hsien Loong has succeeded in tackling this issue well." 8 


PHILIPS 


SEIZED: An Indonesian 
special-forces 
member guards a 
captured illegal 
consignment of timber 
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Save-the-Trees Savvy 


Environmental activists, after mapping the trade route taken by Indonesian timber, 
are trying to curb illegal logging by taking aim at Malaysia 


POSING AS A TIMBER BUYER for European furniture makers, 
Sam Lawson, a researcher for the London-based Environmental 
Investigation Agency, approached several Malaysian traders 
last year hoping to gain insight into the smuggling of hard- 
wood from Indonesia's fast-depleting forests. 

Eager to please a potential customer, the traders gave Law- 
son the lowdown on an estimated $500 million-a-year tim- 
ber-laundering business that moves smuggled Indonesian 
hardwood to manufacturers in China. 

"They were actually proud of how cunning and sly they 
were in getting around the rules," says Lawson of the 
Malaysian and Singaporean timber dealers he met. 

The traders described how they easily exploited loopholes 
in Malaysian export rules. These middlemen buy logs and sawn 
timber shipped from Indonesia and then organize the neces- 
sary documentation from local Malaysian port authorities before 
shipping the processed lumber to Chinese buyers. 

In some circumstances, particularly in trades involving 
protected hardwoods such as ramin, Lawson was told that the 
contraband timber would arrive in boats at little-policed barter- 
trade centres that dot the west coast of Peninsular Malaysia, 
across the Strait of Malacca from Indonesia. To get around an 
Indonesian ban on ramin exports, the traders said, they 
arranged for documentation to show that the ramin was 
harvested in Malaysia. 

The ramin would then be shipped to China, where the tim- 
ber is in huge demand because its warp-resistant nature 
makes it ideal for making pool cues, baby furniture and other 
products for export to the United States and Europe. China, 
which imposed a nationwide ban on domestic logging in 
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By Leslie Lopez/KUALA LUMPUR 


1998, is the world's fastest-growing market for tropical tim- 
ber, with imports soaring 75% last year to $11.2 billion. 

Now the EIA is trying to curb international log-launder- 
ing by pressing retailers and consumers in Europe and the 
U.S. to boycott wood products from Malaysia. 

The EIA's campaign highlights how environmental 
groups, including the U.S.-based Nature Conservancy, are 
becoming increasingly aggressive and innovative in their cam- 
paign to promote sustainable forest-management practices 
in Indonesia, home to about 1096 of the world's remaining 
tropical-forest cover and some of the most diverse ecosystems. 

Some Indonesian officials have gone so far as to call for 
the death penalty for illegal logging, but enforcing the law 
hasn't been easy. Says Greg Clough, communications spe- 
cialist with the Centre for International Forestry Research, 
"One of the main factors underpinning illegal logging" is that 
the timber-processing capacity is more than to times greater 
than the Ministry of Forestry's allowable cut, which is 5.7 mil- 
lion cubic metres in 2004. 

The EIA estimates that 5.2 million acres are lost each year 
to illegal logging in Indonesia alone. Given Jakarta's apparent 
difficulty in dealing with the problem, the EIA decided to 
devote its efforts to Malaysia and force it to clamp down on 
trade in illegally sourced timber. 

Lim Keng Yaik, a senior Malaysian cabinet minister with 
nearly 20 years' experience managing the country's rich com- 
modity and resource-based economy, says that Malaysia is 
being "unfairly burdened by all this finger-pointing." 
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Still, Kuala Lumpur is taking the boycott campaign seri- A 


ously because of the damage it could inflict on Malaysia’s $5 
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billion-a-year legitimate wood-and-furniture export sector. 
“There is no denying that some of this [smuggling] is going 
on and we can't afford this small amount of illegal activity to 
destroy our credibility in the overseas market,” Lim says. 

Since the EIA publicized its timber-laundering investi- 
gations findings in February, Malaysia has stepped up polic- 
ing its porous border along the Strait of Malacca. Raids have 
apparently disrupted the timber trade in some places, like 
Batu Pahat in Johor state, where for years Indonesian traders 
have arrived in small boats loaded with illegal logs and sawn 
timber to exchange for rice and electronic goods from their 
Malaysian counterparts. “The raids have made the supply of 
ramin and other timber very inconsistent,” says Ng Cheng 
Chai, who operates a private jetty just outside town and has 
seen a sharp dip in business over the last five months. 

Cutting off illegal Indonesian imports has raised 
Malaysian ramin prices almost 30% to 1,700 ringgit ($447) 
a tonne. "We've been scaling down our ramin use over the 
years because of price increases," says Stanley Goh, who owns 
Twins Furniture, which manufactures and exports baby fur- 
niture. Goh says that he has begun using imported timber 
from Germany and New Zealand as substitutes. 

At Malaysia's Pasir Gudang port, across the Johor Strait 
from Singapore, authorities have stopped the trade in tim- 
ber from Indonesia at the urging of the Malaysian govern- 








ment. Lim Meng Soon, director of operations at the part 


cedes that Malaysian and Singaporean traders had been 
exploiting loopholes in export rules governing so-called 
free-trade zones such as his port to import and re-export 


Indonesian wood. “We are not a monitoring authority. Wi 
handle transshipment, and if the paperwork is fine, the tim 
ber goes through," he says. 

With the shutdown of timber transshipments at Pasi 
Gudang, much of the trade has moved to Jurong port it 
Singapore, according to industry executives 

Lau Chan Huat, a Malaysian timber trader who runs a 
business sourcing wood from Indonesia, Cambodia and 
Burma for export to China, says he's shifted operations ti 
Jurong from Pasir Gudang. “I dont know why the 
[Malaysian] government is being so tough. But this is busi 
ness and I have to ensure a steady supply of timber for my 
customers,” he says. As for ramin, he says, “I don't do ramin 
any more.” 

Lye Fong Keng, spokeswoman for Singapore's Agri-Food 
and Veterinary Authority, which regulates the trade of pro 
tected timber species at the country's ports, says that hei 
agency has stepped up surveillance. Any ramin for sale, sh 
says, could be coming from Singapore's existing stockpiles 
bought before it was designated a protected timber species by 
the Indonesian government in August 2001. = 
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1 How International Law Fails Us 


v 


By Leanne Piggott 


The writer is a lecturer in the Discipline of 
Government and International Relations at the 
University of Sydney 


In a recent report, the International Crisis Group revealed an 
intensifying relationship between Jemaah Islamiah and the Moro 
Islamic Liberation Front, a domestic insurgency movement in 
the Philippines. Although outside the scope of the report, its 
findings highlight how states confronting terrorism can find 
themselves severely constrained by rules of international law 
that were developed in an era when terrorism had not yet become 
such a conspicuous a feature of global life. Also, a recent advi- 
sory opinion by the World Court on Israel's security barrier high- 
lights the legal difficulties faced by states in protecting them- 
selves against terrorists operating across national borders. Clearly, 
"international law" presents a serious impediment to the proper 
prosecution of the war against terrorism. 

Start with the situation presented in the ICG report. It sets 
out the evidence pointing to the ongoing operational and train- 
ing links between JI and the MILF. It notes that JI has estab- 
lished terrorist training camps under MILF protection in the 
Philippines. Graduates of the camps return to Indonesia to pro- 
vide cannon fodder for JI operations there and elsewhere. The 
lines of cooperation between these organizations, and within 
each group, are diffuse and decentralized. Clearly, this “struc- 
ture" militates against the various groups coalescing into suffi- 
ciently coherent units to constitute an alternative government— 
a significant matter to bear in mind. But the structure does 
provide them sufficient flexibility to evaporate and re-form at 
will, making it more difficult to put them out of operation. 


P Pre-emptive and retaliatory force against 


terrorists should be permitted to states in clearly 


defined circumstancess, 


The enforcement of the 12 international treaties that out- 
law various forms of terrorism is hampered by an array of legal 
complexities. Large numbers of states have refrained from 
becoming parties to many of these treaties, or have become 
parties subject to reservations that significantly limit their 
effect. In part, this reflects the inability of the international 
community thus far to arrive at a universally accepted defini- 
tion of “terrorism.” 

A major obstacle is the insistence of the Organization of 
the Islamic Conference that the definition must exempt acts 
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“aimed at liberation and self-determination.” For 
the foreseeable future, it is unlikely the OIC will 
accept any definition of terrorism that requires a 
clear distinction to be made between just ends and 
the means used to pursue those ends. 

Extradition raises further legal complexities. A 


| state will not extradite a person to another state to 


face charges concerning “political offences.” Regret- 
tably, not all states agree that the mass killing of civil- 
ians for ostensibly political or ideological purposes 
is an extraditable offence in all circumstances. 

Beyond issues of law enforcement, a state faces 
even greater dilemmas when transnational terror- 
ist acts provoke it into self-defence. The use of force 
by a state is generally prohibited by international law 
except in self-defence against an armed attack. The 
World Court's controversial advisory opinion con- 
cerning Israel's security barrier confirmed the con- 
tentious proposition that an "armed attack" means 
military action by one state against another state. 
Accordingly, terrorist attacks that are not state- 
sourced do not trigger the right of self-defence. 

This means that if JI terrorists operating out of 
bases in the Philippines, for example, carry out an 
attack, or series of attacks, causing massive civil- 
ian casualties in the territory of another state, and 
the government of the Philippines, despite its very 
best efforts to stop the terrorists, is unable to do 
so, the attacked state will be legally forced to sit 
quietly and do nothing until it receives the consent 
of the Philippine government, or an authorizing 
resolution of the United Nations Security Council. 
For many reasons, neither express consent nor 
UN authorization may be forthcoming. 

It is unacceptable that international law con- 
tinues to operate so restrictively in the post-Sep- 
tember 11, 2001, environment. Terrorists who seek 
to subvert states should not be able to shelter behind 
traditional rules of state sovereignty. Pre-emptive 
and retaliatory force against terrorists should be per- 
mitted in clearly defined circumstances. The rapid- 
ity with which international terrorist organizations 
can network with each other and with local insur- 
gency movements, and mutate into new networks, 
constitutes a challenge that states ignore at their 
peril. Southeast Asia has seen tangible evidence of 
this in the cooperation between Al Qaeda and JI. 

New international norms need to be developed 
and refined to meet the new circumstances. As the 
ICG report and the World Court opinion show, 
international law as it exists is a woefully deficient 
tool against terrorism. & 
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Ubiquitous Society—Digitally Enriched, 
Accelerating to the Next Stage 
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JAPAN 


October 5 - 9, 2004 \ 


Your Window to Japan’s 
World-Leading Technologies 


CEATEC JAPAN is one of the largest exhibitions of its 

kind in Asia. It's a unique opportunity for you to see 
numerous world-leading companies announce their visions 
and alliances and showcase their advanced technologies, 
products, components, and devices. 


It’s your opportunity to see digital appliances and 
sophisticated technologies that will transform your business. 


Powerful Keynote Speeches 
and Conference 


CEATEC JAPAN’s rich program of Keynote Speeches offers dynamic 
and informative presentations by industry leaders in technologies, 
product development, corporate management and market development. 


Featuring speeches by the presidents of Panasonic and Sony, 
and a host of other key industry leaders, CEATEC JAPAN 2004 
will open the window to new information and new possibilities. 


(Simultaneous translation available at Keynote Speeches.) 
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Searching for Solutions 


To the Energy Crisis 


Beijing is using its powers of control and planning 
over the economy on China's growing energy crisis 
in an effort to make sure consumers and favoured 
industries continue to get power. Premier Wen 
Jiabao said on July 26 that normal electricity sup- 
plies would be ensured for schools, hospitals, finan- 
cial institutions like banks and transport hubs. He 
also said that electricity supplies for agricultural 
purposes would not be affected. Companies all over 
China have been asked to cut down on energy use by 
such means as stopping production for one day or 
more each week. Some big power users such as steel 
companies have been asked to shut down production 
on a rotating basis for two weeks at a time. Power 
outages around China are said to be at their worst 
level since the 1980s, when both planned and 
unplanned outages were 
common. Analysts say 
that because China's 
national power grid is 
patchy and incomplete, 
shortages tend to be 
localized and must be 
dealt with by brownouts 
ə and factory shutdowns 
3 on a local basis. 


POWER: Shortages worsen 
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BEIJING REINS IN PROPERTY DEVELOPER 

Beijing's second-largest listed property developer said on July 26 that 
regulators have blocked the company's attempt to raise as much as 

3 billion renminbi ($362 million) by selling its shares in Shanghai for the 
first time. The rejection of a share offer in a company controlled by the 


Beijing city government is considered especially significant as an example 


of how the central government is using policy measures, as opposed to 
macro-economic measures like raising interest rates, to slow certain seg- 


ments of the economy that are seen as particularly overheated. The central 
government has banned banks from making loans to property developers for 


land purchases and from lending more than 7056 of the value of property 


projects. Premier Wen Jiabao said in July that China's fixed-asset investment 


is still a "little high" and lending controls will remain in place. 
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ATHLETICS 


The United States will 
host a special multi-sport 
festival with China next 
June as part of a build-up 
to the 2008 Beijing 
Summer Olympic Games. 
To be called the USA- 
China Sports Summit, the 
multi-sport competition 
will be held in Seattle 
next year and once more 
at a site yet to be deter- 
mined before 2008. 


CENTRAL ASIA 


The Shanghai Coopera- 
tion Organization, which 
includes China, Russia, 
and four Central Asian 
republics, will begin a 
coordinated campaign 
against terrorism and 
drugs in Central Asia, 
according to an official 
for the organization. The 
group is currently meet- 
ing for 10 days in Beijing. 


ECONOMY 


Hong Kong’s exports 
posted double-digit 
growth for the fifth 
consecutive month in 
June based on compar- 
isons with a year ago, 
when economic activity 
in general was down 





BROADBAND INTERNET 
usage in China is soaring 
and many users intend to 
start making purchases on- 
line, according to a new 
report on China’s Internet 
usage by the China Internet 
Network Information 4 
Centre. The report said thal 
China now has 31 million 
broadband lines, which is 
an increase of 79% com- 
pared with six months ago. 
Also, more than half of all 
Internet users intend to 
begin shopping on-line in 
the coming year, according 
to the survey. 


because of the outbreak 

of Severe Acute Respira- 

tory Syndrome. Econo- 

mists attributed the 

June performance mainly Y 
to exports to China, 

though exports to 

Japan, Malaysia and 

Thailand were also 
particularly strong. 


SPACE 


China launched the 

second of two satellites 
that comprise a joint 
research project with the 
European Space Agency 

to study the earth's 
magnetic field. This is 
China's first collaborative 
effort with the European ^ 
Space Agency. 


August 5, 2004 


ko 


Reuters / China Photo 


PetroChina said that it is 
studying the possibility of 
listing its stock in China 
but denied press reports 
that it had a timetable for 
such a listing. A unit of 
the company is already 
listed in Hong Kong and 
New York. The company 
raised $2.9 billion in that 
dual listing in 2000. The 
Financial Times reported 
that the company would 
seek up to $4 billion in its 
listing in China, though 
the company denied that 
any target had been set. 





DIPLOMACY 


India and China have 
concluded a third round 
of talks aimed at resolv- 
ing a long-lasting border 
dispute. The talks in New 
Delhi between J.N. Dixit, 
India's national security 
adviser, and Dai Bingguo, 
China's vice-minister for 
foreign affairs, didn't 
reach agreement on the 
precise location of a 
mutual 3,500-kilometre 
Himalayan border. Dai 
also met with Indian 
Prime Minister Manmo- 
han Singh. The two sides 
fought a brief war in 1962 
regarding the border. 


INVESTMENT 


China's railway system, 
long an icon of central 
planning, will begin 
allowing limited foreign 
investment. The official 
English-language China 


Daily reported that 
outside investment would 
be allowed in branch lines 
but not, as yet, the most 
heavily travelled trunk 
routes. In recent years, 
Beijing has spent heavily 
to improve the nation's 
airports and roads but 
relatively little on rail. 


LEADERSHIP 


Former President Jiang 
Zemin urged the govern- 
ment to "speak the truth" 
about economic condi- 
tions and "report the 
actual conditions." 





JIANG: Call for "truth" 


Jiang's official position in 
the government since 
resigning as president 
16 months ago is chair- 
man of the Central 
Military Commission, but 
he is known to wield 
considerable influence. 
Analysts said that Jiang's 
comments may reflect 
misgivings about the 
performance of China's 
new leadership. Hu 
Jintao succeeded Jiang 
as president. 


RAILWAYS: Investment sought to ease crowding 






d 


sane 





BUSINESS DIGEST 
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SAIC EMERGES AS SSANGYONG BIDDER 
Shanghai Automotive Industry Corp. (SAIC) has been selected as l 
the preferred bidder for Ssangyong Motor, according to Chohung 
Bank, the lead creditor of the South Korean car maker. This is the 
second time that a Chinese company has been selected as the 
preferred bidder for Ssangyong, Earlier this year, talks between 
Ssangyong's creditors and Chinese chemical conglomerate China 
National Blue Star Group fell apart over a variety of issues, includ- 
ing cost and post-acquisition development plans. SAIC thus becomes 
the newest likely candidate to make China's first acquisition of a for- 
eign car company. Analysts said that the deal would give SAIC access 
to Ssangyong's technology and provide South Korea's fourth-largest 
car maker a way into to the fast-growing China market. 


PRODUCER PRICES RISE QUICKLY 

Producer prices increased 6.4% in June from a year ago, the fastest 
year-on-year growth in nine years, according to the National Bureau 
of Statistics. Analysts said that Beijing considers the producer price 
number to be much less significant than another gauge of infla- 
tion, the consumer price index. In the first six months of 2004, 
consumer prices rose 5%, and government officials have said that 
the figure to July 31 is likely to exceed 5%, which is the threshold set 
by China's central bank for considering an interest-rate increase. 
Economists had anticipated that Beijing would raise interest rates 
to slow the economy, though so far the government has used admin- 
istrative measures instead. 


PRIVATE SECTOR GETS A PROMISE 

Premier Wen Jiabao told an economic forum that the government 
would "encourage, support and guide" private companies, accord- 
ing to Xinhua, the official Chinese news agency. Analysts saw his 
statement as one of most explicit promises yet by such a high-rank- 
ing official that the government would treat private entrepreneurs 
on an equal basis with state-owned companies. Four months ago, 
China amended its constitution to protect private property for the 
first time. China's private sector has emerged as the most impor- 
tant engine of job creation for an economy that is in the throes of 
substantial restructuring, lay-offs and job insecurity. Wen promised 
explicitly to remove official handicaps holding back the private 
sector and to protect private-property rights. 


TAIWAN COMPANY THINKS AGAIN 
Taiwan's Chi Mei Optoelectronics, one of the world's biggest mak- 
ers of flat-panel video displays, is holding back on plans to build a 
module-assembly plant in China because of what it sees as an uncer- 
tain political situation there, according to a company official. Eddie 
Chen, director of finance for the parent company, Chi Mei Group, 
said the company will consider other locations for the plant, includ- 
ing Vietnam. The company's relationship with China has been 
strained since Beijing condemned Chi Mei founder Hsu Wen-lung in 
early June for what the government said was his support for Tai- 
wan independence. "We want to make sure that when we go, we are 
welcome," said Chen to Dow Jones Business News. 
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A Shanghai Clothing Designer Creates Elega. 
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| CHINA 


MILITARY ALLIANCES 


A Diplomatic 
Offensive 


In Southeast Asia and throughout the Pacific, China is trying to 
increase its influence in military and strategic affairs. The idea may 
be to displace the U.S. in regional security matters 


CHINA HAS PERSUADED members of the 
Association of Southeast Asian Nations 
to endorse a new security forum meeting 
in Beijing later this year. The move marks 
an escalation in China's bid for regional 
leadership and exposes a long-suspected 
desire to marginalize and eventually 
exclude the United States from regional- 
security discussions. China already plays a 
role as host of the six-nation talks on North 
Korea's nuclear-weapons programme. But 
the proposal of joint military exercises with 
Southeast Asian countries seems to take 
Beijing's ambition to a new level. 

For now the trend is especially notice- 
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By Michael Vatikiotis/ HONG KONG 


able in the realm of talk-shop diplomacy, 
where China was once content to stay low- 
key as long as its interests were respected. 
Now it is taking the initiative. The proposal 
to hold senior-level talks on regional secu- 
rity was first made in November last year 
in a concept paper that China circulated at 
a meeting of the region's existing secu- 
rity body, the Asean Regional Forum. 
According to the paper, the objective of its 
proposed ARF Security Policy Conference 
would be to “open new channels of dia- 
logue and exchanges . . . to further increase 
mutual trust and understanding among 
defence officials." 

Another meeting of defence officials 
sounds harmless enough, but diplomats 
in the region say that the real motivation 
for the proposal is more than conversation. 
Chinese officials are “quite uncomfortable 
with what they see as too much American 
influence in security forums, so they are 
trying to start a separate track," says a sen- 
ior Southeast Asian diplomat. 

The 23-member ARF, established in 
1994, is composed of all 1o members of 
Asean and dialogue partners, including 
China, the U.S., Japan and the European 
Union. All 23 members are expected to 
receive invitations from Beijing. Even so, 
Amitav Acharya, deputy director of the Insti- 
tute of Defence and Strategic Studies in Sin- 
gapore, sees the move as China's attempt 
to increase its influence in ARF. “It could 
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also mean that China feels it can use the 
ARF to reflect China's interests," he says. 

Given China's growing economic 
clout, neighbouring countries pay close _ 
attention to its regional initiatives. Asean 
officials moved quickly to lock in Beijing's 
participation at annual ministerial dis- 
cussions in Jakarta in late June and early 
July. The first meeting of the new body will 
be held in Beijing in November. 

Security expert David Shambaugh of 
George Washington University in Wash- 
ington argues that this is part of a carefully 
prepared bid for regional stewardship by 
China. *China has leapt with both feet into 
multilateralism," he says, pointing to a 
whole range of trade agreements with 
the region over the past five years. “Now 
they are beginning to use their leverage to 
drive their regional agenda." 

A very big part of that agenda appears 
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to be acute discomfort with America's 
oversized role in the region. The U.S. has 
troops based in Japan and South Korea, 
participates in war games in Malaysia and 
Thailand, trains soldiers in the Philip- 
pines, docks its navy in Singapore and 
enjoys shore leave in Hong Kong—not 
to mention maintaining military alliances 
with India and Pakistan and continuing its 
involvement in Afghanistan. America's 
global war on terrorism has brought it 
even closer to the region. Beijing has its 
own share of military ties in the region, 
but nevertheless has responded in alarmist 
tones to any hint of an expanded Ameri- 
can military presence in Asia. 

Of particular annoyance to Beijing is 
the Shangri-La Dialogue annual security 
forum, which is organized by the London- 
based International Institute for Strategic 
Studies. The forum, attended by senior 
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Western defence officials, is hosted and co- 
sponsored by the Singapore government. 
China attended the first two forums but 
did not send representatives this year. 

“China does not like the Shangri-La 
Dialogue,” says Sheng Lijun of Singapore's 
Institute of Southeast Asian Studies. “Bei- 
jing wants any regional-security mecha- 
nism to be led by regional leaders, not by 
Western countries.” This year the Singa- 
pore meeting was attended by U.S. Sec- 
retary of Defence Donald Rumsfeld, and 
the agenda was heavily slanted towards 
Western preoccupations with nuclear pro- 
liferation and terrorism, according to 
defence analysts in the city state. 

China's resolve to play a leading role 
in regional-security affairs is being demon- 
strated in other ways, as well. At a semi- 
nar on Asean-China relations in Singapore 
at the end of June, retired Chinese military 





officers and intelligence officials floated 
the idea of joint naval patrols and m; 
military exercises with Asean. Such exer 
cises, noted one Chinese militan 
would “promote the establishment of ; 
favourable international order.' 

Close security ties with the U.S. ar« 
clearly not part of that order, as Singa 
pore is discovering. Analysts are now con 
vinced that when Beijing sharply rebuked 
Deputy Prime Minister Lee Hsien Loong 
for his private visit to Taipei in mid-July 
it was about more than flouting the 
China policy—Lee had informed Beijing 
of his private visit, and Beijing has long 
turned a blind eye to the fact that Singa 
pore trains its military in Taiwan 

Rather, the signal Beijing is sending 
which involved cancelling Chinese dele- 
gations to Singapore and threatening to 
derail a bilateral free-trade agree- f 
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ment, may reflect something more serious. 
“China has been watching the U.S.- 
< Singaporean defence and intelligence rela- 
tionship grow since the late-Clinton era,” 


_ says Shambaugh. Singapore has been 
-vociferously in favour of the U.S. balanc- 
ing China's growing security role in the 
- region. Shambaugh and Acharya suspect 


pleasure with Singapore's close U.S. ties. 
“It’s a way for China to signal to other 
Asean countries not to follow Singapore’s 
example," says Acharya. 

Singapore officials would not comment 
on the issue, even off the record, but they 
point to incoming-Prime Minister Lee’s 
July 17 response to Beijing. “Our relations 
with China are deep and broad. The prin- 


cipal is mutual interest and mutual bene- 
fit,” said Lee, who assumes the premier- 
ship on August 12. Although it is always 
difficult to distil China's official thinking 
from mere rhetoric, China's new definition 
of mutual benefit would appear now to 
include cooperation on regional security, 
which is why the November meeting in 
Beijing will be watched closely. g 


-that China was showing its strong dis- 
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By Bertil Lintner/MAjURo, THE MARSHALL ISLANDS 


DIPLOMATIC QUARTER in Majuro, the tiny capital of the 
Islands, is not exactly teeming with activity. In 
only three countries maintain embassies here. Not sur- 
singly, two of them belong to the now-independent repub- 
s former colonial powers, Japan and the United States. The 
rd, however, is Taiwan’s “Embassy of the Republic of 
shina.” The Marshall Islands is one of 26 countries that main- 
ain diplomatic relations with Taipei. 

_ This puts the Marshall Islands at the centre of an endur- 
ing Asian conflict: the struggle on one hand by Taipei to 
attract and retain diplomatic recognition from foreign gov- 
.ernments and by Beijing on the other to deny the island its 
claims to legitimacy. Taipei's efforts to get official diplomatic 
support for “the Republic of China" always comes with 
- generous offers of aid, something that the impoverished and 
-resource-starved island-countries of the Pacific badly need. 

Beijing has adopted similar tactics, funding government 
buildings in Vanuatu and Samoa. It paid for the construction 
of the venue for last year's South Pacific Games in Suva, 
the capital of Fiji. None of this is new, though Beijing has 
increased such spending in recent times. 

< But there is something bigger going on here. While the 
ention of the United States is currently focused on Iraq 
ghanistan, China is making inroads into gaining influ- 
in what has long been regarded as America's home turf, 

acific. Some analysts have even suggested that the ocean 
coming the venue for a new Cold War where the U.S. 





and China compete for client states and strategic advantage. 

China is expanding its influence over the Pacific with 
the "long-term aim of challenging the United States as the 
prime power in the Pacific," says Benjamin Reilly, a senior 
lecturer at the Australian National University in Canberra. “It | 
can no longer be taken for granted that Oceania will remain 
a relatively benign 'American Lake'. | 

Taiwan's interests in the Pacific are clear and relatively 
narrow. Besides its need for diplomatic recognition, it also 
has economic interests in the region: Its fishing fleets are 
some of the largest in the region, TESTEN across the cen- 
tral and western Pacific. 

Beijing has sought to counter Taiwan with its own brand of 
what is known locally as “dollar diplomacy.” “Chinese aid dis- 
bursements have moved from near zero to [among] the largest 
in the region in only a few years," Reilly says. "Chinese aid to 
the Pacific's largest state, Papua New Guinea, is now second 
only to that of Australia." Reilly notes that China also pro- 
vides military assistance to the few Pacific countries that main- 
tain forces—Fiji, Tonga, Vanuatu and Papua New Guinea. 

China's interest in Tonga proves this point, say Reilly and 
others. For years, Tonga was Taiwan's staunchest ally in the 
Pacific. But in 1998, Tonga shifted recognition to Beijing. 
Its king received a red-carpet welcome in Beijing along with 
promises of aid. Two deputy chiefs of the Chinese People's 
Liberation Army have visited Tonga in recent years. Tonga 
may be tiny—no more than 100,000 people liveon 700  . 
square kilometres—but it is strategically located in the mid- Y 
dle of the Pacific Ocean. 

According to Mohan Malik, a China analyst at the Asia- 

Pacific Centre for Security Studies in Honolulu, Beijing has 
two major interests in the Pacific: In the short term, he says, 
it wants to “isolate Taiwan in the international community.” 
But in the medium and longer term, says Malik, the goal is to 
challenge and eventually displace the U.S. as the guardian 
and protector of the Pacific. He said that Beijing wants to emerge 
as a major Pacific-region aid donor and economic partner. "This 
would undermine U.S. influence in the region and Oceania's 
special ties with Washington," says Malik. 

Malik argues that increased Chinese tourism and emi- 
gration are part of Beijing's “economic penetration of Ocea- 
nia" strategy. In recent years, thousands of Chinese have l 
settled in the Pacific, running grocery stores, restaurants and ^ 
other small businesses. The numbers arent significant in a 
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global context, but both Reilly and Malik say that Chinese 
migration to these Pacific states with their tiny populations 
has upset traditional ethnic and economic patterns. 
According to Reilly, the realization of China's ambition to 
develop a blue-water navy, which it now lacks, would increase 
its interest in the Pacific. Now, despite recent developments, 
the region is not at the top of Beijing's list of security priori- 
ties. Taiwan and the Spratly Islands figure much more promi- 
nently. But, as Reilly points out, China has seen how Japan 
and other countries have historically used the Pacific islands 
in the service of building a Pacific empire. And though there 
is no evidence that China will seek to expand its influence 
by waging war, it seems inevitable that its interests in the 
region will clash with those of the U.S. in the longer term. 


CHINA HAS BEEN HUNTING TO REPLACE 


A SATELLITE-TRACKING STATION ON 


AN ATOLL IN KIRIBATI, WHICH DECIDED 


TO RECOGNIZE TAIWAN LAST YEAR 


China's only major setback in the Pacific was suffered last 
year, when Kiribati decided to recognize Taipei. "We did not 
ask them to sever diplomatic relations with Beijing, but as 
China adheres to the one-China policy, they pulled out of Kiri- 
bati immediately,” says Chen Lien-gene, Taiwan's ambassa- 
dor to the neighbouring Marshall Islands. And not only was 
the Chinese embassy in Kiribati closed, the Chinese also 
dismantled a satellite-tracking station that it had established 
in 1997 on Tarawa Atoll in Kiribati. The station was the only 
one of its kind outside China, and Kiribati, which straddles 
the Equator, was an ideal place for satellite-tracking. 

Defence experts long suspected that China's Tarawa sta- 
tion also monitored American missile tests at nearby Kwa- 
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AMBITION: China 
might have looked 
enviously at this 
U.S. ship docked in 
Shanghai early 
this year because it 
wants its own 
blue-water navy 
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jalein Atoll in the Marshall Islands. “The Kwajalein base is 
vital for the development of the United States' missile-defence 
system, which China strongly opposes," says Reilly. 

Other observers argue that the satellite dishes at Tarawa 
were too small for such advanced operations. Des Ball, a 
professor at the Australian National University and an expert 
on signals intelligence, says that China's Yuan Wang tracking 
ships are far more useful for intelligence gathering. "These 
are packed with all sorts of communications gear," Ball says. 
He says that one of the tracking ships is permanently stationed 
in the Pacific; a second pays occasional visits. 

Ball, however, says that the loss of the Tarawa station 
was significant for another reason: It deprived Beijing of a 
land base in the Pacific, where the movements and activi- 
ties of the Yuan Wang ships could be coordinated. China is 
believed to be looking for a new base near the Equator, and of 
the Pacific countries that recognize Beijing, only Nauru has 
an equally favourable location. Nauru severed diplomatic rela- 
tions with Taipei in July 2002 and now recognizes Beijing. 

So far, much of this seems to be happening with the 
tacit approval—or at least the studied ignorance—of Wash- 
ington. Aside from being preoccupied with its Middle East- 
ern imbroglio, it is clear how much Washington needs Bei- 
jing's support both there and with North Korea. The U.S. has 
even pulled out diplomats from the Pacific and downgraded 
its presence there. This, Reilly argues, has created a vac- 
uum that China is taking full advantage of. 

According to Malik: “Under the cover of a China-Taiwan 
contest for diplomatic recognition, Beijing is laying the 
groundwork for a future contest between the United States 
and China for supremacy in the Pacific Ocean." For small and 
near-bankrupt countries like the Marshall Islands, offers of 
aid may be the key factor determining whether they should 
recognize Taipei or Beijing. But they may soon find them- 
selves pieces in a much bigger game that increases their strate- 
gic significance even more. & 
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INNOVATION 


FLECTRONICS 


Mecca For 
Gadget Makers » 


Electronics mahers are turning to Islam by developing special 
devices for Muslims. The challenge in this potentially lucrative 
marhet is to avoid offending Muslim sensibilities 
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By Jeremy Wagstaff/] AKARTA AND SINGAPORE 


WHEN SOUTH KOREAN appliances giant 
LG Electronics was looking for a way to 
catch up with its competitors selling 
gadgets to the Islamic world, it turned 
to Mecca. 

Seeking an edge over its rivals, LGE 
hit on packing features into a cellphone 
to help Muslims fulfil their daily prayer 
obligations. The most obvious way: 
determining the direction of Ka'aba, the 
House of Allah in Mecca. So 
LGE's G5300 cellphone, 
marketed last September 
in the Middle East, fea- 
tures a dangling compass 
which, after setting it to 
north and inputting some 
local information, enables the 
user to pinpoint the direction in 
which to pray. The phone, says 
LGE's assistant public-relations 
manager Karen Park, has been à 
hit and an upgraded model went 
on sale last month. 

LGE is not alone. Technology com- 
panies are waking up to the global con- 
sumer potential of more than 1 billion 
Muslims. Dubai-based mobile-telecom- 
munications company Ilkone in April 
launched its Ilkone i800, a $400 phone 
that recites the Islamic call to prayer, pro- 
vides prayer times for more than 5,000 
cities and has a digital compass indicat- 
ing the direction of Mecca. Korea-based 
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PenMan Corp., a wholly owned subsidiary 
of Hosan Corp., which makes automatic 
doors and vacuum toilets for trains, has 
found a niche selling a range of hand-held 
electronic devices for Muslims. They 
include a $120 digital version of the Koran 

in Arabic and English with full 
recordings of the Holy Book and 
earphones and a digital compass 
indicating the direction of Mecca, 
complete with alarms for prayer 

times in 250 cities. 

While the Middle East is a 
promising market, sizeable 
Islamic populations in Asia 

are also potentially lucra- 
tive. LGE's upgraded 
model, the F7100, will 
go on sale in Indone- 
sia—which has the 
world's largest Mus- 

lim population—and 

Malaysia later this 
year. Ilkone recently set 
up a Singapore subsidiary 

to market its i800 across 
Southeast Asia. PenMan already has 
offices in Singapore and distributors 
around the region. 
On-line retail outlets are also sprout- 
ing up. Malaysia-based TravellingMus- 


CALL TO WORSHIP: Ilkone's phone 
(above) recites the Islamic call to prayer 
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To avoid offending 
Muslim sensibilities, 
electronics makers must: 
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telecommunications standards in Asia, 
but also meets the approval of local 
Islamic authorities. 

In Brunei, says Ilkone Asia's mar- 
keting director Andrew Pang in Singa- 
pore, members of the clergy are con- 
ducting random checks on the text of the 
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actively encouraging, for example, the 
use of the Internet for Islamic banking. 
Even Indonesian cleric Ja'far Umar 
Thalib, leader of the now disbanded mili- 
tia group Laskar Jihad, whose mem- 
bers were accused of terrorizing Chris- 
tians in the Moluccas, says, "It's a good 
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If something is wrong with the product we have 
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Koran contained in the company's cell- 
phone. Malaysian authorities, mean- 
while, have asked for a printout of the 
Koran used in the phone. "If something 
is wrong with the product, we have to 
recall it and destroy it," says Pang. "So we 
are very careful." 

In fact, fears of offending 
Muslims may be overblown, says 
Mahmoud Moursi, an Egyptian 
expert on Islamic culture now 
lecturing at Central Michigan 
University. On a recent visit to 
Egypt, he says, he saw religion- 
oriented gadgets there that still 


Indonesia 
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idea that technology is used for the 
benefit of the people.” 

In Indonesia, Muslims are already 
harnessing technology to spread the word 
of God. The most conservative Islamic 
party contesting this year’s parliamentary 
and presidential elections in Indonesia, 


_ HUGE POTENTIAL 


The four largest Muslim populations 
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haven't appeared in the United pP — 
States. He bought a clock that Pakistan 
wakes you up with recitations M 
from the SA “These are nice ia iii i 
things that really complement Turkey 71.06 
rather than contradict Islamic Egypt 67.77 
beliefs,” Moursi says. M E 

Ma'ruf Amin, the head of the Nigeria 66.95 
fatwa committee in Indone- Iran 65.93 
sia's main Islamic body, the 
Council of Indonesian Ulama, Chine 38.66 
says his organization takes a Ethiopia 35.35 


positive view of technology, 
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Travellingmuslim.com's 
Electronic Tasbih and 
Prayer Watch 


the Prosperous Justice Party, has coor- 

dinated its activities via cellphone, mobi- 

lizing supporters for rallies, alms-giving 
and even for counting votes. 

One of the most aggressive adopters 
of technology is popular Muslim preacher 
Abdullah Gymnastiar, whose followers 
can subscribe to services sending prayers 
and Islamic aphorisms to friends and 
family members via text message. 

In fact, Gymnastiar plans to add cell- 
phones with Islamic features—similar to 
those of other manufacturers—to his 
existing business empire, which includes 
a television station, radio network, news- 
paper, software company, Internet service 
provider and hotel. "There is no contra- 
diction between Islam and technology," 
he says. "Islam teaches humankind to 
be more useful in life, to help people mov- 
ing forward." 

This is a reflection of how far attitudes 
have changed. When Singa- 
porean salesman Mohammed 
Ismail started selling software 
versions of the Koran a few years |. 
ago he encountered angry cus- 
tomers who felt he was trying to 
make a profit from the Holy 
Book. “You should be giving it 
away for free', people told me," 
he recalls. “It took time to explain 
to them that I had research and 
development costs to cover, and 
if I didn't cover them, I would 
go out of business." 

Those days are over: Now, 
Mohammed's helping Ilkone 
sell Islamic-oriented cell phones. 
"No one's suggesting we give 
these away," hesays. & | 

Rin Hindryati in Jakarta - 
contributed to this story 


August 5, 2004 


IN 


te 
$ 
D" 


Demand logd are rag 


Anis of otiers 20 


stered traue 
d Ht i 





f 


TH vitre npe Intemational Business Mi 


“7 All nahis reserved IBMAPO WAR f 





* \ 

| ` 
POLS @ BM 
YSOLLIONS, SO 
Neale id 
INS TA D ORG 


Corporation in the United Stat es amd 4 


E 


OneNote Wonder 


Microsoft's OneNote is more than a digital jotter. It seamlessly organizes your scribbled notes 
and ideas, synchronizes smoothly with hand-helds and smartphones and even plays video 


THE FOLK AT MICROSOFT aren't renowned for inno- 
vation, but it's time we took our hats off to them for 
OneNote. OneNote (www.microsoft.com/onenote) is a 
note-taking and organizing program that came out 
last year, and is about to be revamped with a new 
release due soon. OneNote is a step up for Microsoft 
in several ways and we, who tend to be somewhat 
rude about the Redmond crowd, should be big 
enough to acknowledge it. 

First off, OneNote has solid origins: a simple 
idea. Why, its developers, led by Chris Pratley, asked, 
wasnt there much software to deal with informa- 
tion that is not yet a document? (You can read 
the story behind OneNote on Pratley’s blog at 
tinyurl.com/squmd). To put it another way: What do 
you do with doodles, stuff that you create or find, if 
you don't already have a place for them in a spread- 
sheet, a Word document, a Web page or whatever? 

Microsoft isn't the first to consider this problem. 
There are several different kinds of programs trying 
to tackle the idea of data wandering around home- 
less. There are, for example, digital Post-It notes: 
One to try if you haven't already is Quick Notes Plus 
from India's ConceptWorld ($30 from www.con- 
ceptworld.com). Then there are the outlining pro- 
grams I reviewed early this year (At Last, Some 
Order, Jan. 22) and mind-mapping programs like 
eBrain (Expand Your Mind, Apr. 15). But these 
ert flexible enough for doodling while you're in 
etings, on the phone, or, if you're that kind of per- 
in the bathroom. 
neNote brings some key strengths to the table. 
e thing, it's very flexible. You can start typ- 
where in the program and OneNote will 
plain. Instead, it will create a new little 
h you can then move around at your 
ink about it: It’s kind of sad that we regard 
novation the ability to write something 
the screen. The inventors of paper 
t us. 
of OneNote is another major inno- 
haven't seen it used before), where 
vertical and horizontal planes, giv- 
flexibility in organizing and find- 
rizontal tab—think of them as 
abinet—is a folder, whereas 
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the tabs on the left are individual pages within that folder (think 
of address book tabs separating the As from the Bs). This is intu- 
itive and enormously useful. Naming and renaming them is 
also easy and fast. 

Indeed, that's another strength of OneNote, and another 
reason to congratulate Pratley's team. There are very few pop- 
up windows when it comes to entering data (and it's a shame 
that Pratley didn't extend some of these ideas to Word and 
other Office stalwarts). The result is that not much gets in the 
way of your brain-storming. 

OneNote was originally envisaged largely as a tool to accom- 
pany the TabletPC, so it works best with pen-writing PCs, where 
you write directly onto the screen with a stencil. (OneNote 
will recognize handwriting, for example, though understand- 
ably it couldn't make much sense of mine.) But that shouldn't 
stop those of you with ordinary PCs. OneNote has wonderful 
formatting features for moving around text, and it also lets 
you record snippets of audio (and, in the new version, video) 
which are stored as little snippets on the page. Great for record- 
ing a pitch, or a note for yourself, or humming a tune you 
cart remember the title of. 

From what I can gather, everyone uses OneNote a little 
differently. Some use it as a sort of holding pen for ideas until 
the idea takes shape into a real document. Others use it for stor- 
ing bits and pieces they need to get to easily—phone num- 
bers, credit-card details, the name of their spouse. OneNote 
works well for both approaches and anything in between because 
loading the program will load all your tabs and whatnot auto- 
matically: In other words, you don't need to remember where 
you put something or what name you gave the file. OneNote 
is the file. Another smart move. 


GIVING USERS WHAT THEY WANT 

Another departure for Microsoft with OneNote has been the 
manner of its upgrading. The about-to-be-released OneNote Ser- 
vice Pack has been developed as part of an open dialogue 
between, on one side Pratley and his teammates, and on the 
other, the outside world. 

A lot of the new features were requested by users who placed 
comments on Pratley's blog, and he has gone to great lengths 
to maintain that dialogue, explaining why certain features 
have been included and some haven't. It's an impressive bout 
of openness for Microsoft, signalling hope for the way future 
products are developed. 

The improvements are significant: OneNote can syn- 
chronize smoothly with PocketPC and Windows Smartphones; 
it does a better job of integrating with other Microsoft pro- 
grams, especially Microsoft Word, and it is able to do on- 
line shared sessions in real time, where several people can 
scribble and alter stuff on the same page. Oh, and you can cap- 
ture bits of other windows and screens and slot them into a 
OneNote page. This is less a “service pack” than it is OneNote 
2004, a whole fresh release. 

It doesn't, however, mean that OneNote is perfect. I like it, 
I like it a lot, but I don’t use itas much as I expected I would. It's 


August 5, 2004 





ER A 





The Institute of Defence and stratearc Studies (IDS5 naat 5 f m 
for the following positior 


[Revolution in Military Affairs (RMA) Programme] 





Applicants for the RMA positions will have an interest a 
developments; the nature of future warfare; emergen! 
asymmetric warfare and effect-based operation 
states and implications 
the Assistant Professor position will! teach a course 
programmes. He or , 





good as far as it goes for small chunks of text, 
images, doodles or audio. But unless you have a 
huge screen, it's not kind to larger chunks, which 
easily swamp the space. Although you can reduce 
a chunk to just a little bar, it's not as elegant a 
process as I'd like. 

I also don't think that OneNote makes the best 
use of the graphical opportunities: For example, 
why not allow users to draw links between chunks, 
a bit like a flow chart, to indicate relationships? It's 
as if OneNote has broken the shackles inhibiting 
users, but then cowered in the winds of freedom, 
scared of moving too quickly away from the safety 
of the barn. One final gripe: OneNote should be part 
of the main Office XP package, and it should retail 
for less than it does— $200. 

But you should try OneNote if you haven't, as 
it may suit you more than it suits me. If you're not 
a naturally organized person looking for a way 
to keep stuff in one place, OneNote might be it. 
And if it matters to you, just pretend it's not made 
by Microsoft. = 

More musings at loosewireblog.com 
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INTERNET 


Cafe Society 


Indian surfers are flocking to cyber-cafés, thanks to 


low PC ownership and high home dial-up costs 


By Rasul Bailay/New DELHI 





ON A RECENT SUNDAY AFTERNOON, R.K. Sinha spent two 
hours in an iWay cyber-café. But the bank executive wasrit there 
to send e-mail or chat. He was taking an on-line exam. 

Sinha was one of 15,000 bank officers in 45 Indian cities 
who visited iWay’s chain of cyber-cafés to take on-line tests 
conducted by the Indian Institute of Banking and Finance. 
Millions of other Indians rely on such Internet outlets to do 
everything from teleconferencing to job interviews. 

That's because less than 1% of Indians own computers, com- 
pared with 79% in South Korea, 15% in Malaysia and 2.8% in 
China, according to data from India’s telecoms regulator. Low 
computer penetration is severely hindering the growth of the 
Internet on the Subcontinent. In a population of 1 billion, India's 
Internet subscribers number a mere 4.5 million today, mar- 
ginally up from 4.1 million at the end of 2003. 

The reason: Almost 9596 of Internet users rely on dial- 
up networks, and steep telephone charges make surfing from 
home expensive. High-speed broadband Internet access is 
almost nonexistent in India. 

Enter iWay. Using the Internet at an iWay café is almost 

o% cheaper than surfing at home, according to Internet 

mpanies. And most cyber-cafés run on a fast broadband net- 

rk. “The dial-up network is useless," says Amitabh Sing- 

president of the Internet Service Providers Association 
lia. “We call it the ‘worldwide wait’.” 

a result, cyber-café chains like iWay, a unit of Nas- 

ed Sify, are sprouting up across India. The Madras- 

mpany has outlets in crowded market places, swanky 
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malls, railway stations and airport lounges. “We are solving 
the digital divide by bringing Internet to the masses who oth- 
erwise can't afford it,” says George Zacharia, Sify's chief oper- 
ating officer. "We have taken a mass-market approach." 

iWay accounted for 2096 of the parent company's total rev- 
enue of $65 million in the financial year ended March 31. 
The chain currently has about 2,000 outlets with more than 
20,000 computer terminals in 65 Indian cities. It's opening 
three new outlets a day. “iWay knew that the majority of Indi- 
ans cannot afford personal computers," says Balendu Shri- 
vastava, senior project director at eTechnology Group, a New 
Delhi-based research firm. "They had the vision and they 
thought whatever has to happen was through public access." 

Beginning with a dozen company-owned cyber-cafés in 
Chennai and Bangalore, iWay quickly developed a franchise 
structure as a means to accelerate growth. The company pro- 
vides franchisees with computers and broadband connections 
and designs the interior of the café. The franchisee pays an 
upfront licensing fee of around $800 to iWay. Revenues are 
shared 70926-3096 between the franchisee and iWay. 


REVENUE LEAKAGE 
Initially, iWay executives say, they faced problems of “rev- 
enue leakage," with some franchisees understating sales 
at their cyber-cafés. They say the problem was solved by _ 
introducing a new software-based accounting system and 
prepaid access cards. 

The company now aims to attract 2 million regular cus- 
tomers in the next two years with the addition of 4,000 out- 
lets. It also plans to expand into smaller cities and rural areas. 
"We want to be closer to residential neighbourhoods and com- 
mercial areas where people dort have to walk a long distance,” 
says Zacharia. 

Overall, the number of cyber-cafés in India has doubled 
to 50,000 over the past two years, according to New Delhi- 
based consulting firm IMRB International, which expects the 
number to double again over the next year. Almost 6096 of 
India's 12 million Internet users frequent cyber-cafés, indus- 
try figures show. 

That means there'll be little growth in individual sub- 
scriptions. “The growth of cyber-cafés is mainly responsible . 
for the slowdown in Internet subscribers," says Singhal of the 
Internet Service Providers Association. He adds that almost 
250 Indian Internet service providers have gone out of busi- 
ness in the last couple of years. 

Shrivastava of eTechnology Group says *even people 
who own computers at home are going to cyber-cafés because 
they are cheaper than using the Internet at home and cyber- 
cafés give a great deal of privacy." 

Nonetheless, India's Ministry of Information & Tech- 
nology is developing a plan to increase the Internet subscriber 
base ro-fold to 40 million by 2010. During the same period, 
the ministry hopes to attract 20 million broadband subscribers 
from almost none now. How? It's studying ways to make such 
services far more affordable for ordinary Indians, such as 
by reducing tariffs on imported equipment and giving tax 
breaks to service providers. & - 
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PRINTERS 


Picture This 


The humble home printer is becoming a lean, 
mean, multipurpose machine 


By Ichiko Fuyuno/Tokvo 


AT A TIME WHEN snazzy new digital cameras and on-line 
photo albums are taking off, one old-fangled gadget is sur- 
prisingly hot: the home printer. 

That's because companies are rolling out cheaper, smaller 
and fancier printers capable of producing high-quality, water- 
proof colour prints that look as good as lab-developed pho- 
tographs. Their logic: At the end of the day, people still want 
their photographs on paper, not just on a computer screen. 

Consumers are also replacing their old printers with 
new models that boast multiple functions such as scanning 
and copying. Some hi-tech models can print photos taken 
on a cellphone, and without using a cable; others can scan 
negatives. At about $300 or more in Japan, these multi- 
function machines cost quite a lot more than lower-end 
models that retail for less than $90, but the gadget-mad Japan- 
ese are snapping them up. 

Thanks to this demand for high-quality printing and 
multiple functions, printer sales haven't declined in Japan 
or the rest of the world, even though the market is mature. 
In Japan, shipments to stores of ink-jet printers with pic- 
ture-printing capability are expected to remain at 6.4 mil- 
lion this year, and grow modestly through 2007, accord- 
ing to the Japan Electronics and Information Technology 
Industries Association. Globally, shipments of ink-jet print- 
ers, which are mostly used at home, will likely grow to 8o 
million units this year, up 7.696 from a year ago, accord- 
ing to the group. 

In the United States and Europe, Hewlett-Packard is the 
market leader. But in Japan, 9096 of the market is shared by 
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BEST-SELLER: A salesgirl shows a photo printed 
by Epson’s Colorio PM-A850 


two domestic companies—Seiko Epson and Canon. Both have 
a large line-up of printers that produce high-quality photos in 
addition to ordinary documents. For Canon, pushing sales of 
home printers is crucial to supporting its other main product: 
the digital camera. Yuji Suzuki, manager of Canon's ink-jet- 
printer division, says demand for picture-perfect printers in 
Japan is at least 18 months ahead of the U.S. and Europe. 

At the Bic Camera electronics store in central Tokyo, the 
aisles are packed with the latest Canon and Seiko Epson 
models that print everything from sticker-sized photos to 
pictures as large as a magazine spread. The store's best-selling 
printer is Seiko Epson's Colorio PM-A850 which can scan film 
negatives and print out pictures. 

Canon's Pixus 900PD (price tag: about ¥34,400 or $313) 
is capable of printing photos without even having to connect 
the printer to a PC. You connect your digital camera, cellphone 
or camcorder directly to the Pixus with a cable, or insert the 
memory card into a slot in the printer. It takes longer—about 
100 seconds per photo—than printing via a PC, but the 
quality is as good as professionally developed photos, and you 
can also choose to print in assorted sizes. 

Another Canon model, the Pixus 80i, looks like a laptop 
PC, while Seiko Epson's Colorio Eroo is as small as a portable 
cassette player. Both can print photos taken on a cellphone. 
You simply select the photo in the cellphone memory and press 
a button to send a signal to the printer. The Colorio E100 
can also be connected to a television set with a cable, so that 
the TV is used as a monitor to select which photos to print. 

These user-friendly functions are enticing consumers like 
Atsuko Omaki to buy a new printer. “I wanted to quickly print 
out pictures of my pets taken on a digital camera and show 
them to friends," says the 41-year-old, who recently bought 
the Colorio Eroo model for Y22,890. 


COMPANIES ARE SCRAMBLING TO ADD 
NEW FUNCTIONS TO PRINTERS, SUCH 
AS PHOTOCOPYING AND SCANNING 


As hot as these new printers are, Japanese consumers will 
soon be demanding more. “In Japan, people's expectations 
are really high," says Norio Niwa, executive vice-president at 
Seiko Epson. So the companies are scrambling to add new 
functions to printers, such as photocopying and scanning, 
which turns text and images on paper into digital data. 

How big is the market for hi-tech home printers? That 
depends on how many people switch from film to digital cam- 
eras. Despite the fast-growing popularity of digital cameras, film 
cameras are still the norm, even in Japan. Seiko Epson estimates 
that of 167 million regular-sized photos that were printed or 
developed in Japan last year, 8096 were prints taken on a film 
camera, and only 7% were digital photos printed at home. = 
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ESCALATOR HANDRAIL COMPANY 


Getting a Grip 
On the Market 


A small manufacturer in China faces some unique problems. With relatively small 
production volumes, suppliers won't offer the most attractive terms. So the only way to 
succeed is to constantly looh to cut costs and stay flexible 


By Ben Dolven/SHANGHA! 





IT'S EASY TO GET the impression that 
China's manufacturing boom involves 
making just about everything. For an illus- 
tration of this, meet Ron Ball. He makes 
escalator handrails. 

Ball, 62, is from southern Ontario, 
where he founded a company in the late 
1970s to supply rubber handrail loops for 
escalators. He had been selling conveyor 
belts for tyre-maker Goodyear, but the 
entrepreneurial impulse told him it was 
time to strike out on his own. His firm, 
Escalator Handrail Company, or EHC, 
grew in short order into North America’s 
leading maker of handrails. It later set up 
overseas plants, first in Germany and then 
China. You'll find its handrails, among 
other places, in the Pentagon, the Kremlin 
and EuroDisney—in Asia they're in Narita 
Airport and the subways of Singapore, 
Shanghai and Guangzhou. 


SITTING 
PRETTY: Ron 
Ball has made 
his escalator 
handrail firm 
a leader 





But Ball, the company’s CEO, isn't off 


relaxing by a serene Canadian lake. He 
bases himself in Shanghai, spending his 
days wrangling with Chinese rubber sup- 
pliers, working incessantly at quality con- 
trol and braving the maze of Chinese 
import-export and currency regulations— 
not to mention 14 hours a day in front 
of a computer running the global opera- 
tion. And Ball professes to love it. “I don't 
see leaving,” says the laconic Canadian, 
sitting in his modest apartment in an 
old Shanghai high-rise, which is painted 
light pink. “This is the best 
part of the world, as I can 
see, at least for a business- 
man. I have a hard time 
not getting into all kinds of 
other things.” 

China’s big manufac- 
turing centres, spreading 
out from Guangzhou, 
Shanghai and Beijing, are 
full of business people 
like Ball, who run small 
and medium-sized com- 
panies making humble 
products you don't think 
much about—the prover- 
bial widget-makers of the 
world. Their challenges are 
as important as those of 
the corporate goliaths that 
dominate headlines, and 
often knottier. Small companies have 
less leverage over suppliers and fewer 
people to handle the reams of paperwork 
that China requires. Their stakes may 
be lower than those of a billion-dollar 
investor like General Motors or Motorola, 
but getting around the obstacles of busi- 
ness in China requires just as much deft- 
ness, if not more. 

EHC's China history is similar to that 
of many foreign companies that set up 
shop in the mid-1990s —a rough start-up 
period and early years of losses that 
turned around when relentless cost-^ut- 
ting kicked in. In 1996, the firm was 
scouring Asia for a site to serve increas- 
ing demand in Asia, particularly from 
South Korea, and it took a bet on China. 
Ball, then still based in Canada, chose 
Shanghai over Beijing and Guangdong 
province, where some escalator compa- 
nies were operating. 

"It was pretty much a personal deci- 
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v FIGHTING QUALITY STIGMAS: Some builders still frown on China-made goods 
v 


struction-crazed country. "Everybody who 
is anybody in the lift business has flocked 
here," Ball says. 

Ask him whether he's felt any impact 
from the government's moves to cool 
down economic growth and his surprise 
shows he didn't expect the question: “No, 
not this year. Definitely not.” He says, 
however, that he’s been told to cut elec- 
tricity use this summer because of the 
Shanghai area’s severe power shortages. 

Ball has 105 people working for him 
in Shanghai, and the factory is running 
seven days a week, 24 hours a day. Indeed, 
he just increased capacity by a third and 
now faces a new hurdle for manufactur- 
ers: not enough space. EHC rents its cur- 
rent plant, but today it’s simply impossi- 
ble to find another one ready to go. 

But running a Chinese factory, even 
a profitable one, is no simple matter. 
Manufacturing in China is a relentless 
battle with costs and Ball has to fight it 
daily. From maintaining consistent sup- 
plies to fending off new competitors to 
repatriating profits, life is not easy. 

Consider what Ball says is the biggest 
factor in bringing costs down—localiza- 
tion of supply. Today, he figures he buys 
around 60% of his materials in China. 
Some materials, such as the hi-tech tex- 
tiles that reinforce a belt, must still come 
from overseas. “The best way to save cost 
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is to continue to localize,” Ball says. “That 
is not an easy process. You really have to 
develop your suppliers.” 

This presents all sorts of challenges 
for a small firm, whose smaller scale of 
orders give it less leverage over a supplier. 
“Typically we do not attract a supplier,” 
Ball admits. “Typically we have to go find 
our vendor.” 

That's not easy. Think about rubber, 
for instance. Ball says the average lifespan 
of his handrails is around eight years—or 
5-6 years for a subway station where 


"Here, you have to find people who are 
already making rubber for other indus- 
tries," such as tyres or conveyor belts. And 
given that suppliers know they're difficult 
to replace, do price negotiations get heated? 
"Yes, it's a big issue," he admits. 

Then there is the question of quality. 
Ball admits that Chinese-made handrails 
still suffer from a stigma elsewhere in the 
world, though he insists that's lessen- 
ing. "Even now we have the problem in 
some markets overcoming the quality 
stigma," Ball says. "But it's dying rapidly." 
He echoes the mantra of manufacturing 
men everywhere: "There's no question 
that the quality of the product we make 
here is equal to the quality of the prod- 
uct that we make anywhere." 

Still, the Shanghai plant still uses 
older technology that moulds and com- 
presses the guard rails rather than more 
expensive new extrusion techniques that 
allow makers to use higher-tech materials, 
letting them make, for instance, flaming- 
red handrails. (Ball says such coloured 
handrails, made outside China, have led 
to big sales in the Japanese market.) 

But in China, once the supplies are pro- 
cured, the belts sold and the profits made, 
Ball still fights the constant battles of 
import-export bureaucracy and repatriat- 
ing foreign currency overseas. Ask him 
about the day-to-day hassles that make 
life hard, and such paperwork issues are 
extremely high on the list. 

On a busy Monday afternoon in a Bank 
of China branch, for instance, Ball haggles 
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RON BALL, CEO, ESCALATOR HANDRAIL COMPANY 


they're running nearly 24 hours and 
being gripped more often than not. Over 
the course of that period, handrails need 
to be flexible enough to slip on and off 
their runners, but they need to be firm 
enough and need to avoid stretching. 

So the company has to order a specific 
mix of rubber. In North America or 
Europe, this isn't hard—it goes to a for- 
mulation company, presents its basic 
requirements and gets the product it 
wanted. China is different. “That kind of 
secondary industry doesn't exist,” Ball says. 


at the teller's window in simple Chinese, 
speaking on his mobile phone to his other 
local bank, trying to work out a currency 
conversion. "It's getting better," he says, 
"but it's still not easy to deal with import- 
export, and to do foreign exchange." 

Perhaps the biggest battle, though, 
is getting away. Ball says that with several 
plants around the world, he circumnavi- 
gates the globe five times a year. “I still 
Work pretty crazy hours," he says. "I rarely 
have my computer off for more than 12 
hours at a time." & 
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UNDERCOVER MAN: 
Tom Shu checks out 
warehouses in person 


Privileged 
Position 


Food maker Kraft relies on Chinese firms to ship 
its goods around the country. Here are the tricks 
it uses to make sure they work hard for it 


TOM SHU, Kraft Foods’ warehouse and distribution man- 
ager in China, takes unusual day jobs from time to time. He 
lines up with groups of local labourers and hires himself out 
as a lowly day worker to local logistics companies. Shu 
isn't looking for extra pay 
the companies run their warehouses. He calls it “uncon- 
ventional due diligence.” 

Shu says such spying gives him the most accurate picture 
of a potential logistics provider's performance, and that's cru- 
cial information for a company like Kraft, which relies on local 
firms to handle the movement of its goods between produc- 
tion plants, distribution centres and wholesalers. But Shu says 
he's glad he can keep his main job: “I am not a good ware- 
house worker," he admits, patting his shoulders. "The goods 
are too heavy for me. Plus, I am always looking around and 
chatting" with other workers. 

A reliable logistics system is important for companies 
everywhere, because firms use inventory information from 
warehouses to make production decisions and rely on 
punctual product deliveries to maintain their reputations. But 
such a system is particularly crucial in China, where fast 
economic growth has contributed to serious transport 
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bottlenecks, from patchy road networks to protectionist works radiating into several neighbourin; 
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Organization, its logistics sector won't be fully 
opened to foreign competition until 2005. 
Until then, most multinationals that out- 
source logistics must rely on Chinese or joint- 
venture companies. But due to heated com- 
petition and consolidation in the logistics sec- 
tor, more and more Chinese companies are 
able to live up to the service criteria demanded 
by multinationals, leaving consignors like 
Kraft with more options. Take P.G. Logistics 
Group, a private Guangzhou-based logistics 
company that Kraft has hired to manage its 
biggest regional distribution centre in the east- 
ern coastal city of Suzhou, which serves 
Shanghai and the nearby provinces of Anhui, 
Jiangsu, Zhejiang and Fujian. 

P.G. Logistics is big nationwide, but it 
only has a midsized presence in Suzhou. Fan 
Xiwei, transport manager of P.G. Logistics’ 
Suzhou subsidiary, says Kraft is its most 
important client. Given Kraft's rigorous stan- 
dards for storage and delivery, Fan says, all 
the products are sealed in special dry-food 
containers for transport. Once Kraft's sales manager approves 
an order, the logistics company only has one to three days 
to make the delivery. Three days might be ample to move 
goods between two cities in developed countries like the 
United States, but it can be a major challenge in a country 
where roads are often too narrow, jammed with overloaded 
trucks or blocked by protectionist local officials demanding 
fees from truck drivers. Still, Fan boasts, “we are able to get 
the products to arrive on time." 

To keep logistics costs down and improve efficiency, Kraft 
has consolidated its distribution centres. After taking over 
Nabisco's China operations, it has gradually reduced the number 


“If you are ranked near the top 
with a smaller company, you 
always have priority" 
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ON THE SHELVES: Kraft needs reliable logistics companies to ship its myriad brands 


ToM SHU, WAREHOUSE AND DISTRIBUTION MANAGER, KRAFT 


of such centres from 13 in 2001 to the current five. “Food 
consumers don't have loyalty to brands, which means we are 
facing a fluctuating market," Shu says. *So we should make 
every effort to keep down the inventory level." The main cost of 
a distribution centre isn’t management fees but maintenance 
of inventory. Each warehouse must have some inventory at all 
times, but the company has typically lost 2096 of its potential 
revenues because of unsold goods and cash tied up in the 
form of inventory. Kraft's distribution centre consolidation has 
helped bring down the company's total operational costs in 
China by 596-1096 over the past few years, Shu says. 

Kraft has only partially resolved one of its chronic logistics 
problems in China: the pilfering of goods being transported 
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by rail. In 1999, when a full container of Maxwell House 
coffee arrived in Beijing by train from the Guangdong plant, 
the company found dozens of boxes were missing. Although 
the loss totalled only thousands of renminbi, other such losses 
added up over time. Shu still sees all sorts of problems with 
China's railway system: Rail transport “is just like mailing a 
letter," he says. "When you throw the letter into the mailbox, 
you can only cross your fingers and pray for its safe arrival." 

Although the situation has improved somewhat over the 
past five years, Shu says Kraft occasionally still sees “petty 
pilfering." Kraft's solution: Hide the most expensive products 
at the bottom of a container. Its workers, for instance, stack 
relatively cheap, 3-in-1 coffee mix near the door of a container, 
and jar-packed coffee further inside. 

China's recently initiated campaign to clamp down on 
overloaded trucks is threatening to take a bite out of Kraft's 
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bottom line. Starting on June 20, China's Ministry of Trans- - 


portation stepped up enforcement of heavy penalties on over- 
loaded trucks, which labour under huge loads all across China. 
The trucks are a threat to road safety, but logistics compa- 
nies have long kept overloading them as a way to keep prices 
down in tough competition. Now the companies are being 
forced to disperse goods that used to be loaded onto one truck 
among two or three vehicles. 

Shu says Kraft doesn't condone the practice of overload- 
ing trucks with cargo, but it has been a widespread practice 
in the industry. "We are already feeling the [price] pressures 
from the logistics companies," he says. Shu says Kraft could 
cope with a 2096-3096 rise in transport costs. But here's 
where the company's strategy of working with mid-sized 
logistics companies is paying off. Even in an environment 
where prices are rising, P.G. Logistics hasn't raised its fees 


at all. Why? It's simple, Fan says: “Kraft is among our most. 


important customers." CUI RONG 
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MR. TRANSPARENCY: Liam Casey tries to take the mystery out of China sourcing 


PCH INTERNATIONAL 


Up Close an 





MUNEY: SUCCEEDING IN CHINA 


Personal 


Outsourcing in China can be a risky proposition, with unreliable suppliers and little 
contract protection. But there is a way to get around the problem 


TRANSPARENCY IS A WORD that Liam Casey uses a lot. 
He sees it as key to the success of his company, PCH Inter- 
national, which sources low-priced components in China 
for some of the largest global computer and telecom-equip- 
ment makers. 

In some ways, that's an unusual thing for him to say. 
Transparency isn't usually a watchword in the sourcing 
industry, where suppliers often strive to act as a wall between 
the factories they source from and the firms they supply to. 
They try to make themselves indispensable middleman, afraid 
that if the end of the supply chain ever made contact with 
the start, they would be cut out. 
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By David Murphy/SHENZHEN 


But China sometimes requires a different formula. Out- 
sourcing is a difficult business here: Product quality, relia- 
bility and on-time delivery often vary greatly. Contracts are 
nearly impossible to enforce, companies routinely default on 


obligations, and rivals can poach suppliers by offering a few 


cents more. Meanwhile, supplying to image-sensitive global 
tech firms requires disclosure and a high level of openness, 
because they all have corporate social-responsibility agendas 
and are well aware of the costs to global companies of even 
a hint of poor working conditions in developing-country 
plants. For proof, just ask Nike. 

So PCH has made a virtue out of necessity, embracing >> 
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transparency as a means to win business from 56 companies 
in the United States, Europe and Asia, many of them with 
several plants in different locations around the world. PCH 
allows customers to track products directly from the source, 
providing names, addresses and photos of supplier plants on 
an exclusive intranet, and facilitating visits by end users to 
source factories. The intranet lets customers track suppliers’ 
inventories, capacity and even raw materials so that they 
can better plan production schedules. “We find PCH to be 
very collaborative, very open with data sharing and strategy 
development with us,” says Mike Dennison, Hong Kong- 
based vice-president of global procurement and supply-chain 
management for Flextronics International, a PCH customer. 
“And they use that as a strong selling point.” 

This has paid off handsomely for Casey. Based in 
Shenzhen and with offices in the U.S., Hong Kong, Taiwan, 
Mexico, Ireland and Hungary, PCH has seen sales climb 
astoundingly— from $10 million in 2002 to an estimated $40 
million this year. It has a total staff of 70, more than half of 
them in China. Casey refuses to disclose earnings, saying only 
that margins are tight and operating profits are a single- 
digit percentage of turnover. But he predicts sales of $70 
million next year. 

There are several factors that give PCH an edge. The seem- 

ingly unstoppable trends of outsourcing and offshoring make 
it much more important than before to share information 
between different companies in any given supply chain, argues 
Hau Lee, an expert in supply-chain management at Stanford 
University's Graduate School of Business. “Companies are no 
longer in a purely buy-sell relationship,” Lee says. The physical 
distance involved in a global supply chain combined with 
the pressure to shorten production lead times demands greater 
cooperation between all the companies involved. 

Lee says companies in advanced economies that are 
moving towards more outsourcing need to realize this. “The 
only way your supply chain can be as efficient as when you 
were vertically integrated is by information sharing,” Lee says. 
“So even though there are geographic, company and personnel 
barriers, it still needs to seem somewhat like one company.” 

æ Casey is critical of many Hong Kong-based middlemen, 
who strive to persuade their 
international customers that 
China is an opaque, impene- 
trable place to do business. 
One of the features he shows 
off on the company intranet is 
a map of southern China and 
Hong Kong. By clicking on the 
map a few times, a customer 
is brought from a birds’ eye 
view of the region, down to the 
roads they will travel from 
Hong Kong to Dongguan or 
Shenzhen and right down toa 
shot of the individual factories. 

PCH currently sources 


from around 50 Dongguan- MEET YOUR SUPPLIER: PCH shows firms where their stuff comes from 
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and Shenzhen-based factories. All the display does is show 
where the factories are located, but Casey says customers from 
U.S. and European companies are "blown away" by the 
demonstration because it dispels the notion that China is 
remote and hard to access from Hong Kong. For him, trans- 
parency is about securing business by making his customers 
comfortable. “Our customer always knows our factory 
and our factory always knows our customer," says Casey. "We 
work hard so that our clients find it 
easy to work with us. That way they 
are more likely to be comfortable with 
the business relationship." 

Even with sales soaring, Casey 
says he is not tempted to stray from 
his firm's core competence, supply- 
ing low-cost items such as modem 
cables, audio-video pods and the 
brackets that keep the hard drive in 
place in a computer. It's not especially 
glamorous—most items cost less 
than $1—but it's what PCH has been 
doing since Casey founded it as a 
one-man operation in 1996. "We are 
very focused on the back-end of the 
supply chain," he says. 

Still, PCH will launch three pack- 
aging facilities by the first quarter of next year, two in 
Shenzhen and one in Shanghai. They will pack high-value 
electronic goods like digital cameras and audio players for the 
U.S. and European markets. But he disputes the suggestion 
that this is a move away from the company's strengths. *Our 
core competency is adding smarts to a production line in 
China," he says. "Packaging in China cuts costs for companies 
in the West and we can move product very fast. That's what 
we are good at." 

PCH also uses its knowledge to save costs and better 
design its customers' China-made products. But Casey says 
it only gets involved in the late stages to fine-tune the 
work of a company's designers, maximizing its familiarity 
with the raw material and supply base in China to make 
design suggestions. 

Despite Casey's disdain 
= for Hong Kong based sourc- 
E ing companies, Lee, the Stan- 
3 ford professor, compares 
= PCH to one of them—gar- 

ment giant Li & Fung. The 
Hong Kong-based supply- 
chain-management firm last 
year sourced $4 billion worth 
of garments for global outlets 
but also supplies a range of 
other products including 
home appliances and toys. 
"PCH could become the Li & 
Fung of the electronics busi- 
ness," Lee savs. & 


PROBLEM: 

a Many firms 
worry about 
unreliable 
supply chains 
in China 


SOLUTION: 


a Sourcing firms 
can thrive by 
sharing into 
with clients 
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Yum! BRANDS 


Feeding 
A Behemoth 


With 1,249 restaurants spread across China, the 
world’s largest food group faces a formidable 
challenge in keeping them all supplied 


WHEN KFC OPENED A BRANCH in Karamay last September, 
it set the oil-drilling city abuzz with excitement, attracting 
diners from neighbouring towns and conquering a new 
frontier on behalf of the American fast-food chain. But this 
presents a problem: Karamay is in China’s remote northwest, 
more than four arduous hours by truck from the local capital. 
How does KFC get its chicken out there? 

The Karamay KFC represents the most distant market 
served in China by Yum! Brands, the world’s largest food 
group, with 1,100 KFC, 140 Pizza Hut, one Taco Bell and eight 
Pizza Hut delivery restaurants in 250 cities around the coun- 
try. In 2003, it posted turnover of 9.3 billion renminbi ($1.1 
billion) in China, up 31% from a year earlier. 

To feed supplies to such a sprawling network of restaurants, 
the company requires a similarly large logistics network 


EXOTIC RESTAURANTS: 
Yum! has to ship 
chicken, ice cream and 
other perishable foods 
to shops like this KFC 
outlet in Urumqi 
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capable of moving an array of products, including perish- 
ables, over long distances at quick speeds. Now Yum!’s push 
into the hinterland, where transport links are often more 
tenuous than in more developed coastal regions, is rais- 
ing a whole new set of challenges for the company's logis- 
tics managers. 

Yum!’s solution: Unlike in many other countries, where 
it outsources logistics to third-party food-service companies, 
the company has built, and manages, its own logistics network 
in China. In doing so, it has created what is widely perceived 
as one of the more successful logistics operations in the 
industry: An executive at a rival company calls it "flexible and 
practical,” commenting that “Yum! is able to get closer to its 
customers and respond swiftly to market demand." 

Todd Nelson, general manager of Yum! Logistics China, 
says, "Considering the size of 
our operations, no third-party 
logistics or food-service compa- 
nies are set up to be able to pro- 
vide this service for us in China." 
His subsidiary oversees 18 dis- 
tribution centres feeding the 
company's 1,249 restaurants 
with items ranging from cook- 
ing utensils to edible oil, chicken 
wings to fresh vegetables, paper 
cups to straws. 

Sitting in northern Beijing 
is Yum!’s largest distribution 
centre in Asia, which has been 
operational since May. It >» 


PROBLEM: 


a Getting fresh 
produce to some 
of the remotest 
parts of China 


SOLUTION: 


a Do it yourself, 
and make sure 
you prepare for 
emergencies 
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The Hong Kong University of Science and Technology, CI 


V Information sessions in 8 cities As a partnership between two leading universities, the Kellogg-HKUST 
in 2004: Executive MBA program provides the best executive education that 
May Tokyo Asia and the US can offer. 
June Hong Kong 
Shanghai Ranked No.9 in the world by the Financial Times in 2003 
Taipei 


To find out more about this premium program Of to reqister a 
August Hong Kong for an information session, visit: 


Manila www.bm.ust.hk/emba 


September Beijing 
Hong Kong 


Hsinchu 
4 (Taiwan) 
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FRESH FOOD: 
Customers at a 
KFC in Xinjiang 


v 
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services 243 restaurants in Beijing, Tianjin and the provinces 
of Hebei, Shanxi, Ningxia and Inner Mongolia. Every day, the 
centre receives orders from the restaurants via e-mail, prepares 
products as requested and directs trucks to take a fixed route 
to deliver goods to the restaurants. 

"Everything we do is to ensure that our restaurants run 
smoothly," says Reese Sun, the centre's transport manager. The 
centre owns ri trucks that have three separate compartments 
of differing temperatures, allowing each vehicle to transport 
frozen, refrigerated and dry products all at once. 

For deliveries on longer routes, Sun says Yum! sometimes 
hires local transport companies, which are familiar with local 
road conditions. Such an  .. XWBEHESHHHT/7, - 
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approach allows the com- | 25 
pany to save money because M BS eran RE: * 
it doesn't have to pay for B 
trucks and drivers when the 
market is slow, but having a 
long-term relationship with 
such local companies helps 
guarantee Yum! access to 
trucks as soon as the market 
picks up. The company uses 
an evaluation system for 
such firms that rates vehi- 
cle condition, driver service 
and the company's financial 
soundness. 

Even with thorough plan- 
ning, unexpected develop- 
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ments such as bad weather, road accidents or vehicle break- 
downs often crop up in China and threaten the on-time delivery 
of goods. Although such problems occur in Yum!'s other 
markets too, a small accident on a narrow road in China—which 
might be cleared in an hour or two in a developed country— 
sometimes blocks traffic for miles, leading to overnight traffic 
jams until police appear to sort out the mess. 

Yum! makes contingency plans to protect against such 
problems when it can. Ahead of the snow season in certain 
provinces, it often temporarily rents warehouses to store 
additional goods, says Beijing warehouse-operations 
manager Gary Zhai. That way, restaurants won't be with- 
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HERE COME THE BUNS: Profits depend on keeping inventory low 


to transverse. Similarly, on 
south China’s Hainan 
Island, where typhoons hit 
almost every summer, Yum! 
rents a temporary ware- 
house and stores extra prod- 
ucts, in case sea-borne deliv- 
eries are delayed during the 
typhoon season. 

In some cases, the centre 
even reserves space with a 
cargo airline to ensure timely 
delivery. “It happens, but 
rarely,” Zhai says, “as we are 


see most emergencies.” 


Annuet 5. FNNA 


i —-— -— out necessary goods if roads . 
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For Nelson, the biggest challenge in running such a 
massive logistics network in China is the country's road infra- 
structure. The total length of China's road network is about 
1.8 million kilometres, less than one-third of that in the United 
States and lagging behind the demands of China's fast- 
growing economy. Some protectionist local governments 
are reluctant to build efficient road links with neighbouring 
provinces, because that would facilitate the shipment of out- 
side goods into their territory. This further reduces the effi- 
ciency of China's road networks. 

“Now, if we can't make a delivery from one city to another 
in a timely way, we need to put a second distribution centre 
in a nearby big city," says Nelson. *But if the roads could 
improve, we will have the opportunity to rely more on the 
transportation and less on facilities, to reach our market." 

To reach Yum''s 10 restaurants in western China, includ- 
ing the one recently opened in Karamay, the company has 
set up a distribution centre in the central province of Henan. 
But even so, there isn't a complete highway link between Henan 
and Xinjiang, where the restaurants are located, so Yum! has 
to rely on slower railway transport. 

Frozen and dry products, which are kept in tempera- 
ture-controlled containers, travel three to five days to reach 
Xinjiang's capital, Urumqi, where Yum! has five restaurants 
and a small warehouse. From there, products are sent by truck 
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More and more blue-chip companies are choosing to 
move to Hangzhou Economic & Technological 
Development Area, in Zhejiang Province. It's not 
hard to see why. Hangzhou ETDA offers attractive 


investment terms, excellent export processing facili- 


ties, a talented workforce and an integrated infra- 
structure - all set in beautiful natural surroundings. 








E 1: 
M y 


ME ° University Town with advanced academic commununity | 





Honors Awarded 


e "Best Human Residence City" 


3 o "National-class SEZ with Best Investment 


* A Garden City, many leisure and lifestyle options 


through a third-party transport company to the Karamay 
restaurant once or twice a week. Fresh goods like bread and 
vegetables are supplied by local vendors in a neighbouring 
city and are transported by truck four times a week. 

Although the transport costs for the Karamay KFC are 
higher than for many other Chinese sites, Yum! says the 
branch is profitable, thanks to local residents' strong pur- 
chasing power. Last year, the average annual salary for city res- 
idents was 19,082 renminbi, compared with the national aver- 
age of 14,040 renminbi. Karamay is home to China's fourth- 
largest oilfield, and about one-third of the city's population 
works for oil-drilling companies. 


A LONG HAUL 
Truckers making the long trip from Urumqi to Karamay are 
supposed to arrive at midnight, says Karamay KFC restaurant 
manager Shi Jiangying, but the trucks “usually arrive earlier 
because it may not be very safe if they set out too late. So 
they quietly wait outside and do not start unloading until all 
the customers have left.” 

One piece of good news for Yum! is that a highway is now 
under construction between Urumqi and Karamay. When fin- 


ished, that will shorten the route by at least an hour. “Then, 
the drivers won't need to leave Urumqi that early,” Shi says. 
CUI RONG 








award from United 
Nations in 2002 





e "International Garden City" in 2002 


e "China's Best City with overall Investment 


Environment" by the World Bank in 2003 





Environment" by Japan External Trade Organization | 
(JETRO) in 2004 
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MEIYA POWER 








Negotiable 


Most foreign power companies have crashed in 


China. One has prospered, through patience and 


knowing how to handle the bureaucracy 


By Kimberly Song/HoNc KONG 


HERE'S THE DEAL for foreign investors in China's power 
sector. They negotiate a deal with one arm of the government. 
They put up hundreds of millions of dollars. And then another 
arm of the government tears up their agreement, with full 


impunity, and starts a new negotiation over price. 
Pretty bad deal, right? 


Success for investors in China's power sector relies just 
as much on skills at manoeuvring through murky bureau- 
cratic waters as it does on building and running power plants. 
And over the past decade, a consortium called Meiya Power, 
started in Hong Kong in 1995, has been one of the few foreign 
investors to pull it off. CEO Colin Tam says the company 


has been profitable since its first operational year. 


Rules Can Be 
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MUNEY: SUCCEEDING IN CHINA 


CHINA NEEDS ELECTRICITY: But foreign investors face big barriers 


In an industry that has been one of China’s biggest foreign- 
investment graveyards, Meiya’s tale is one of realistic expec- 


tations, flexibility and hanging on through good and bad. 
“Simply the fact that it has lasted makes Meiya special,” says 
Thomas P. Bispham, a Hong Kong-based managing director 
at Capital Exchange, a boutique merger-and-acquisition 
advisory firm specializing in Asian infrastructure projects. 
Meiya started out as one of the smaller foreign inde- 
pendent power producers (IPPs) in China. It was backed by 


three power and infrastructure investors—PSEG 
Global of the United States, which had a 50% 
stake, the Asian Infrastructure Fund with 30% 
and Hydro-Quebec International of Canada, with 
20%. (On July 27, Hydro-Quebec sold its stake 
to a consortium led by Derby Asia Investors.) It 
owns and operates 14 power plants in Asia, rep- 
resenting over 4,000 megawatts of power. All 
but two of the plants are in China. 

Meiya’s advantage in China came because it 
recognized quickly that the game had tricky rules. 
Because of the massive upfront investment that 
power plants require, companies rely on long-term 
contracts that lock in rates for project financing, 
fuel supply and prices for up to 20 years. But in 
China, the provincial power agencies negotiating 
the deals are different from pricing bureaus that 
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PRÜBLEM: 


Bureaucracy 
makes it hard 
to enforce 
contracts 


SOLUTION: 


s Find situations 
where the 
government's 
interests are 


yours 





have the right to renegotiate power-pricing agreements each 
year. So the assumptions laid out in the initial contracts, on 
which the IPPs based their multimillion-dollar decisions, 
weren't worth much. As that knowledge slowly took hold, 
many foreign IPPs engaged in lawsuits claiming breach of 
contract, finding little succour in the Chinese legal system. 
Like the others, Meiya relied on long-term contracts as the . 4 


basis for its business model, but it knew all along 
that it was going to have to renegotiate again and 
again. "Meiya understood early on what the real 
situation was—the piece of paper didn't matter,” 
says Bill Ruccius, CEO of energy consultancy BR 
Consultants, who went through the process many 
times as head of a Meiya competitor between 1998 
and 2003. As Tam explains, "We believe in good 
contracts to secure our rights, but we also know 
that there will be some give and take in order to 
make the relationship work for the long term." (He 
wont comment on specific "gives" and *takes.") 
Others give Meiya high marks too. "Meiya 
has a reputation for being savvy," says a Beijing- 
based industry analyst. “What I mean by that is 
they seem to understand contract issues, regula- 
tory issues better than any other foreign IPP." 
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The shaky nature of pricing agreements wasnt the only 
thing Meiya understood. In the mid-1990s, when most foreign 
[PPs were targeting investments near fast-growing cities such 
as Shanghai and Guangzhou, Meiya opted to invest in under- 
developed western regions. That gave it certain advantages: 
In poorer regions, it faced less competition and was more 
important to the governments of provinces where it was 
operating. It was also doing something the central government 
wanted—developing the west—which put it in a better 
political position when negotiations came up. 

Meiya's first project, the 6oo-megawatt, coal-burning 
Jingyuan II power plant, was in the remote northwestern 
province of Gansu. While the $330 million plant was no 
cheaper to build than others on the coast, Meiya benefited 
from tax incentives and low operating costs as Jingyuan was 
built at the mouth of a coal mine. 

Gradually, Meiya expanded its China footprint to include 
plants on the coast and abroad. And then it started cleaning 
up after its failed competitors, who were eager to exit Asia. 
Between 1999 and 2002, Meiya picked up a power plant in 
Korea from Mirant and one in China's coastal Jiangsu 
province from Entergy. Tam insists that neither was bought 
at fire-sale prices, but adds, "If not for Meiya's intervention, 
both these power projects would likely have been aborted or 


t significantly delayed." 
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One more lesson from Meiya: Success in China, which 
comes with much struggle and takes much time, requires 
stability at home. In the late 1990s, when many IPPs ran into 
problems in China, their parent companies were also suffering 
back home from overextended balance sheets, plummeting 
stock prices and angry shareholders. Impatient, many pulled 
their subsidiaries out of China even as business conditions 
were starting to improve. Meiya, owned by a consortium rather 
than a single parent, enjoyed greater autonomy. 


SHARE-ISSUE POSSIBLE 
Meiya's business today is roaring, given China's worsening 
power shortages. All but seven of the country's 31 provinces 
and municipalities have suffered power outages this summer, 
and Tam says Meiya plans to continue its expansion, both 
in China and abroad, through more acquisitions and new 
development projects. To fund its growth, he says, manage- 
ment may revisit a plan to list shares in Hong Kong, shelved 
last year partly due to investor concerns about regulatory 
changes in China. (The company won't give details.) "China 
cannot rely solely on state-owned generating companies to 
supply energy," Tam says. 

Indeed, industry experts say some foreign IPPs are again 
eyeing the China market. And this time around, Meiya will 
be one of the big players they'll have to contend with. = 


China International 
Executive Programme 


This joint global management programme, with China focu 
results from an exceptional partnership that combines tne 
world-class faculty of CEIBS and IESE Business Schoo! 


Participants are senior Asian and international executives 
responsible for strategic business decisions regarding Chino 
They either work in China or from head offices around the 
world. 


Participants critically examine established conceptua 
frameworks from a global and China perspective. [hey 


develop new approaches to leadership. strategy. account! 

and finance, marketing, systems planning and supply cnair 

management 

The programme prepares senior executives to be outstandin 


leaders both internationally and in China. It consists of twi 
2-week modules held in the dynamic cities of Barce 3 
Shanghai 


Module 1: Reassessing Management for the Global Economy 
Venue: IESE Business School, Barcelona 
Dates: September 27 - October B, 2004 


Module 2: Leading Business Internationally and in China 
Venue: CEIBS, Shanghai 
Dates: November 15 - 26, 2004 


For more information on the China International Executive Programme, please visit www.ceibs.edu 
or contact Liz Kenyon on (T) + 86 21 2890 5202, (M) + 86 1360164 3789, or e-mail at kliz@ceibs.edu 





JAPAN 


Spending At Last 


Japan's recovery continues to be export-driven. But 
there are signs that consumers are finally alive again 
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By Ichiko Fuyuno 

The good-news numbers in Japan are starting to 
add up. The economy has expanded for eight 
straight quarters, exports remain strong and long- 
dormant consumer sentiment is showing signs of 
recovery. But the world's second-largest economy 
has seen this before. Now for the big question: Can 
yet another export-led expansion gain strength this 
time and become a full-fledged recovery? 

The government is certainly making increas- 
ingly positive noises. The Cabinet Office recently 
revised its growth forecast to a real 3.596 for the 
year ending next March 31, almost double the 
earlier projection of 1.896. Many private economists 
are also sounding optimistic notes. "The virtu- 


MAYBE THIS TIME 
Japan's growth numbers continue to improve 
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ous economic cycle has begun to work well," says 
Mamoru Yamazaki, chief economist at Barclays 
Capital Japan, who says the country's growth 
engine seems to be gradually shifting from exports 
to domestic demand. 

Rekindling domestic demand is crucial. Japan 
has seen several false dawns in recent years, each 
fed primarily by exports. And today, exports remain 
the country's biggest positive sign, thanks to strong 
demand from China and the United States. June's 
exports jumped 19.496 from a year ago to ¥5.3 
trillion ($48.2 billion). 

On other fronts, the hopeful signs look rather 
more modest. Core machinery orders, a key indi- 
cator for capital investment, declined 2.196 in May 
from April. But economists say the decline was a 
correction from a sharp 11.8% rise in April and the 
size of contraction was smaller than expected, so 
the overall trend is positive. 

But the ball is really in the hands of consumers, 
and they're starting to be more confident about 
spending—a good sign, since consumption, which 
accounts for about 53% of GDP, is crucial to a solid 
recovery. In May, average spending by wage-earn- 
ing households rose a real 5.696 from the previ- 
ous year to Y322,716. In recent months, big-ticket 
items such as flat-panel TVs and luxury cars have 
sold particularly briskly. Such consumption may be 
helped by improving employment: The jobless rate 
in May was 4.696, down from 4.796 a month ear- 
lier, and better performance at large companies has 
led to record summer bonuses for employees. 

All this suggests that just maybe, Japan might 
begin to see the end ofthe pervasive price declines 
that have hammered the economy in recent years. 
The core consumer price index, which excludes 
fresh food, fell 0.3% in May, but some economists 
say deflationary pressure is easing, citing factors 
including the rise in some wholesale goods prices, 


Economic Monitor 


which some say suggest that consumer prices may , 


start to pick up next year. 

Still, there are worrying signs. Slowdowns in 
the U.S. or China would certainly hurt. And another 
concern, as noted in a July report by Paul Sheard, 
chief economist in Tokyo for Lehman Brothers, is 
that bank lending may continue to shrink, with 
declines perhaps even accelerating, with the 
planned merger between Japan's second- and 
fourth-largest banks, Mitsubishi Tokyo Financial 
Group, and UF] Holdings. (Overall bank lending 
has fallen every month for more than six-and-a-half 
years.) That in turn could delay Japan's escape from 
deflation. “Japan will be struggling to emerge deci- 
sively from deflation and enter a normal self-sus- 
taining growth path until credit contraction comes 


to an end and monetary policy is able to gain trac-/¥ 


tion," Sheard said in the report. & 
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ECONOMIC DATA IN THE SPOTLIGHT 
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After the Fall 





LURKENTS 


The Soviet Union spent heavily to keep border areas like southern Tajikistan subservient. 
Now that the money is gone, people there are still struggling to cope with life in the real world 


By John Bonaccolta/KHOROG, TAJIKISTAN 


THE RECENT DEATH of Ronald Reagan led many in the West 
to celebrate once again the fall of the Soviet Union 13 years ago. 
But in Khorog, a town of around 25,000 on the Tajik-Afghan bor- 
der, that historic event is remembered with less happy feelings. 

Abandoned cranes, half-finished cement buildings and the 
hulls of Soviet tanks all hark back to an era when subsidies ran 
rich to this distant corner of Moscow's empire and supplies were 
trucked in without consequence of cost. “Life was very good here 
during Soviet times," explains Yorali, a local artist. 

No doubt the Soviets were more concerned with creating a 
subservient local population than with fuelling local culture. Nev- 
ertheless, the legacy of Soviet education is striking—in this part 
of Badakhshan in the Pamir mountains, almost everyone, it seems, 
is an artist, a writer or a musician. Over 9996 of the population 
is reckoned to be literate, a level that—thanks to the centralized 
Soviet education system—dates back to the 1960s 

Today, life's much harder. “Now the only people who live above 
subsistence [level] work for aid organizations or traffic drugs, and 
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that's only about 1096 of the population," Yorali 
says. He's one of the lucky ones: In addition to 


being an artist, he works for the Aga Khan Devel- „4. 


opment Network trying to find new markets for 
traditional Tajik handicrafts. His salary of $70 
per month is far above the local average of $15. 

The people of this area are Shia Ismaili Mus- 
lims, and they revere their 49th imam, the Aga 
Khan, as their spiritual leader. To some extent, dona- 
tions from his foundations have replaced Soviet-era 
subsidies. Getting Yorali to talk about the network's 
projects, though, can be difficult. Over vodka and 
cigarettes, he prefers discussing Pushkin and Dos- 
toyevsky, and of course his art. When you ask him 
what he does, he replies that he is first an artist, sec- 
ond an aid worker. 

“It was difficult to find colour paints after the 
Soviets left, so I branched out into pencil sketches,” 
he says proudly while showing off some of his^* 
drawings. He speaks six languages comfortably, 
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PORTRAITS OF THE ARTISTS: Commerce is a dirty word for the refined residents along Tajikista 





including English. He's not alone here: As one As for commerce, there is no indus! 
European Commission worker says, "I don't know remote corner of southeastern Tajikistan. V 
, of any colonial power that brought such cultural along with an alphabet soup of other internati: 
^ opportunity to the far corners of its empire, to is evaluating the opportunity for small enter] 
the smallest villages." handicrafts seems to really be moving fo 
With such talented workers available, one about, but selling this arid region as a holid 
might be led to think that there is huge potential the West wort be easy 
for development. But the high level of education Over lunch, Zebo, a local univer 
poses its own problems. "People do not want to go describes what holds up the economy: “V 
back to farming the land, and they view commerce we would all be dead. There would b: 
as dirty, infringing upon their art, but they real- the Ismailis are turning increasingly to th 
ize it's a necessity," says Sarah Robinson, who rial aid, they are also, it seems, turning to it į 
works for the Mountain Societies Development fort. Jamaat khanas, or spiritual centre: 
Support Programme, or MSDSP, part of the Aga proud Ismaili followers express relief th 
Khan Development Network. "Teaching such cul- tise their faith openly 
tured, highly educated people that they need to Zebo is quick to offer facts and histori || 
work to live is a challenge." gion, but when asked about the jamaat khana 
Even if agriculture and commerce were em- says, "We need to build many thing 
braced, opportunities remain scarce. Only around do what we can." Then this English-language 
$ 5% of Tajikistan's total land is arable. In the Pamir to show off her skills by reciting a couple of lini 
mountains, the figure is even lower. People plant Most students are focused on humani 
potatoes on rocky plots of soil next to their homes. says is due to lack of funding for technical ed 
They heat their spacious homes—another Soviet ratory facilities. In fact, in the immediate aft 
legacy—with artemis, a local plant that's rapidly lapse of the Soviet Union, from 1992-94 
being depleted. Once they could rely on supplies the sciences decreased by a factor 
of subsidized coal. Building Tajikistan from the ground 
what's left of the education system cant teac! 
TRADITIONAL LIVES tical subjects like engineering and medicine. A1 
Across the border is Afghanistan. There, the soil Khan is making strides to help his peopl 
and the amount of grass available for animals is deep when compared with the old Soviet mac! 
the same. Indeed, the situation can seem even Hazim, an architect reduced to driving Je 
bleaker than in Tajikistan: After all, the Afghan itors to the area, voices his frustrations. “We car 
Badakhshanis never enjoyed subsidized education. traditions anyway while the Soviets wer: 
Yet they have one advantage: They never gave up least then we could study in Moscow or 51 
“their traditional way of life. There, boys ride horses could wake up in the morning and just g 
and fields are well-planted. ders and checkpoints. And we always had 
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'OVER HILL AND DALE: 
Rory Stewart travelled 
mostly on foot through 
Afghanistan's harsh 
landscapes 
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British writer Rory Stewart’s new book on Afghanistan elegantly 
fills the gap left during his previous travels, writes Jason Overdorf 


RORY STEWART is the kind of travel writer, part journalist, 
part mendicant, part madman, that readers at once envy, 
pity and admire. In 2000, after quitting a job with the British 
Foreign Office, he began walking from Turkey towards 
Bangladesh, starting what was to be a walk around the world. 
He tramped more than 9,000 kilometres alone, across Iran, 
Pakistan, India and Nepal, only to be forced to fly over 
Afghanistan when its Taliban rulers denied him a visa. 

Then, in 2002, after the fall of the Taliban, Stewart felt 
compelled to fill in the only gap in the journey. He resolved 
to walk the mountain route from Herat to Kabul—alone 
along the path taken by Babur, the first emperor of Mughal 
India. He had to negotiate with security officials of the new 
Afghan regime before he was allowed to begin, and for many 
miles he had to travel not alone, as he preferred, but accom- 
panied by two officers of the secret service, one of whom 
had once worked as a torturer. 

"And Qasim?” Stewart inquires about this man. “What is 
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his job? Is he a commander?" Stewart's minder replies that 
Qasim didn't work in an office with paper. “Qasim’s job is to 
deal with bad men . . . question them and deal with them for 
men like Gul Agha [a senior security service officer]." 

Later, alone, after he has paid off these intimidating watch- 
men, Stewart runs into some British commandos in the town 
of Chacharan. Once they'd stopped laughing at Stewart's out- 
landish appearance, "one of them asked if I was working for 
the British government. I said I wasn't. I was on holiday." The 
comment evokes hilarity and a hail of expletives, Stewart 
relates. Later, the same men roar up beside him in a Jeep. The 
driver rolls down the window and tells Stewart the indis- 
putable truth: “You,” he says, “are a f***ing nutter.” 

It is not surprising, therefore, that The Places in Between, 
which describes this journey, is unlike most anything writ- 
ten about Afghanistan in the years since the invasion, despite 
the plethora of writing that has emerged from the war-torn” 
country. By turns harrowing and hilarious, Stewart's yarn 
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over nearly a decade. 


captures a part of Afghanistan that has eluded many jour- 
nalists and writers. 

In the early years of the 16th century A.D., Babur, not yet an 
emperor, journeyed from Herat to Kabul over the mountains, 
almost dying in the snow. He captured Kabul in 1504 and 
pressed on to conquer Delhi and found the Mughal dynasty, a 
tale told in his autobiography, the Baburnama, which Stewart 
carried with him. In an illuminating passage, Stewart tells us 
that Babur writes “with impressive modesty. What he did was 
very dangerous, but he never draws attention to this. Instead, 
he focuses on the people that he meets and uses portraits of 
individuals to suggest a whole society." Stewart might well be 
describing his own book. Called “our only tourist" by a bemused 
attaché in the Afghan Foreign Ministry, Stewart seems at times 
more like a pilgrim, dervish, or even a saint. Using walking 
as meditation, he turns the pedestrian into the profound. 

Despite the charms of The Places in Between, readers of 
Stewart's many dispatches from his journey in Granta, the New 


STEWART SEEMS AT TIMES MORE 
LIKE A PILGRIM, DERVISH, OR EVEN 
A SAINT 


York Times Magazine, the London Review of 
Books, et al., may feel a twinge of disappoint- 
ment. In his articles—most notably the piece 
on dervishes he wrote for Granta—Stewart let 
his instinct for story serve as his organizational 
guide. In his book, he relies on the simple but 
less rewarding structure of the geographical 
journey. Inevitably, that allows him fewer 


words to devote to his illuminating forays into [The Places 
history and religious philosophy and confines — !n Between ] 
him to the beauties and discomforts of a long esi 
walk across hostile terrain. As a result, some pending: Ai 


of his most intriguing observations have been 
relegated to footnotes—perhaps by an editor too well schooled 
in the wrong sort of travel book. 

It is sad, also, that such a fascinating journey was com- 
pressed into a book about post-war Afghanistan, when there 
was so clearly enough material in Stewart's long walk for every 
chapter, whether set in medieval Iran or Maoist Nepal, to be 
fascinating enough to stand alone in any of the world's best 
magazines. The title of The Places in Between suggests that 
Stewart, too, had greater ambitions, and the material set down 
in this book confirms that he has the talent to deliver. = 

Jason Overdorf is a writer based in New Delhi 


MODERN | ODYSSEY 
Pico lyer says that when we travel, if we — to sleep after he has walked among the some kind of design; a kohHined eye.” 
stumble upon a place of poverty and homeless on Manila's night streets. But his work is often too focused on 
need, "it is the sadness that makes the In this collection, Iyer examines how just this: observation. Some essays are too 
sunshine more involving." Light and privileged travellers journeying to poor short on facts and context, and leave the 


destituteness play strong roles in lyer's 
new book, Sun After Dark, Flights Into the 
Foreign, a collection of essays written 


regions are informed by the discomfort, 
how the visitors can become rich simply 
by learning of all the things they can do 
without. "These days, when the whole 
world is accessible to us, we are still 


reader feeling strangely unsettled, trying to 
find purchase before lyer traipses off to 
the next country. Perhaps this is lyer's 
intention, to make us feel like the jet- 
lagged or fish-out-of-water traveller that he 
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Foreign ] by Pico 
lyer. Knopf. $22.95 





finding new ways to test ourselves 
against Everest or Antarctica. Travel 
remains a journey into whatever we can't 
explain, or explain away." 

His strength lies in collecting stories 
from others around him, and he is able to 
strike up moving conversations with 


himself aims to be. 

Not all of the essays seem to belong in 
the collection. It seems a bit of a stretch to 
include a profile of the Canadian singer- 
songwriter-poet Leonard Cohen while at à 
California Buddhist retreat—"a kind of 
science-fiction universe, which has no 


For lyer, light casts sharp outlines on 
Bolivia's La Paz as he sets out to visit the 
‘slum of El Alto. He writes that “compared 
with what | was used to seeing, in Bom- 
bay or even L.A., it did not look so dark." 
Light seeps through the jungles of Angkor 
in Cambodia, revealing half-smiles and 
ghosts that have witnessed waves of 
destruction, and somehow withstood it. 
ee. sun lulls a jetlagged lyer back 


members of the hopeful poor whom he 
encounters—his driver in Oman, his fellow 
minivan passengers in Ethiopia, or a 
grateful guide in Cambodia. 

lyer has a gift for description. He 
observes, “The Omanis in their long white 
robes sat in the vast space talking softly, 
their women dressed in black, so intense 
that they seemed apparitions of sugges- 
tiveness. A curling hand, decorated with 


beginning and no end," Cohen tells lyer. 
This essay contrasts too awkwardly with 
the important pieces, such as lyer's 
experience in the infamous San Pedro 
Prison in Bolivia, or an inspiring dialogue 
he shares with the Dalai Lama. However, 
these alone make for a worthwhile read. 


Barbara Chai 


Barbara Chai is a journalist with 
The Wall Street Journal On-Line in Brussels 
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Hair We Go Again 


Fierce fighting breahs out in India, with both sides brandishing 


the same weapon: monstrous moustaches of mayhem 


BE AFRAID. Be very afraid. The moustache 
men are coming. Criminals in India have 
been growing large, threatening moustaches 
with which to intimidate their victims. Ban- 
dit gangs in Madhya Pradesh believe the sight 
of a massive Indian-style walrus moustache 
with mutton-chop side-whiskers terrifies peo- 
ple into handing over their cash and valuables, 
as well it might. 

But now the police are fighting back, and 
have launched Moustache Wars. Budgets have 
been set aside to enable the development of 
an élite group of officers brandishing acres of 
hair on their upper lips. (I know you think I'm 
making this all up, but I'm not.) 

"Thick moustaches have been traditionally 
associated with bandits dwarfing their vic- 
tims psychologically," a senior officer told The 
Indian Express. "This warfare will be employed 
against criminals here.” A 50-strong patrol of 
officers on motorcycles will tour danger spots 
in Morena city, openly displaying their massive 
moustaches, and thus striking terror in the 
hearts of evil-doers. 

The force is excited about the move, believ- 
ing this "psychological tactic" will cause a drop 
in crime. Many rank-and-file cops are groom- 
ing their moustaches in a bid to join the hairy- 
faced élite, and the project is being watched 
by many interested groups around the country. 
"The idea is due to be launched in other areas," 
the newspaper reported. 

Officers will receive a cash allowance for 
the upkeep of their growths. (I'm not sure what 
they will spend this on. Plant food?) Anyway, 
it's good to see India trying out a crime-fight- 
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DEMON BARBER: 
Reader Robert 
Harland wondered 
how customers are 
greeted at the 


Lucifer Hair 


Dressers in Hong 
Kong. Perhaps: 
“How the devil 
are you?” 





ing technique so innovative that it has not been tried by police forces else- 
where. What can I say? Burt Reynolds was right all along. 

Talking of India and hair, we have a news flash on our old friend in the 
Himalayas, who used to be called the Abominable Snowman, or Yeti. The 
Yeti may be short and fat with long arms, according to a new study. He 
may be just 1.4 metres tall, smaller than an adult human being, but weigh- 
ing much more, a report in Natural and Technical Sciences says. Russian 
scientist Michael Trachtengerts did comparative calculations on three fuzzy 
1991 photographs depicting an unidentified hominid in the Himalayas. He 
discovered that the arms of the thing photographed were longer than a 
human's, but shorter than an ape's. He concluded that there is definitely some 
kind of hairy, human-like creature in the Himalayas. Further, the thing 
may be in need of the South Beach Diet. I suppose we could rename him the 
Abdominal Snowman. 

But returning to the crime-fighting theme, there have been some 
interesting developments in Japan, though | don't think moustaches were 


involved. Cops have been shocked to note that an increasing number of, 


people arrested in raids on yakuza (organized crime) are elderly women. In 
the most recent case, four women in their 60s and 70s were arrested at a 
gambling den. One told the Osaka prefectural police that she got involved 
because she enjoyed watching *the well-mannered young gangsters." 
Another said the villains were polite, showered them with compliments and 
generally came across as well-bred. “The young gangsters were so good at 
looking after their customers, I was just caught up in the wonderful atmos- 
phere," an arrested 70-year-old told the police. 

While the bad young people were being charming to grannies, what were 
other young people doing? Five thousand of them had gone to hear the top 
Japanese pop group Bump of Chicken (no, I don't know where the name came 
from and I don't want to). The kids were jumping up and down in unison 
when the floor gave way and they were let down with a bump. 

How can parents persuade teenagers to put on smart clothes and spend 
their time being nice to their grannies, as young gangsters do? I have no idea. 


¢ 


But parents need to assert their authority. Which is why I am presently smear^* 


ing my upper lip with Liquid Miracle-Gro. & 
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Al FULL STRETCH 


Energy and a can-do attitude have sent Rina Dhaka 
to the top of India’s thriving fashion scene 


| HANKS TO A monsoon traffic snarl, 
I’m an hour-and-a-half late for my date 
with Rina Dhaka. Instead of fuming, she 
apologizes for having to juggle me and her 
next appointment, a mother and daughter 
shopping for her outfits at the plush South 
Delhi boutique Carma. “Don't worry,” she 
says firmly, “I can do everything together.” 
And so, it appears, she can. She gets cof- 
fee, jumps up to look after customers, 
answers questions, greets acquaintances 
and friends and keeps a sharp eye on the 
time, never letting her smile flag. 

The high-energy Dhaka, 36, is one 
of India’s top-ranking fashion designers 
in an industry that's booming. She’s also 
marketing manager, distributor, super- 
visor, public-relations machine, wife and 
a mother to two young sons. Her collec- 
tion was voted one of the three best at the 
Lakme India Fashion Week in April in 
New Delhi; later in the year, she beat 35 
designers to win the prestigious Design- 
ers’ Choice Award at the Fashion Week of 
the Americas in Miami. 

“I didn't care,” she says with trade- 
mark attitude, “but then I realised the 
magnitude and seriousness of it. I mean, 
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Enrico Coveri won Designer of the Year 
award last year, and he's one of the great- 
est designers in the world." A senior cit- 
izen in Indian fashion, Dhaka has made 


a big, if controversial, name for herself 


with womens clothes labelled everything 
from "shocking" to *oomphy" in India's 
prudish market. She specializes in body- 
hugging silhouettes and heavy embroi- 
dery. Western wear is her forte, but the 
style carries into Indian garments too. Her 


T€ | ] * (^ 
| At? noaiaTn ' 


striking face is all over the papers. She's 
at all the parties. Even people who love 
to hate her have to take her seriously. She 
has truly arrived. 

“I gave Indian fashion an edge of sex 
appeal that it didn't have," she says defi- 
antly. “I made stretch a part of Indian 
fashion. I invented the stretch petticoat 
and sari blouse, the Lycra churidar [tra- 
ditional close-fitting trousers]. I wore 
them. I don't design anything I wouldn't 





wear." Her critics lambaste her for shock 
value. “I love shock value, yes, but I don't 
do it just for that," Dhaka retorts. "Any- 
way, I don’t think I’m shocking enough 





any more—my customers keep asking 
me to drop my necklines." 

"Dare-bare Dhaka" has come a long 
way from the "frightened rebel" who grew 
up in an orthodox farming family in Pun- 
jab. She wanted to study in New York, but 
her parents insisted on the safer environs 
of South Delhi Polytechnic: *My father 
wanted to keep an eye on me so that | 
wouldn't go wild." 

Dhaka made the best of a bad situa- 
tion, mastering knitwear, interning with 
an export house and sneaking off to par- 
ties. She trained with Intercraft, a large 
business group that owned popular cloth- 
ing stores, and did lines for two boutiques 
with other designers. She opened her own, 


i 39 
sex appeal 
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RINA DHAKA, DESIGNER 


boutique in south Delhi long before the 
National Institute of Fashion Technology 
began spitting out 200 designers a year. 
Today, her clothes are found in upmar- 
ket stores from Ensemble in Mumbai to 
Galeries Lafayette in Paris, and she comes 
out with a new line every few months. 
Her life has its contradictions: She 
works with 65 craftsmen who earn less 
than $200 a month to clothe Saudi royals,# 
models like Naomi Campbell and 
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actresses like Hollywood's Uma Thurman 
and Bollywood's Preity Zinta. Her brand is 
highly influential, but her average turnover 
is small—about $100,000 a year—because 
of what she calls her "fear factor"—a reluc- 
tance to exceed her comfort zone. 

Dhaka's strengths include innovation, 
fashion sense and an ability to predict 
trends. “I don’t think Indian fashion is 
derivative of the West," she says, respond- 
ing to a common criticism. In fact, she says, 
"her work ends up influencing Western 
designers: *My Lycra churidar was ripped 
off by Dolce & Gabbana—and everybody 
copies Dolce & Gabbana." She counters the 
charge that her clothes are for rich, anorexic 
women rather than the full-bodied Indian 
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woman with the observation that one out 
of two Indian women are better propor- 
tioned than their counterparts elsewhere. 

As if on cue, a shapely young TV pre- 
senter walks in; there are air-kisses and 
compliments (“I love your hair”). Dhaka 
comes into her element as a first-rate serv- 
ice provider: “Your body needs to show,” 
she tells the young woman. “Not that, 
that’s been seen in Bombay before,” she 
says, riffling through the racks, “so has 
this . . . try this, it's so sophisticated." She 
kneels and nips and tucks. 

In India, accustomed to garments like 
saris—prét-a-porter straight off the loom— 
there's not enough volume in ready-to- 


wear. Dhaka reserves that for the likes of 
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Selfridges in London and Coin in 


with disposable incomes rising 
about to start retailing at a couple : 


e 


department stores 
She's now working on a co 


Julian Chang and Steam in Mi; 
Scoop in New York—the rewards í 


success at Indian Fashion Week 
back up my designs with produc! 
muses. "My systems are in pl 
have to push them 

For now, Dhaka is enjoying 


from the top. "What I love best 
ing in, someplace in the world, : 
one looking damn hot is weari 
clothes," she grins. "It's just su 
feeling." (ITA 
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Another [urn 
For the lerno 


When Imelda Marcos fell out of favour, so did 
the terno. Now, a new generation of designers is 
reinventing the traditional Philippine dress 


THERE COULD HARDLY BE a more iconic image of Philip 
pine fashion than Imelda Marcos in the terno. The former firs 
lady took the traditional dress—with its knife-sharp butter 
fly sleeves, immaculate tailoring, and often outrageous embell 
ishments—and turned it almost into an art form. Diamonds 
and peacock feathers are said to have been sewn into her more 
elaborate pieces. 

When Imelda and her dictator husband fell from grace 
almost 20 years ago, so did the terno. Corazon Aquino, wh: 
succeeded as president, declined to wear the terno for pub 
lic appearances. For most people, the distinctive dress was 
reduced to timid outings at weddings. It seemed the terno’s 
day was done. 

But thanks to the merry-go-round of fashion, where 
everything old becomes new again some day, traditiona 
Philippine looks—and the natural fibres used to create them 
such as pineapple, banana, silk and Manila hemp—ar« 
enjoying a comeback. 

“The present economic situation, partly caused by politi 
cal choices we've made the past years, has made us Filipinos 
soul-search [as to] what went wrong with our country," say: 
Lulu Tan-Gan, a top fashion designer who mixes traditiona 
fibres into her knitwear. "Knowing one's cultural backgrounc 
and history gives one an identity and individuality.” Tan-Gan’s 
attitude is shared by leading trendsetters, and the terno is onc 
again popping up at red-carpet events: President Gloria Maca 
pagal-Arroyo wore one recently at her inaguration. 

The same goes for traditional fabrics. Not-for-profit organ 
izations such as the Ayala Foundation are funding projects te 
support silk weaving, and their products are strongly it 
demand. And young designers, taking the inspiration less lit 
erally, are using the fabrics in surprising new ways, pairing 
them with denim, mixing them with Lycra, or cutting then 
into unexpected new shapes. 

“I think it's only natural for designers to play with the 
things that surround them," says Manila-based designet 
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How things have changed. The government is now leading 
the charge to promote Thailand as a style leader. It has 
launched the Bangkok Fashion City project, organized high- 
profile link-ups, and staged headline-grabbing events, includ- 
ing February’s “Silk Road on the Chao Phraya River,” where 
Chamnan's latest collection was revealed. 

And in September seven Thai labels have been invited to 
show at White, Milan's fashion trade show. Fly Now will be 
one of them. As a 20-year veteran of the business it's well 
placed to take advantage of the current fashion frenzy. 

Founded by Somchai Songwatana, the label is already 
available outside Thailand in major European and Asian 
capitals. Designed with the 30-something working woman in 
mind, the line is defined by casual elegance. Sub-brands 
include Fly Now* Chamnan for the more adventurous and an 
accessories line, Fly Now The Leather. 





EW PERSPECTIVE: "Why can't we do it differently?" asks Lu Kun 
of China's struggling fashion business 
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Fellow Fly Now designer Siriwan Taranatiku 
launched her own private label, the quirkily : 
Happened To Be A Closet" in S 
following of in-the-know Thai and overseas 
ensued. Chamnan is set to follow suit, p 
this year. Details about his private label are 

"Simple but go 
much as he will say. The strategy is clear, t! 
things small and manageable initially, as he 
too fast. International focus will 
counterparts, he's wary of overstating the curre 
Thailand's fashion industry. His descriptio! 
the fashion world." 

Regardless, fashion design has never be: 
Thailand than it is now, and another specta 
Chamnan is on the cards 


Bangkok : 


od quality womens and! 


ome later Kt 


tion design and sewing techniques. Most of his 
older than him, and the job lasted just two sem 
a bad temper," Lu explains. "I'm the kind of ! 
say, ‘I’ve already explained it a bunch of times 
don't understand it?'" 


'cao 


PETA BASSETT 


Lu then went into what he calls “made-to-orde 


iom for rich locals and expatriates. About a vear a4 


developing his own ready-to-wear line. Many : 
are for special occasions, though he also likes cr: 
casual wear. In his studio, he stops in front 
draped in a silky white, scoop-front dress wit! 
around the bosom. “This makes me think 
They're a bit reminiscent of pyjamas that worn 
then. It's very comfortable but it's something yo 
to a party." 

Lace-trim features regularly in Lu's designs 
horizontal pleats that cascade down the front 
skirt, typically made in silk, wool, or linen, his ! 


rics. Attention to detail is key: On the black hal! 


shows off buttons that were once beads oi 
clothes have soul," Lu explains. “You can study t 
ferent perspectives." 

His elegant pieces, which sell for $350 a 
are featured at the Shop Lu boutique in centra 
have been modelled at fashion Í 


Lancôme and Shu Uemura in Beijing and Shang! 
According to Epstone of China Fashion Net 


“one of the most talented people to come out 
He has an interesting imagination when it co 
immediately has that identity and recognitioi 
ated with a top international designer. 

But Lu, who's only been abroad onc« 
business trip to Europe, still believes his d: 
uniquely Shanghainese. “Shanghai has bee! 
accepting of new things, and it has given me ; 
tunity to develop, since things move so quich 
ration from the streets.” 
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That's the Fibonacci series—just one source of 
inspiration for the unconventional Eri Matsui 


MIDWAY THROUGH Japanese designer Eri Matsui's 
latest collection, the audience was shown something that 
might have surprised even the most blasé catwalk observer: 
a very scary-looking mathematical equation. The slide show 
was about fractals—complex geometries found in everything 
from the leaves of a fern to the arms of a galaxy —and came 
complete with a *visual cognitive scientist" to explain them. 
As he spoke, models drifted by in designs suggesting geo- 
metric grids or nebulae. 

Matsui is never conventional. When other Japanese 
designers are trying to figure out what will sell on the street, 
Matsui is pondering complex equations with scientific 
researchers. She used the algorithm-crunching computer pro- 
gram Mathematica to create dresses inspired by the maths 
behind Fermat's Last Theorem. A best-seller in her line of 
wedding dresses, which are Matsui's main business, incor- 
porates waist tufts that become shorter and shorter in line 
with a reversal of the Fibonacci series (1, 1, 2, 3, 5, 8, 13. . .). 

"What is human? What is beauty? What is Japanese style? 
These questions always come to me when I create designs," 
says Matsui, who worked as a graphic designer for nearly a 
decade before studying fashion in 
the United States and winning sec- 
ond prize at the Chicago Fashion 
Group Contest in 1984. She estab- 
lished Eri Matsui Japan in 1988 and 
continued to explore her interest in 
visual arts, for instance teaming up 
with computer-graphics specialists 
to render her models in 3D. She has 
also lived in Paris and Switzerland, 
and has regularly shown at the Tokyo 
Collections since 1995, exploring 
non-Euclidean geometry, elementary 
particles, knot theory, and much else 
along the way. 


Matsuis November 2000 collec- SCIENCE OF DESIGN: Matsui's Mathematica collection 


tion, titled *Brain, Mind, Computer 
and Fashion” and produced in collaboration with a researcher 
from Japan's Riken Brain Science Institute, showcased bio- 
logical motifs such as neuron-print patterns and dress folds 
evoking the folds of the brain. One highlight of 2002's “A 
Changing Lifeless Erotic Object" show was a dress series 
describing cellular division, from a single egg-like veil (rep- 
resenting a single cell) to a dress with multiple gauzy pan- 
els (many cells). 

“I'm interested in when art and science became separated 
as fields of endeavour," says Matsui, who finds inspiration 
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NEW SERIES: "What is human? What is beauty?" asks Eri Matsui 

in everything from ontology, or the study of the nature of 
being, to anime, Japanese animation. "Scientists are extremely 
creative people with theories, and the artist-scientist combi- 
nation can be really exciting." 

"We are both interested in creating visual patterns and 
to see how that influences our visual perception," agreed 
collaborator Gert Jakobus van Tonder, a lecturer at Kyoto Insti- 
tute of Technology and the man who explained the science 
behind the designs at Matsui's April 
show, "A Touch of Infinity." 

Van Tonder's discussion of frac- 
tal analysis, the mechanisms of visual 
perception and Zen gardens dove- 
tailed with Matsui's 3D triangles, 
origami-pattern coats and swirling, 
cloudy gowns. The two were clearly 
enjoying their look at how the eye 
perceives structure and infinity, from, 
the fronds of a fern to the Escher V 
spaces of computer graphics. Indeed, 
Matsui can also easily see affinities 
between classic Japanese nature- 
based design and the digital world. 

"The Japanese kimono is basi- 
cally made of rectangular shapes, and 
when folded it becomes a single, really flat unit, like a com- 
puter pixel," adds Matsui. 

Having designed collections inspired by fractals, robotics 
and Japanese kyudo archery, Matsui will base her next collec- 
tion on another unlikely theme—sound. “I’ve always wondered 
why sounds can seem less important to us than images, but 
they can have such a huge effect in movies, for example. “With 
a smile, the designer reaches into a corner of her Tokyo atelier 
and pulls out an electric guitar. “I love music,” she laughs. “D 
you know Nine Inch Nails?" TIM HORNYAK 
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The pride of Shanghai, 
a reputable, international residence in 
the right center of the city 


TOP OF CITY 
Living here is perfect, beautiful, pure, and noble. o ANS. 





Architectural art with superior embellishment, Shanghai, Beijing, Hong Kong, Singapore, New York, London- 
more than 30 cities in the world pay attention to the superior high-tech decoration makes a feast of the 
reputable international residence, right in the center of Shanghai City, making the most noble community of 
245 thousand m^, shine. 





“Nobility” is reflected in every inch 

Every family has a luxurious elevator for the host and one for the nursery-maid installed 

A set of furniture or an ornament presents the brilliance and connotes the brightness of a rich family 

Installed with a broadband network system and state of the art household appliances, the quality of advanced high tech living makes the 
reputable international residence a thing of the future 

The high-tech residence with international exquisite décor ts grand and something to be treasured. 


"is 86-21-62679351/62175555 


Reception center: IF, East Building, Merchants Plaza, No. 333. North Chengdu Read, Shanghai 
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Developer: (7... Shanghai Zhongkai Corporate Group Architectural design: B2 2H Canada B+H Architects’ Office 
Property management: E] Colliers International Property Services (Shanghai) Co., Lid. Marketing agent: 
lli Shanghai YKBC Real Estate Agent Co., Ltd. — Pre-sale Certificate No..Jing'an Real Estate (2003) Pre-sale No. 030 
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A Canny Combatant 


Thailand’s top retailer understands the need for strategy like few others do. 
An aficionado of Go, he seeks to win both the battle and the war 


FEW BUSINESS executives would argue with from the way Chinese generals planned th 
the importance of strategy. But Korsak Chairas- egy 3,000 years ago. In keeping with the ma 
misak takes his embrace of strategy to extremes. ing full victory, Korsak insists that “in Thai: 
The CEO of one of Thailand's high-profile retail big, people envy you and become jealous.’ 
businesses is also president of the World Chinese he has turned 7-Eleven into a social proje 
Weiqi Federation. Weiqi, or Go, is the ancient Chi- itable retail outlet. Money is donated to school 
nese game of strategy played on a square board with teaching of the Buddhist religion and, of co 
361 black and white stones. “Go is a game of war,” not make such a contribution to society, the 
says Korsak, 52, who feels most comfortable being say we are corporate monsters,” says Korsak 
interviewed in his stylishly decorated Go club dhist studies and Go teaching, so people pei 
behind the offices of his company, 7-Eleven, along You wouldn't call Korsak an enthusiast 
Bangkok's Silom Road. like an addict. Colleagues say that he tirel 

The lesson for business, says Korsak, is that as game within the company and even uses G 
in Go “you must not try to win just one battle, the best team players are. In fact, Kor 



































because you could end up losing the war." How- 
ever, judging from the success of 7-Eleven in Thai- 
land, Korsak is pretty much winning on all fronts 

and the competition is folding. 

The Charoen Pokphand Group acquired the 
7-Eleven franchise in 1989 from the United 
States-based Southland Corp. While CP Group 
had to bail out of larger and more ambitious 
hypermarket ventures in the face of fierce com- 
petition, 7-Eleven has flourished with almost 
3,000 stores across the country, last year 
opening one store a day. In 2003 more 
than 2 million customers a day generated M. 
40 billion baht ($985 million) in sales. C 
Last year the company was listed on 
the Bangkok stock exchange and 
today the stock is riding above 6o 
baht, up from its initial public 


than half his 3,000 executives no 
to refuse," says one company e 
written a book in English pr: 
of Go as a business tool. He : 
for kids and is even sendin; 
scholarship to South Kore: 
ied in a formal degree cour: 
Korsak joined CP Grou 

ior manager and rose throu 
he's a group vice-chairman, | 
high-end retail technology li 
installment payments. But I 
reserved for Go, which he cla 
gated in Thailand. Just this ye 
the General Association of Ii 
Federations, a world body that 
sports, has recognized Go as a 
land submitted takraw [a gan 


offer price of 42 baht. tan ball with the feet] but c 
Faced with 7-Eleven’s suc- sin nized," says a beaming Kor 
cess, rival chains like AM/PM 2S ee He notes that the stakes a 


and a convenience-store chain 
set up by the Thai Central 
Department Store group 
have folded. Japanese- 
owned Family Mart 
remains the sole competitor 
for the chain, as well as the 
more than 200,000 inde- 
pendent mom-and-pop stores. 
Yet does Korsak accept vic- 
tory? Not for this master of a 
game that has reputedly evolved 
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Fven in the rain, it shines. 








[mju:] 410 DIGITAL 


4-megapixel imaging with 3x optical zoom 


and sound recording in an all-weather metal bi 


Now available in a choice of colours! 


Photo opportunities come at unexpected moments. And in all kinds of weather. That's why our sleek new 
A Imju:| 410 DIGITAL is so special. It's got 3x optical zoom to frame any subject, in an elegant metal body 
that shrugs off any weather. Plus a new TruePic TURBO image processor for improved 4-megapixel image 
quality, Motion JPEG movie and sound recording, and a new semi-transmissive LCD monitor for easier 
viewing outdoors. The AL \mju:] 410 DIGITAL. With innovation like this, you know it's an Ol mpus 





OLYMPUS CORPORATION www.olympus.com 
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JE Arañador. His trademark is confident, funky uses of tra- 
litional fibres—raffia bustiers, jute trousers—as well as 
ew uses for unthought-of materials. He has begun to use 
liscarded silk cocoons to make hats, scarves and collars. “We 
say if you can't eat it, weave it.” 

lhe timing could hardly be better for the textile indus- 
ry. Global interest in natural fibres is increasing thanks to the 


strength of the environmental movement, according to the 


Congress of Garment Exporters of the Philippines. The main 
sroblem is trying to satisfy demand—and keep costs realis- 
ic. Pineapple, the most sought-after fabric, can cost $50 a yard 
or very narrow widths. That price is hard to bring down 
ecause the fabric is made from rare native pineapples, not 
ommercially grown crops. 


Even if prices drop, these fabrics are likely to occupy a high- 





riced niche. Low technology and high labour costs make it 
mpossible for the Philippines to compete with China or Viet- GOAL: “You can't replicate my determination,” say 
iam. The Philippines is hoping that talent will prove an edge. 
As long as there's a creative component, a difference of $1 or 

2 {in garment prices] is not a big deal,” said George Siy, pres- 


dent of the garment exporters group. Hy | [| (] H | I h 


In Manila, however, some people are more intent on 


‘ultural than monetary value. The city's Metropolitan Museum You might be forgiven for tl 
ecently devoted months to a project on the terno, running another low-cost airline ab 
i workshop on how to make them, hosting a design compe- However, this leading T 
ition for modern takes on the dress, and exhibiting some different sort of runway. Th 
spectacular samples from the past 50 years. They included the 100 metres long on the 
yne Imelda Marcos wore on her last appearance as first lady. Phraya River opposite 
“That image was associated with Imelda Marcos. That's where head designer Chamnan | 
art of our political dialogue,” says the museum's director, Ino “tackiness” as his then 
Manalo. “But these things don't belong to one person, they As if to reflect the 
yelong to a culture. So it's important to revisit it.” presented outfits eml 
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HOT LOOKS: Bangkok is being touted as a fashion capital 


SEXY, NUT SLUTTY 





v - 
v 

you can't replicate my determination," says Chamnan in the 
relatively subdued surroundings of Fly Now's flagship store in 
Bangkok's exclusive Gaysorn. 

His determination appeared early on. At the age of seven 
he designed "an acid-yellow tunic" for his mother. "She wore 
it," he recalls proudly. A little later, a family trip upcountry 
hinged on a safari suit Chamnan insisted on having made. “l 
was so stylish. It even had matching rubber boots and | 
refused to go without it." 

Designs he created for friends while living in London soon 
attracted attention, and repeated attempts to show at the 
fashion week paid off. He was named "best newcomer" in 
1995 and made repeat visits until 1998, all under the Fly 
Now*Chamnan umbrella. Thailand, though, had yet to wake 
up to what he was doing. "They didn't know what it was when 
| filled in ‘designer’ on my form at customs,” recalls Chamnan. 





China's fashion business is proving slow to take off. But in Shanghai, d 
23-year-old Lu Kun is winning fans for his elegant but bold designs 


HOUSED IN A FORMER watch factory, Lu Kur's Mirror 
Studio is a peaceful oasis in noisy and chaotic Shanghai. Birds 
chirp away in cages hung in the hallway. Fish swim about 
in a small aquarium placed in the corner of the large room 
where Lu shows off his creations. 

Lu has just lent his favourite design to a friend, so, after a 
bit of rummaging, he pulls out his second-favourite item. It's 
a silky black halter dress that is knotted with strategically placed 
eyelets to reveal bits of bare skin around the torso. "It took 
me one second to think of the design and 20 hours of sewing," 
he says. "It's sexy, but not slutty," he adds with a laugh. 

At the age of just 23, Lu has already broken out on Shang- 
hai's fashion scene, and he's now ready to take his elegant 
and bold styles overseas. Following a presentation of his 
designs in May at a global sourcing event in London, sev- 
eral British department stores are in the process of strik- 
ing deals to take Lu's line for the 
spring 2005 season. 

"Chinese fashion designer" 
might sound like a contradic- 
tion in terms in a country more 
associated with fake Gucci 
handbags and mass-produced 
clothing. But Lu is determined 
to prove that innovation and 
creativity are indigenous. 
"Many people think of China as 
just being a factory," he says. 
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"Why is it that China's 
clothing industry doesn't 
pay attention to detail? Why 
is it done so cheaply? Why 
cant we do it differently?" 
Good questions, but as 
Robert Epstone, president 
of the China Fashion Net- 
work, a clothing production 
and sourcing company, 
points out, so far no Chi. 
nese fashion designer has à 
made it to the top international catwalks. Part of the problem 
is that it is difficult to get financial backing for a Chinese label. 
Also, says Elaine Yang, an editor at fashion magazine Shang- 
hai Tatler, no system exists for the funding of young designers 
that occurs in places like Europe or America. 

That makes Lu's achievements so far all the more impres- 
sive. Lu originally wanted to be an artist but was convinced 
by his parents to study “a more practical trade" and so settled 
on fashion design at a vocational high school. He gradu- 
ated in 2000 and saw a help-wanted ad in the window of a 
Shanghai tailoring shop. Lu sewed and cut for a year. Then 
one of his customers, pleased with Lu's work, recommended 
the young man to a friend who was setting up a workshop 
for a Hong Kong label spun off from the brand Reply. 

He worked there for a year before being hired by Shang 
hai's LaSalle International Fashion School to teach produc- 
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JLD MENTALITY 
ar article on Chinese diplomacy and 
-- military expansion shows your Cold 
- War mentality to be intact. [A New Bat- 
...tlefor the Pacific, Aug. 5.] How else can 
< -it be when you always seem to compare 
China with the United States? Can you 
not help bring a bit of peace to the 
region? Like the U.S., China has every 
right to develop itself, whether in the 
... field of economics, defence or diplo- 
- macy. Why should you be concerned 
. about that? 
z SHING JEN 
Singapore 













NEED 
te in reference to Cham Offensive 
ly 29], which seems to implicitly 
-.. suggest that the Cambodian Chams 
. bear watching because they practise 
Islam and have received assistance 
1 Muslim countries. Any judge- 
nt based on suspicion that the Mus- 
might embrace violent atti- 
adical or extremist Mus- 
st because they believe in 
Pet non-Muslim cynicism. 
u des the Chams in Cambodia 
e path of Islam 
Shown to be moderate Sunni 
Muslims. They have lived in relative 
- peace with Buddhist Khmers out of 
mutual respect. 
^- Aside from having to live through 
racial bigotry at times in this non-Mus- 
cL im society, the Chams for centuries 
have never failed to answer the call to 
: defend the nation against foreign 
"invaders. Many times before, this has 
proved fatal to the minority Cham. 
- -No country seemed to care when the 
-Chams were at the mercy of the Khmer 
Rouge. The Chams were pro-West dur- 
ing the war against communism. 
The Chams have been neglected, 
left to live on their own for decades. 
.. They are one of the most underprivi- 
. leged ethnic groups in Cambodia, with 
_ the majority finding themselves some- 
vhere near the bottom of the economic 
yramid. They realize that they must 
ipower themselves because no one 
e will help them. All they want is fair 
equal treatment as citizens of 
mbodia, with equal access to edu- 























With that in mind, a welcomed 


any individual, group or country hato” i 


wished to help, without the slightest 
idea whether outsiders would have a 
hidden agenda. I suggest that before 
suspecting the Muslim Cham com- 
munity of having links to or abetting 
international or regional militant 
groups, one should make sure Cam- 
bodia is free from corruption, drug 
and human trafficking and human- 
rights abuses. The Chams have long 
been victims in many conflicts be- 
tween foreign powers. They should 
not be further victimized now dur- 
ing the war against terrorism. 


HASSAN A. KASEM 
Alexandria, Virginia 


[NTERNATIONAL THIEVING 
Your uncompromisingly critical article 
on corruption in development projects 
funded by the World Bank and other 
international aid agencies is to be 
applauded. [Stealing from the Poor, 
july 29.] Though such malpractices 
have been an open secret for decades, 
the revelations you provide are another 
reflection of the endless forms of 
human greed. 

The amount of money that you 
report may have been lost by the bank 
since the mid-1940s, $100 billion, 
is no small sum. Just imagine what 
one billion poor people now living on 
$1a day could do if given a lump sum 
of $100 each. 

The number of crooks so far 
nabbed represents just the tip of a 
gigantic iceberg. The very powerful 
ones will never be apprehended, let 
alone be convicted. After all, the world 
is an enormous stage for graft and 
exploitation, and aid agencies are not 
immune from the attention of the 
crooked. Still, it is ironic that an ordi- 
nary person who steals $10 is more 
likely to end up in jail than a bigwig 
who steals $10 million. What a “fair 
world" this is. 

TAN BOON TEE 
Singapore 


All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Box 160, Hong Kong; By fax: (852) 2503 1530; 
By e-mail: letters@feer.com 
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Doha Continues 


a But poorer countries must be wary of possible loopholes before binding agreements are formed 


"THERE WAS relief as the World Trade Organization carved 
a way out of the agriculture tangle in the Doha Round of trade 
negotiations. But bear in mind two things. First, it will be sev- 
-ral more years before binding deals are agreed on. And next, 
_ those negotiations need to be watched to ensure that agricul- 
_ tural subsidies in the developed world aren't simply shifted from 
|. one category to another, and that the provision on "sensitive 
D products" doesn’t undercut the broad aims of freeing up trade 
- in agriculture. 
— . Many in Asia stand to gain from the agreement to eliminate 
farm-export subsidies—the most egregious party here being 
the European Union—and reduce export credits—which Amer- 
ica generously provides its farmers. There is no date set to achieve 
either of these, but this is rightly a matter for negotiation. 
More interesting is something in the WTO agreement called 
the “blue box." In the WTO, subsidies usually are classified as 
reen, amber or red— respectively, subsidies that are allowed, 
to be reduced or barred. In agriculture, there is no red box, 
but amber works in about the same way in a complicated man- 
ner. And into this traffic-light melange is a blue box, for subsi- 
dies paid to farmers either to enter into production-limiting pro- 
.. grammes or for not producing. Ostensibly, blue-box subsidies 
. are meant to promote reform in agriculture. And one meas- 
- ure of success in the agreement is that blue-box support will 
















be capped at “5% of a Member's average total value of agricul- 
tural production during an historical period." 

But look closer and this curious statement appears: “In cases 
where a Member has placed an exceptionally large percentage 
of its trade-distorting support in the Blue Box, some flexibility will 
be provided on a basis to be agreed to ensure that such a Mem- 
ber is not called upon to make a wholly disproportionate cut." 

The worry long has been that richer countries would shift sub- 
sidies into the blue box and escape disallowed support. Now, if the 
agreement says that economies with large amounts of trade- 
distorting support in the blue box will be given flexibility in 
making cuts, the 596 cap appears in effect to be bendable. The blue 
box will need more attention paid to it during r egotiations. 

Of course, one other area to be watched is the provision 
for "sensitive products." Some rice-producing countries will use 
this to seek continued protection of their inefficient rice fields. 
(Rice tariff in Japan: 49096.) 

It's good news that multilateral free-trade talks will continue, 
taking some steam out of the recent trend towards bilateral 
agreements that add to distortions. But prudence is needed to 
ensure that the developed world, where agricu Iture accounts for 
1.5%-2% of GDP, won't continue to tilt the ground in its favour. 
For some in the developing world, agricult beralization 
is the difference between getting by and gr 















WHEN OVER 450 North Korean 
refugees manage to flee to the safety of 
Seoul over two days, clearly something 
monumental is taking place. Since the 
end of the Korean War 50 years ago, only 
| 5,000 North Koreans have managed to 
-. reach sanctuary in the South. Friends of 
|. the North’s beleaguered people long 
- have struggled with how to end the 
Pyongyang regime. Now, the first real 
_ opportunity is within sight, as North 
_ Koreans themselves take responsibility 
_. for their predicament. 
-.. Lostin the news of the two planeloads 
| of refugees who arrived in Seoul is a report 
from the Dong-A Ilbo on how quickly some 
orth Korean refugees are managing to 
ach safety. Indeed, the significance of 
cent events isn't only in the number of 
'eople reaching the South, but also the 
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speed at which they manage this. Accord- 
ing to the paper, in June, “for the first time, 
defectors arrived in the South only eight 
days after escaping from the North. There 
are as many as six recent cases of them 
arriving in the South within a month." It 
also said that 32% of arrivals in April spent 
less than six months in a third country— 
that is, China—and that among arrivals 
in May the figure was 2596. 

The quicker pace of escape is cred- 
ited to a more developed underground rail- 
road that is opening up new paths out of 
China—the first stop for most defectors. 
Although information remains tightly con- 
trolled in the North, there is little doubt 
that word will spread of the swift escape 
available through new routes. Then, all it 
will take are another few planeloads of 
refugees before even more will chance the 





odds of leaving. And as an increasing 


number of North Koreans vote by leav- 
ing stealthily, this will knock the blocks off 


Kim Jong Ils claim of legitimacy and a - 


mandate to reign over the North. 





E SCapes North Korean defections may mark the end of the pretence cof tacit approval” z 


To be sure, the North Korean Human 4 


Rights Act, passed in July by the United 
States House of Representatives, cannot 
but help. If approved by the Senate, the 
legislation would provide, among other 
things, more funding for North Korean 
refugees. Still, the important lesson from 
the Cold War is that the surest sign a 
repressive regime will crack is when a 
large number of people begin to explicitly 
withdraw what the totalitarian leadership 
had long claimed was the tacit approval of 
the populatio VAn easier means of escap- 
ing the North may jet: Tondpt such a 
mass vote against Kim J gnus © 
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2004 INTERIM RESULTS 


“Hang Seng's performance improved in the first half of 2004, 
supported by Hong Kong's recovery from the economic low point of 
early 2003. Attributable profit grew by 24.496, underpinned by 
growth in other operating income and the release of provisions for 
bad and doubtful debts. 


"Although interest margins remained depressed, an increase of 25.796 
in other operating income more than offset the fall in net interest 
income. Operating profit before provisions grew by 0.496. 


"During the first half of 2004, we made a breakthrough in our 
mainland China business through the acquisition of a 15.98% 
interest in Industrial Bank Co., Ltd. This strategic move opens the 
door for cooperation with a major mainland joint-stock commercial 
bank and complements Hang Seng's mainland network and business 
expansion. 


"Buoyant exports and the revival in consumer spending will continue 
to support Hong Kong's economy during the rest of the year. The pace 
of recovery will, however, be dependent to a large extent on the 
macro-economic realignment initiatives in mainland China and the 
strength of the recovery in the United States. Against this backdrop, 
Hang Seng will continue to deliver growth through service excellence, 
product diversification and cost efficiency.” 


fie —. 


—À 





David Eldon, Chairman 
Hong Kong, 2 August 2004 








BUSINESS HIGHLIGHTS 





e Operating profit after 
provisions up 22.196 to 
HK$6,859 million. 

e Other operating income up 
25.7% to HK$3,362 million. 

e Advances to customers up 
7.5% to HK$246.8 billion. 

e Return on average 
shareholders' funds rose to 
30.9%, 

e Second interim dividend of 


HK$1.10 per share. 





For the half year to 30 June 2004 HK$m 
Operating profit before provisions 6,096 
Profit before tax 7,323 
Profit attributable to shareholders 6,245 


2004 HKS 


For the half year to 30 June 





3.27 
2.20 


Earnings per share 
Dividends per share 


* 


Change % 

6,073 +0.4 

5,928 +23.5 

5,022 +24.4 

2.63 +24.3 

, 2.10 +4.8 


The Directors have declared a second interim dividend of HK$1.10 per share. Together with the first interim dividend 
per share, the total distribution for the first half of 2004 will amount to HK$2.20 per share 





The information in this announcement is unaudited and does not constitute statutory accounts. The statutory accounts for the year ended 31 December 20 


unqualified auditors’ report, have been delivered to the Registrar of Companies and the Hong Kong Monetary Authority 


Copies of the interim results announcement may be obtained from the Company Secretary Department, Level 10, 83 Des Voeux Road Central, Hong ! ng. or from Hang $i 
website www.hangseng.com 


jf The Stock Exchange o 


The 2004 Interim Report will be available from the same website on Monday, 2 August 2004 and will also be published on 
Limited in due course. Printed copies of the 2004 Interim Report will be sent to shareholders in late August 2004 


the website 


Hang Seng Bank Limited 
Incorporated in Hong Kong with limited liability 
Registered Office and Head Office: 83 Des Voeux Road Central, Hong Kong 
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Boost for China-U.S. 


Military Ties 


In a sign of continued improving United States-China mili- 
tary ties, the Pentagon this year sent a general to attend the 
Chinese defence attaché's annual celebration of the founding 
of the People's Liberation Army (PLA). Brig.-Gen. John R. 
Allen, principal director for Asian and Pacific affairs in the 
Office of the Secretary of Defence, set the room abuzz when 
he arrived for the July 28 anniversary reception in Washing- 
ton. No U.S. military officer above the rank of colonel had 
attended the reception since 2000. In April 2001, military-to- 
military relations unravelled when a Chinese fighter jet col- 
lided with a U.S. Navy reconnaissance plane over the South 
China Sea and China outraged the United States by detain- 
ing the crew for 11 days. Last January, Gen. Richard Myers, 
chairman of the Joint Chiefs of Staff, became the highest-rank- 
ing U.S. military officer to visit China since November 2000. 


SENATE UNLIKELY TO PuNISH VIETNAM 

Vietnam is likely to escape new economic sanctions by the 
United States, even though the House of Representatives 
passed legislation on July 19 calling on Washington to restrict 
developmental aid to Hanoi unless it begins releasing polit- 
ical and religious prisoners. For starters, the U.S. Senate, 
which also has to pass the legislation before it becomes law, 
likely won't be able to consider the bill any time soon. That's 
because the body will focus mainly on budget items during 
the three weeks it is expected to meet in September ahead 
of the presidential election in November, according to con- 
gressional aides. On top of that, four prominent senators, 
including Democratic presidential candidate John Kerry, 
are looking for ways to amend the House version by contin- 
uing to criticize Hanoi for its rights abuses, but removing the 
threat of cutting economic aid. “They don't believe that uni- 
lateral sanctions and aid restrictions will foster deeper appre- 
ciation for human rights in Vietnam and will tend to hurt our 
efforts to build the kind of relationship with Vietnam that will 
help develop civil society and increase internal pressure for 
better human-rights practices," says a Senate aide involved in 
drafting the new language. U.S. aid to Vietnam in the fiscal 
year ending September 30 totalled almost $40 million. 


THAILAND-NoRTH KOREA TRADE MOUNTS 
Thailand is emerging as one of North Korea's most important 
foreign trade partners, according to statistics from the Thai 
customs department and Seoul's Korea Trade Investment Pro- 
motion Agency. The two-way trade between the two countries 
totalled $265 million in 2003, up from $216 million in 2002 
and $130 million in 2001, which makes Thailand North 
Korea's fifth-largest foreign trade partner after China, Japan, 
South Korea and the European Union. In 2003, Thailand 
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exported $212 million worth of goods to North Korea, mainly 
machinery, electronic components, fuel oil and rice, while it 
imported fertilizer, optical equipment and some chemicals 
with a total value of $53 million. The fertilizer is believed to 
be part of a barter deal. Thailand produces enough for its own 
needs, but a Thai company can accept fertilizer as payment 
and then resell it to a neighbouring country such as Laos or 
Burma. Thailand's growing commerce with North Korea 
can partly be explained by a continuing drop in trade between 
North Korea and Japan, which in recent years has introduced 
measures aimed at preventing Pyongyang from importing hi- 
tech goods. This has prompted North Korea to turn to coun- 
tries such as Thailand for such goods. 


BP Runs INTO PROVINCIAL PROBLEMS 

Five years after Indonesia rushed through local-autonomy leg- 
islation to set the country on the road to decentralization, there 
are few people outside the bean counters in the Finance Min- 
istry who believe it was a mistake. But spare a thought for 
Anglo-American oil company BP. Amid the on-again, off-again 
division of Papua into three separate provinces, BP executives 
are having to deal with two governors—Yap Salosa, who is still 
considered the governor of Papua proper, and former marine 
Brig.-Gen. Abraham Atururi, who is the governor-designate 
of West Irian, the part of Papua where BP has its Tangguh gas 
field. "Both consider themselves governor," notes one oil exec- 
utive, "so it's legal limbo." And there's more. The company 
also has to juggle the demands of four different district admin- 
istrations—Bintuni, Manokwari, Fakfak and Sorong. The cen- 
tral government isn't any easier to deal with either. More than 
three years after it applied to clear the 3,300 hectares it 
needs for its liquefied natural-gas production facilities on the 
shores of Papua’s Bintuni Bay, BP is only now close to receiv- 
ing the necessary permit from the Forestry Department. No 
matter that its neighbour is Djajanti, the country’s largest tim- 
ber company, which has been levelling forest at a rate that 
makes BP look like a giant of conservation. 


PROBLEMS 
IN PAPUA: 
Clearing the 
jungle near 
BP's planned 
Bintuni Bay 
gas plant 
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FRENCH GENERAL WARMS TO AUSTRALIA 

The head of the French air force, Gen. Richard Wolsztynski, 
is keen to see stepped-up defence cooperation with Can- 
berra after attending war games in northern Australia. The 
French air force chief of staff made his enthusiasm known 
during a fleeting visit to Darwin on July 29 to watch Australia's 
biggest air defence exercise, Pitch Black. A first-time partic- 
ipant in the biennial July 19-August 6 exercise, France sent 
four top-of-the-line Mirage 2000 fighters. Wolsztynski said 
crowded skies over France limited training opportunities 
for his air force and he would be recommending a continu- 
ing participation by France in Pitch Black. *We feel the need 
to cooperate much more [with Australia]—at all possible 
levels," he said, while adding: "We're also interested in what 
is going on here [regionally] and we would like to be ready 
in case our decision makers make the decision to commit us, 
wherever it is." Pitch Black this year involved more than 
100 aircraft and almost 2,000 defence-force personnel from 
Australia, France, New Zealand, Singapore and Thailand. 


FROM THE WHITE House TO TRADE ROLE 

A former American official who played a key role in recent 
United States policy toward Indonesia is setting up a com- 
pany to help U.S. companies operate in Asia. Karen Brooks, 
who served as a director for Asia in the White House’s National 
Security Council from 2001 until earlier this year, is joining 
forces with Ernest Bower, president of the U.S.-Asean Business 
Council. The organization promotes American business in the 
Io countries of the Association of Southeast Asian Nations. 
Their new firm, BrooksBowerAsia, “will help direct new busi- 
ness in and around Asia, with an obvious focus on Asean, China 
and India,” Bower said in a July 28 memo announcing his 
departure to members of the U.S.-Asean Business Council, 
which he has headed for the past 15 years. Brooks, an Indone- 
sia specialist and personal friend of Indonesian President 
Megawati Sukarnoputri, worked as an adviser in the State 
Department's Asia department during the upheaval in Indone- 
sia that resulted in the ouster of President Suharto in 1998. 


INDONESIA’S FRUSTRATING OPINION POLLS 
Public opinion surveys in late July showed first round-winner 
Susilo Bambang Yudhoyono leading incumbent Megawati 
Sukarnoputri by 68% to 22% ahead of the September run-off 
for Indonesia’s presidential election. But to the frustration of 
Indonesian and Western pollsters, the numbers aren't quite 
what they seem. For, as they discovered from the July 5 first 
round, Indonesian voters don't always tell the unvarnished truth. 
On polling day, for example, 8% of respondents told survey- 
ors they didn't vote. As it transpired, the official number of non- 
voters was closer to 20%. Meanwhile, for reasons that no one 
has been able to adequately explain, a large number of people 
who said they would not vote for Megawati or third-place fin- 
isher, Wiranto, ended up voting for one or other of them. Despite 
- the discrepancies in the figures, the good news for the Yud- 
hoyono camp is that he still commands a substantial lead. 
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WAR GAMES: French 
air force chief Gen. 
Wolsztynski pledges 
to recommend 
increased defence 
cooperation with 
Australia 
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THIS WEEK 


WTO Breathes Easier After Geneva Breakthrough 


Rich nations agreed to cut farm subsidies and 
poor countries said they would reduce import 
tariffs in a deal which resuscitates the Doha 
Round of world trade talks. The deal, clinched 
over five days at the Geneva headquarters of the 
World Trade Organization, was a “minor 
triumph,” according to WTO head Supachai Pan- 
itchpakdi. Although the hard work of hammering 
out the details is expected to take years, the agree- 
ment in principle by the United States and the 
European Union to eliminate export subsidies on 


agricultural products is an 
important breakthrough 

for developing economies, 
levelling the international 
playing field for their own 


farm produce. The deal 


also keeps alive the princi- 


ple of multilateral trade 
rules amid proliferating 
bilateral agreements. 


PAKISTAN 


An assassination attempt on 
Prime Minister-designate Shaukat 
Aziz killed eight people on July 30. 
A suicide bomber triggered 
explosives as Aziz's motorcade 
was passing by in the Attock 
district of Punjab province. Attock 
is one of two constituencies 





BLAST: Future premier targeted 
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MINOR TRIUMPH: Supachai 





where Aziz, currently the finance 
minister, is hoping to win a seat in 
Pakistan's parliament to allow 
him to take over as premier. The 
authorities are questioning 
several suspects and examining a 
possible link with Al Oaeda. The 
attack came after Pakistan 
announced the arrest of a 
number of suspected senior Al 
Qaeda operatives. They included 
Ahmed Khalfan Ghailani, a key 
suspect in the bombings of two 
U.S. embassies in East Africa in 
1998, and computer mastermind 
Naeem Noor Khan. The 

Interior Ministry said another 
important Al Oaeda member, 
whom it would not identify, had 
been detained in a swoop on 

the movement. 





NORTH KOREA 


North Korea boycotted 
cabinet-level talks with 
South Korea in apparent 
response to a mass 
defection of more than 
450 of its citizens to the 
South. The South Korean 
Ministry of Unification 
said it deeply regretted 
Pyongyang's decision. 
Pyongyang accused 
Seoul of kidnapping its 
citizens and warned the 
South of unspecified 
consequences. 


SOUTH KOREA 


General Electric (GE), 
keen to beef up its Asian 
consumer-finance 
business, agreed to pay 
$375 million for a minor- 
ity stake in a joint ven- 
ture with South Korea’s 
largest auto-financing 
company, Hyundai 
Capital Services. GE's 
consumer-finance group 
will own 38% of the firm, 
which will offer personal 
loans as well as auto 
loans; GE will also 

buy $330 million in 
subordinated debt and 
refinance the debt under 
its own terms. 





THE UNITED STATES » to 
slap tariffs on shrimp 
imports from India, ' 


land and two South ise 
can countries. The move is 


aimed at preventing cut- 
price fish being dumped o 
the U.S. market. Thailand, 
faces duties of up to 10. 5 
on exports worth $956 
million. | India, which — — 
exports an annual $400 
million worth of shrimp to 
the U.S., will be subject 
. to duties of up to 27%. 
Similar taxes were placed 
on China and Vietnam . 


in July. 


SINGAPORE 


The government's 
investment arm offered 
to purchase Neptune 
Orient Lines (NOL), the 
world's seventh-largest 
container line. Temasek 
Holdings is offering S$2.8 
billion ($1.6 billion) for 
the 69.9% of NOL it 
doesn't already own. 
Singapore-based NOL 
was founded in 1968 as 
the city-state's shipping 
line and the government 
has long held a roughly 
one-third stake. 


THAILAND 


Prime Minister Thaksin 
Shinawatra conceded 
that government soldiers 
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may have used excessive 
force when they stormed 
a southern mosque in 
April and killed 32 
suspected Muslim 
militants. The govern- 
ment, meanwhile, prom- 
ised to pay unspecified 
compensation to the 
families of the slain men. 


AFGHANISTAN 


About 90% of the elec- 
torate has registered to 
vote in Afghanistan’s first 
presidential election in 
October. The United 
Nations said 8.7 million 
of the estimated 9.8 
million eligible voters 
have signed up—41% of 
them women. The high 
registration figures came 
despite security concerns 
which have seen the 
election put back twice. 


Nobel Prize-winning aid 
agency Médecins Sans 
Frontiéres announced 
that it would close down 
its mission in Afghanistan 
because of the killing of 
five of its staff and the 
risk of further attacks. 
The group said it was 
unhappy with a govern- 
ment probe into the June 
deaths. It also accused 

— United States-led 

forces in Afghanistan of 
using humanitarian 

aid for "military and 
political motives." The 
U.S. military rejected 

the claims. 


MALAYSIA 


Former steel boss Eric 
Chia went on trial for 
fraud in the country's 
biggest-ever financial 
scandal. The ex-managing 
director of Perwaja Steel 
has pleaded innocent to a 
charge of criminal breach 
of trust. Chia is said to 
have authorized the 
payment of 76.4 million 


ON TRIAL: Eric Chia 


ringgit ($20 million) from 
Perwaja to Japanese 
steel company NKK Corp. 
through a non-existent 
company in 1994. 


INDIA 


India launched its 
biggest-ever share 
flotation, with the $1.2 
billion debut of Tata 
Consultancy Services 
(TCS). The initial public 
offering of the country's 
largest software-services 
company was fully 
subscribed a day after its 
July 29 launch, with most 
bids coming from institu- 
tional investors. TCS 


PULLING OUT: MSF staff at the agency's Kabul bureau 
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is being spun off from the 
Tata group, one 

of India's biggest private 
business empires. 


PAKISTAN 


Pakistan planned to hold 
balloting on August 4 for 
the initial public offering 
of state-run Pakistan 
Petroleum, the country's 
largest natural-gas 
producer. The decision 
was made because the 
July 19-22 issue was 
oversubscribed by about 
three-and-a-half times. 
Pakistan Petroleum was 
planning to raise 3.7 
billion rupees ($64 
million) by selling a 1096 
stake in the company. 


UZBEKISTAN 


Suicide bombings of the 
United States and Israeli 
embassies and the chief 
prosecutor's office in 
Tashkent left seven 
people dead, including 
the three bombers. The 
attacks came as 15 
suspects stood trial for a 
wave of violence earlier 
this year. A team of four 
U.S. Federal Bureau of 
Investigation agents flew 
to Uzbekistan to look into 
the bombings. 


AUSTRALIA 


U.S. President George W. 
Bush signed into law a 
trade pact with Australia 
that he said will benefit 
American farmers by 
eliminating duties on 
U.S, agricultural exports. 
In Australia, the opposi- 
tion Labor Party said it 
would support the pact 
but would push for 
changes to ensure it 
does not flood local 
television with U.S. shows 
and boost prescription- 
drug prices. 





COSTLY RULING: SMS campaigns are put on hold 


SINFUL USE OF SMS 

Malaysia's influential National Fatwa Council has 
put the domestic marketing industry into a tizzy 
with a surprise ruling on the use of mobile-phone 
text messaging. In a country where a Muslim man 
can initiate a divorce by sending his wife a text 
message, the Islamic council ruled on July 28 that 
it's a sin for Muslims to take part in short-mes- 
saging service (SMS) contests. 

Dozens of businesses have put SMS cam- 
paigns on hold, while the firms that provide these 
services stand to lose a big chunk of revenue. 

The Fatwa Council decided that SMS con- 
tests are akin to gambling, a sin in Islamic law. 
"It is gambling as long as you're paying any 
amount of money to enter a game of chance," 
says Ismail Ibrahim, chairman of the Fatwa Coun- 
cil. "In this case you're charged to send the SMS 
in the hope of winning something in return. 
This is like a lottery." 

About 6.5 million people in Malaysia use text 
message services, which generated about 1 bil- 
lion ringgit ($263 million) in revenue for telecoms 
companies in 2003, according to IDC Asia 
Pacific. There is no estimate of what portion of 
that comes from SMS campaigns, an increasingly 
popular form of marketing. 

Telecoms operators and marketers are now 
waiting to see which kind of contest is deemed 
a sin—and who must comply with the ruling. 
Islamic law only applies to Muslims, who account 


for 60% of the population. But the Finance Min- 


istry is now examining whether or not SMS con- 


tests are a form of gambling that should be made 


illegal for all. Cris Prystay 
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THE REGION 


HUMAN RIGHTS 


Torture in Thailand 


Thailand’s National Human Rights Commission has gathered testimony from suspected militants 
of abuses carried out by police officials. The testimony adds to a list of allegations of abuse by security 


forces that rights groups say is casting a shadow over civil liberties in Thailand 


By Shawn W. Crispin/BANGKOK 


o@ 
gis bak SED IEE nico 


Uuris mop tta, d 





TESTIMONY: A suspect shows how he says he was hung while in detention; (above, right), one of the men consoles another during testimony 
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ON FEBRUARY 23, Makata Harong says, 
he was arrested by police, blindfolded and 


taken from the small rural town of 


Tanyongmat to a safe house somewhere 
in the tropical outback of Thailand's 
southern Narathiwat province. 

There, says Makata, 49, Thai police 
kicked him, beat him and urinated on 
him over the course of two days, demand- 
ing that he confess to crimes he says he 
didn't commit. Police officials also admin- 
istered a series of electric shocks to the 
suspect's genitals. 

That's according to a summary tran- 
script of Makata's testimony to Thailand's 
National Human Rights Commission, 
Central Forensic Science Institute and a 
group of Thai senators. Makata, a water- 
melon farmer, delivered the testimony on 
March 26 while detained in a Bangkok 
prison, where he is still being held on 


charges of participating in a series of 


attacks in southern Thailand in January. 
Makata at first confessed to having a role 
in the attacks; he now says his confession 
was forced through torture. 

Officials blame Muslim separatists for 
the January 4 attacks, which included the 
torching of 20 schools and an assault on 
an army camp where four Thai soldiers 
were killed. Thai security officials are cur- 
rently battling an Islamic insurgency in 
the country's predominantly Muslim 
southern provinces, where sporadic vio- 
lence has resulted in the killing of around 
325 people so far this year. 

Four more Thai Muslim suspects in 
the January 4 attacks, in testimony to the 
group, also made allegations of torture by 
members of Thailand's national police 
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force. One 20-year-old detainee claimed 
that he was hung by the neck with a piece 
of rope, and forced to stand on a chair 
for two days without access to food, water 
or a toilet. One of the five has been 
released from custody. 


Documentation and photographs of 


the testimony, seen by the Review, detail 
the allegations made by the five men. 
Medical examinations of the men revealed 
physical evidence of abuse consistent with 
the torture claims, according to the 
National Human Rights Commission, 
which submitted a report on the alleged 
abuses to the Prime Minister's Office in 
April. The photos accompanying this arti- 
cle were taken by a Thai senator in atten- 
dance during the testimony, but were not 
submitted to the Prime Minister's Office. 

The commission, formed in 2000 as 
mandated in Thailand's 1997 constitu- 
tion, is charged with guaranteeing civil 
liberties protected under Thai law. The 
commission has called on the govern- 
ment to investigate the torture claims. 
Five police officers have been identified 
by the suspects for carrying out the tor- 
ture. No charges have been made. 

Thai Interior Minister Bhokin Bha- 
lakula, asked by the REVIEW to respond 
to the allegations in the report, said: "Tor- 
ture might have happened in some cases, 
but now it's finished." 

Bhokin acknowledged that some 
Thai police officials have tortured sus- 
pected Muslim militants, and that some 
suspects have disappeared after being 
taken into police custody. He said that in 
cases of torture while in police custody, 
Thai police were acting independently 


Criminal Cour! 


erties in Southeast 


ALLEGATIONS 
OF ABUSE 


disi Thai Muslim suspects 
in militant attacks say they 
were victims of torture 
by members of the national 
police force 


* Allegations include being 
hung, forced to stand on a 
chair for days, submitted to 
electric shocks, and being 
beaten and urinated upon 


¢ The interior minister says, 
“Torture might have 
happened in some cases, 
but now it’s finished” 


rights abuses by anyone 


Police spokesman | 


sapat Pongcharoen says he has i 
mation about what happened t 


suspects. "If it's true, [the alles 
should be investigated," he says 
Thailand has neither signed : 


fied the UN Convention Agains! 


nor 1s it a Signatory to the interi 


[hai police 


involved in torture could onlv be convict 
of the charges of causing grie 


ily harm and malfeasance in offi 


The torture claims were initiallv d 


prominent Muslim human 
Somchai Neelaphaijit. Somch 
peared under mysterious circun 
on March 12. Four police offici 
been charged in connection with ! 
appearance. Somchai is still mi: 
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IN THE SOUTH, AN IRON FIST IN A VELVET GLOVE 





International, argues that some of the 
checks and balances built into Thailand's 
legal system aimed at protecting human 
rights have recently broken down. Khan 
told reporters in Thailand on July 21 that 
a “climate of impunity” has taken root 
among Thai security forces. 

Rights groups often cite Thailand's 
2003 anti-narcotics campaign, in which 
an estimated 2,500 suspected drug deal- 
ers were killed, as an important turning 
point for the country. Thai government 
spokesman Jakraphop Penkair has said 
that Thai police were involved in a *hand- 
ful" of the killings, and only in self. 
defence, during the campaign. Nobody, 
police or civilian, has been charged in any 
of the killings. 

"This should have been handled 
through the courts, not with guns," says 
Ambhorn Meesook, one of Thailand's 11 
human rights commissioners. “We feel 
[Thai police] have gone astray," she says. 

Recent allegations of torture of sus- 
pected Muslim militants have added sig- 
nificance in the context of the United 
States-led battle against terrorism. Since 
the September 11, 2001 attacks, the U.S. 
has worked together with governments in 
Asia to tackle terrorism. The U.S. has a 
long history of training and cooperating 
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grate into society. 


with Thai military and police forces, and 
Washington relies on them for their 
counter-terrorism efforts. 

A U.S. embassy spokesman in Bang- 
kok says that the U.S. had not seen the 
National Human Rights Commission's 
report, but that the U.S. is in close contact 
with the commission. "We are always 
interested in human rights issues," says 
the spokesman. 


Thai security forces have come under fire from rights groups for 
using heavy-handed tactics in battling the Islamic insurgency in 
the south. But Interior Minister Bhokin Bhalakula believes the 
government is beginning to win the battle for the hearts and 
minds of southern Thai Muslims. 

In June, the government offered a general amnesty to 
Muslim militants who put down their weapons and surrendered. 
So far more than 200 have taken up the government's offer, and 
after a period of rehabilitation, they will be allowed to reinte- 


The amnesty is part of the government's two-pronged 
strategy that Bhokin refers to as "velvet glove and iron fist." 
He says the approach is similar to the tack Thai governments 
used to defeat communist rebels they fought throughout the 
1970s and 1980s. That conflict ended after the governments 
encouraged rebels to disarm, abandon their leftist ideology 
and commit to national economic development. 

Similarly, Bhokin's ministry is readying to disburse a 9 billion 

-baht ($221 million) budget to promote local industry and entre- 

preneurship in the poor south. 


ing foreign governments. 

Khan says that Amnesty International 
has compiled evidence that shows human 
rights abuses are on the rise among many 
of the Asian countries that have allied 
themselves to the U.S.-led war on terror. 

"When the U.S. misbehaves there are 
some checks in that system which don't 
exist in Asia," says Khan, referring to legal 
action the U.S. has taken against soldiers 


THAILAND'S HUMAN RIGHTS COMMISSION HAS 
RECEIVED OVER 1,300 COMPLAINTS THIS YEAR OF 
ALLEGED OFFICIAL ABUSES, MOSTLY BY THE POLICE 


The U.S. State Department's annual 
human rights report, released in Febru- 
ary, cites abuses by Thai security forces. 
"Elements of the Royal Thai Police con- 
tinued to use excessive, lethal force 
against criminal suspects and committed 
or were connected to numerous extra- 
judicial, arbitrary and unlawful killings," 
the report says. 

But some human rights advocates 
contend that U.S. actions in the war on 


terror, including documented abuse of 


prisoners in Iraq, have undermined 
America’s moral authority in criticiz- 


accused of war crimes in Iraq. “So when 
others start copying the U.S.'s patterns, 
human rights suffers enormously." 

Ambhorn of the Human Rights 
Commission says the commission has 
received more than 1,300 complaints this 
year concerning alleged official abuses. 
Most have been directed at the police. 

Of these allegations, national media 
attention this year has focused on the dis- 
appearance of human rights lawyer Som- 
chai. A similar uproar followed the June 
shooting death of environmental activist 
Charoen Wataksorn, who had led a high- 
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profile campaign against government 
plans to build a coal-fired power plant 
in Prachuab Khirikhan province. After 
the local police division failed to find 
suspects, a national investigation team 
began looking into the case. 

In other cases, a human rights 
group in southern Thailand says that 
over 100 people have disappeared dur- 
ing the unrest in the south this year. The 
National Human Rights Commission 
says it is in the process of investigat- 
ing that claim. Bhokin says that in his 
investigations he found that 29 people 
have disappeared. 

On July 30, another Muslim suspect 
said while testifying in a Thai criminal 
court that police tortured him into mak- 
ing allegations that a local Muslim politi- 
cian was behind the January 4 attacks. 
The politician has denied the charges. 
Police spokesman Pongsapat told the 
Review he had no exact knowledge of 
the case. The court case continues, 

And at least 16 environmentalists 
and human rights workers have been 
killed or gone missing while in gov- 
ernment custody during the three years 
since Prime Minister Thaksin Shi- 
nawatra took office, according toa mem- 
orandum Amnesty International pre- 
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sented to the Thai government. 
Interior Minister Bhokin, when 
asked about the memorandum, 
acknowledged that there were some 
“bad elements” in Thailand. “But if you 
say this country is contrary to human 
rights, I think that is not fair,” he says. 
Bhokin also contended that such 
reports from Western rights groups rep- 
resent a double standard. “For England, 
for example: They committed a big 
crime when they invaded Iraq,” charges 
Bhokin. “In regards of human rights, 
they destroyed a whole nation.” 
Thaksin, a former police officer, has 
stood firm behind his law and order 
campaigns. His deputies point out that 
last year’s war on drugs and other social 
order campaigns have been immensely 
popular with Bangkok's middle class. 
Now, as Thaksin gears up two new 
campaigns, one to shore up law and 
order in southern Thailand and another 
to crack down on human-trafficking 
syndicates, some human rights advo- 
cates fear that tougher law enforcement 
could provide cover for fresh abuses. 
"This government talks in terms of 
the rights of the majority," says Senator 
Jon Ungpakorn, a former activist. “Nowa- 
days human rights are just a luxury." = 
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BANKING 


The Gloves 
Come Off 


The proposed merger of UF] Holdings and 
Mitsubishi Tokyo Financial Group creates a 
healthy precedent for corporate Japan 


By Andrew Morse/Tokvo 


IN JOCKEYING FOR ailing peer UF] Holdings, Mitsubishi 
Tokyo Financial Group and Sumitomo Mitsui Financial Group 
are on their way to creating more than the world's biggest 
bank. They are also creating a new template for mergers 
and acquisitions in confrontation-wary Japan. 

Less than a month old, the messy fight for UF] has seen 
an unprecedented slugfest with legal action taken by two of the 
institutions and the spectre of Japar’s first hostile takeover bid 
for a bank looming. As tensions rose, even normally circum- 
spect Japanese bankers have made surprisingly candid com- 
ments. UF] President Ryosuke Tamakoshi rejected Sumitomo 
Mitsui's proposal, flatly refusing even to hear them out. 


PARTNERSHIP: 
MTFG President 
Nobuo Kuro- 
yanagi (second 
from left) and 
UF's Tamakoshi 
(third from left) 
announce the 
merger proposal 


Both suitors would certainly benefit from buying UF], 
Japan's No. 4 bank in terms of assets, which consist of a 
wide portfolio of housing and small-business loans that 
each institution covets. The winning bank will expand not 
only its prominence in Japanese banking, but also its role 
on the global financial stage. UF]'s combination with either 
Tokyo Mitsubishi, Japan's second-largest banking group, or 
Sumitomo Mitsui, the No. 3 bank, would create an entity 
whose assets eclipse Citigroup's $1.3 trillion. 

Ultimately, however, which bank wins UF] will be a foot- 
note to the larger story of changing business attitudes in tra- 
dition-bound Japan. Whether Japan Inc. likes it or not, aggres- 
sive, combative, Western techniques that protect sharehold- 
ers are on the way in; old school, clubby negotiations are 
out. Analysts expect more unsolicited bids and tender offers 
to crop up, pushing up share prices of the target companies. 

"This represents a tectonic shift in M&A in Japan," says 
C.]. Wilson, founder and managing director of Tokyo merger- 
and-acquisition boutique Global Alliance. “Shareholder inter- 
ests are being put first, at last." 

For Japanese companies, the changes will mean a more 
formal and transparent approach to M&A than they are used 
to. Executives will need to come to more definite terms before 
signalling a deal has been struck. Break-up fees, exchange ratios 
and fairness opinions will need to be more clearly detailed, cre- 
ating work for both investment banks and law firms. 

A more competitive M&A culture may be just what Japan 
needs. Rival bids for companies ensure that shareholders get 
a better price for their stake in a business. And few economies 
would benefit more from consolidation and rationalization 





than the world's second-largest, where changes in accounting 
standards and rules governing stock-for-stock deals have 
already contributed an increase in M&A activity. Of course, 
with the economy on the mend, some companies may be 
tempted to forgo a deal in hopes their fortunes will change. 
Still, the number of deals involving Japanese firms topped 
1,000 for the first time ever in the first half of 2004, accord- 
ing to investment bank Morgan Stanley. 

These changes in the M&A world have been a long time 
coming. Japanese companies, accustomed to having chunks 
of their shares sit protected with their main lenders, histori- 
- cally haven't had to worry about their smaller investors. But 
as the cross-shareholding system dissolved over the last 
decade, more active owners, including many foreign investors, 
accumulated sizeable stakes. The change in ownership has 
made Japanese managers more sensitive to designing deals 
with the real financial interests of the companies in mind, a 
break from a history of carefully crafted mergers that protected 
management jobs. It has also encouraged them to use Japan's 
courts when things go sour. 


UNTIL NOW, JAPANESE ACQUISITIONS 
HAVE BEEN SURPRISINGLY INFORMAL 
AFFAIRS. THERE'S PLENTY TO IMPROVE 


To be sure, cynics will say Japan has tried to adopt West- 
ern standards before, but without much luck. Just last year, 
Sumitomo Chemical and Mitsui Chemicals broke off a widely 
heralded deal after hiring Morgan Stanley and Goldman Sachs 
Group and spending more than two years trying to come to 
terms. The failure of that deal, which collapsed when the com- 
panies couldn't agree on an exchange ratio for their shares, 
scuttled optimism that Japan was ready to take sharehold- 
ers rights more seriously. 

Still, the heated struggle for UFJ, itself the product of a 
three-way bank integration three years ago, likely marks a real 
» break with the past. In late May, UF] agreed to sell its money- 
management unit to rival Sumitomo Trust & Banking for 
¥300 billion ($2.7 billion), money UF] would use to pay down 
at least a portion of the Y3.94 trillion in bad loans moulder- 
ing on its books. The agreement appeared firm; the two banks 
released a detailed five-page press release, outlining the struc- 
ture of the combined entity and boasting that it would be 
the industry leader in almost every category. The degree of 
specificity itself was a refreshing change from the haziness 
that marked earlier deals. 

Shares of both banks rose after the announcement, so it's 
no wonder that Sumitomo Trust smarted when, eight weeks 
later, UFJ dumped their pledge without any advance notice. 
At the same time, UFJ announced it was pursuing a full- 
fledged deal with Mitsubishi Tokyo, though, with the excep- 

tion of a vague statement of purpose, no details were released. 
i Bankers say that sort of ambiguity has been a vexing hall- 
mark of Japanese acquisitions, which have been surprisingly 
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informal affairs. Companies often begin negotiating 
mega-mergers before hiring financial or legal advisers. It 
isn't unusual for a deal to be announced in the press after 
little more than preliminary talks and even before cursory 
details are hammered out. "Sometimes they try to do too 
many things with a handshake," says one Western invest- 
ment banker. “Hopefully this [case] will reinforce the 
message of not announcing deals publicly until they're 
more concrete." 

UFJ's new plan understandably enraged Sumitomo Trust. 
But rather than quietly shrug its shoulders, the bank did what 
many Americans or Europeans might do—it sought and won 
an injunction from a Tokyo court that prevented UFJ from 
discussing any deal that included its trust-banking unit. 


BRAVE NEW WORLD: The merger will mark a corporate watershed 


Sumitomo Trust's aggressive stance broke the long-stand- 
ing gentlemanly traditions of Japanese banking, where prob- 
lems are usually resolved behind closed doors. And it's not 
surprising Sumitomo Trust took such aggressive action; at 
31%, it has one of the highest percentages of foreign owner- 
ship in the industry and management knows they are willing 
to make themselves heard. *Make no mistake about it," says 
Jim McGinnis, the banking analyst at Mizuho Securities, “that 
had a major, major impact on management's decision." 

By Japanese standards the three-way dispute was already 
a highly combative affair of broken promises and legal manoeu- 
vring. But then, Sumitomo Trust went further. It persuaded sis- 
ter bank Sumitomo Mitsui to propose acquiring all of UF]. Such 
Western-style competitive bidding is infrequent in Japan, where 
acquisitions have traditionally been agreed to first and negoti- 
ated later. Hostile takeovers are a rarity. 

Still, there's plenty to be improved. Even as Sumitomo 
Trust stands up for its shareholders, UF] is ignoring its 
own. While management has a fiduciary responsibility to 
listen to any reasonable proposal, UF] has refused to even 
hear an outline of what a combined Sumitomo Mitsui-UF] 
would look like. But the willingness of companies to break 
with past traditions and more aggressively defend their inter- 
ests bodes well for Japan. Now, it needs to find a balance 
between consensus and contention. = 
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THE KOREAS 


Trying Hard to 
Communicate 


Confidence-building measures seem to be having 
the opposite effect, as inter-Korean communications 
break down and a minister loses his job 


By Donald Greenlees/Sroui 


FOR FIVE DECADES, North and South Korea have been try- 
ing to entice defections of troops stationed in the heavily 
fortified Demilitarized Zone on their common border, with 
billboards and loudspeaker broadcasts about the paradise that 
waits just on the other side. 

Since June 16, the billboards and broadcast towers pro- 
claiming South Korea's "freedom, abundance, happiness" 
or North Korea's "politics by a generous king" have been slowly 
coming down, the result of an agreement intended to ease a 
little of the military tension between two countries technically 
still at war. The agreement came in the first-ever series of talks 
between the two Koreas at the rank of general outside 
armistice meetings. 

But in the weeks since Seoul hailed the talks as a break- 
through in military cooperation, the mood has turned sour. 
Measures to build confidence agreed on between delegations 
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MIXED MESSAGES: South Korean sailors flash signals 


of officers led by one-star generals have at times had the oppo- 
site effect. Experienced Western military observers say the 
measures seem to be more about South Korean President Roh 
Moo Hyuris political strategy of reconciliation with Pyong- 
yang—a strategy that sometimes causes heartburn in the mili- 
tary—than about genuine military détente. 

A Western military official describes the measure as a 
superficial achievement. “It's just a tick on the wall for the 
administration,” he says. 

The problem is illustrated by the implementation of one 
of the most practical of the confidence-building measures: a 
detailed agreement on radio communications between navy 
vessels sailing in the vicinity of a contested maritime bound- 
ary in the Yellow Sea known as the Northern Limit Line. In 
June 2002, patrol-boat sailors on both sides were killed in a 
fierce gun battle in the Yellow Sea. 

The second round of generals’ talks, on June 2, proposed 
a series of steps to prevent a recurrence of conflict, includ- 
ing the avoidance of “undue physical force” against vessels, 
the adoption of a common radio frequency to “avoid con- 
frontation or confusion” between navy ships and the estab- 
lishment of liaison offices on both sides. 

After a long history of bitterness and deception, it appeared 
to be a modest step in the right direction. But far from dis- 
couraging provocation, the confidence-building measures led 
to an upswing in maritime incidents as North Korea tested 
a separate maritime boundary line well inside the boundary 
unilaterally declared by the United States-led UN command 
at the end of the Korean War. The navy has reported four inci- 
dents at sea since the agreement took effect in mid-June, com- 
pared to only two in the first few months of the year. 

Even South Korean officers who joined the talks doubt 
Pyongyang’s sincerity. Col. Moon Seong Mook, deputy leader 
of the South's delegation, says while both sides tried to refrain 
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from the usual bellicose rhetoric, North Korea likely only 
agreed to take part to reduce pressure over its nuclear weapons 
programme. “North Korea probably wanted to show to South 
Korea and the international community that it was trying to 
make an effort," he says. 

More troubling for the South is that the initiatives have 
highlighted frictions between Roh's administration and the 
armed forces. Differences between the civilians and the 
military were especially apparent in the handling of an inci- 
dent on July 14, in which a South Korean navy ship fired 
two warning shots to drive off a North Korean ship. 

Initially the navy claimed that the North failed to respond 
to repeated radio warnings. Two days later, the South Korean 
Defence Ministry admitted signals had been received. The 
North, it said, had falsely claimed the trespassing vessel was 
a Chinese fishing boat. 

The troubling aspect of this episode was that the initial 
incorrect report was sent to the presidential office, the Blue 
House. Roh subsequently ordered an investigation into why 
he was misled. Explaining their actions, navy officers claimed 
the North's messages were not revealed because they were 
deliberately deceptive. 

But military analysts and officers say the real reason for 
the misreporting was mistrust of the administration: Naval 
officers were concerned Roh would have opposed the deci- 
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sion to fire warning shots because of his desire for coopera- 
tion with Pyongyang. “The president trusted North Korea and 
started investigating the South Korean navy, so | think it's 
obvious there are tensions," says military analyst Joon Jung 

Retired Lt.-Gen. Park Yong Ok, a former vice-minister for 
defence, says the South gave up too much in the generals 
talks, particularly on removing propaganda. At the heart of 
the problem, he says, are differences over how best to deal 
with the threat from the North. 

"It's my feeling that the Blue House and the National Secu- 
rity Council have different views on North Korea from the 
Ministry of National Defence and military circles," says Park. 
"The military is somewhat more conservative. They are more 
likely to be aggressive and firm with North Korea." 

In the wake of the July 14 incident, there have been two 
main casualties. The first was Defence Minister Cho Young 
Kil, who resigned after admitting to the National Assembly 
that the navy had deliberately withheld information on its con- 
tacts with the North during the incident. Still, after 18 months 
in the job, he beat the average tenure for South Korean defence 
ministers, which is just 13 months. 

The second casualty has been the generals-level talks 
and the confidence-building measures. The talks have been 
suspended and both sides have stopped removing their prop- 
aganda, after getting half the job done. & 
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INDONESIA 


Legal Argument 


The Constitutional Court’s ruling on retroactive 


use of anti-terrorism laws splits the legal fraternity 


By John McBeth/]AKARTA 


INDONESIAN AND AUSTRALIAN detectives investigating the 
Bali bombings of October 2002 say they always knew there 
would be a problem with the retroactive use of a tough new 
anti-terrorism law. As one investigator puts it: "You can't be 
charged with an offence that wasn't an offence when it was 
committed. But what do you do? When a president issues a 
decree, do you simply ignore it?" 

Perhaps yes, or at least ensure there are back-up charges. 
Since Indonesia's Constitutional Court on July 24 ruled that 
the hastily issued presiden- 
tial decree on the retroactive 
use of the 2003 Anti-Ter- 
rorism Law was unconsti- 
tutional, arguments about 
the legal standing of many 
of the 33 militants convicted 
so far of planning and car- 
rying out the Bali bombings 
have thrown the judiciary 
into disarray. 

Constitutional Court 
Chairman Jimly Asshid- 
diqie, Supreme Court Chief 
Justice Bagir Manan and Jus- 
tice Minister Yusrul Mahen- 
dra all insist the ruling will 
not affect the convictions of 
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the Bali bombers. Terrorist JUSTICE FEARS: Bali bombers may now have new grounds to appeal 


expert Sidney Jones, South- 
east Asia director of the International Crisis Group, scoffs 
at their stance. “It doesn't make sense,” she says, ridiculing 
the idea that the Constitutional Court could declare the law 
on retroactivity unconstitutional and then rule that this order 
does not apply retroactively. 


DEFENCE ARGUMENTS 

Although lawyers for the convicted bombers have said they 
will appeal to the Supreme Court for a judicial review, legal 
experts say the court will first have to decide whether it has 
jurisdiction and then it must rule on whether the "exceptional 
circumstances" arising from the Constitutional Court deci- 
sion warrant a hearing. Says human rights lawyer Mulya 
Lubis: “I think they have the right to be released because there 
is now no legal basis for their conviction." 
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All this cuts little ice with the Balinese or the families of 
the 202 people killed by the blasts. Their anger over the July 
24 ruling has been exacerbated by the court's contention that 
the Bali bombing was an “ordinary” and not an “extraordi- 
nary" crime warranting the application of retroactivity under 
international law. The distinction is only laid down in the 
United Nations law on genocide, which is designed to be 
applied across different jurisdictions. 

Still, despite the inevitable court appeals, the Bali bombers 
are unlikely to walk free, and the retrial of Abu Bakar Bashir, 
the alleged former spiritual leader of the Jemaah Islamiah ter- 
ror network, will almost certainly proceed. More than 180 — 
alleged members of JI and other militant groups have been 
arrested in Indonesia since the Bali bombings and the blasts 
in August last year at the JW Marriott Hotel in Jakarta. 

Cleared last year of an earlier four-year jail conviction for 
subversion, Bashir was re-arrested on April 30 after serving 
an 18-month sentence for immigration offences linked to 
his flight to exile in Malaysia in the mid-1980s. Police 
have indicated he will be retried under the anti-terrorism 
law, and also under the Criminal Code, probably for aid- 
ing and abetting criminal acts, including murder. 

Prosecutors are expected 
to rely this time on the tes- 
timony of two JI detainees, 
both known to be cooperat- 
ing with anti-terrorism 
|/3 police. One is Mustopa, an 
3 alleged former head of a JI 
Ww regional command covering 
the southern Philippines, 
Sabah and Sulawesi. He was 
leader of the JI's special 
operations unit at the time 
of his arrest, according to 
police. The other is Nasir 
Abbas, brother-in-law of con- 
victed Bali bomber Ali 
Gufron, or Mukhlas. Abbas 
was arrested in April last 
year in the east Jakarta sub- 
urb of Bekasi. 

Mustopa was captured in a July 2003 raid on a Semarang, 
Central Java, safe house, where police seized documenta- 
tion that they say places Bashir at a graduation ceremony 
for JI recruits in the southern Philippines four years ago. Both 
men may also have information about meetings the 65-year- 
old cleric allegedly attended in which bombings were planned. 

Meanwhile, although some people have been critical of 
Indonesia's war on terrorism, Jakarta now has probably more 
home-grown militants in custody than any other country. 
Western security experts note that six more terrorist suspects 
were arrested on June 30 in Central Java. 

"Da'i (Bachtiar, Indonesia's police chief) is doing a great 
job," says one expert. "He is finding ways to get them con- 
victed. It is not the Indonesians rolling over and saying 'Well, 
we tried our best." = 
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By Andrew Steele 


The writer is a former correspondent for the 
Chiang Mai-based /rrawaddy newsmagazine 


Burma's ruling military junta is making headlines again. 
The hardline regime's continued detention of Aung San Suu 
Kyi and its failure to move towards democratic reform roused 
United States Secretary of State Colin Powell's rebuke dur- 
ing July's Asean Regional Forum in Jakarta, underscoring 
America's enduring irritation with the junta. Meanwhile, the 
European Union plans to dispatch an envoy to Rangoon in a 
last-gasp effort to rescue the October Asia-Europe Meeting 
in Hanoi. The EU has threatened to boycott the annual meet- 
ing if Burma participates. 

But two items have been mysteriously absent from these 
upbraidings. One concerns the general inability of the United 
Nations’ special envoy to Burma, Razali Ismail from Malaysia, 
to broker a truce to the political stalemate more than four years 
into his mission. The other is the lack of a UN-sponsored inde- 
pendent investigation into the May 2003 bloody attack on Suu 
Kyi's convoy, which resulted in the killing of as many as 100 
of her supporters. The U.S. State Department has said gov- 
ernment-sponsored “thugs” led the attack. 

The U.S. and the EU had high hopes for Razali, who 
replaced Alvaro de Soto as the UN envoy in April 2000. Region- 
ally, his close rapport with then-Malaysian Prime Minister 
Mahathir Mohamad was widely viewed as a diplomatic asset. 
Mahathir had pushed hard for Burma's 1997 entrance into 
Asean, and it was thought Razali could use that social capital 

~ to push the junta towards reform. 


The UN could try to coax regional actors, such as 
Thailand, to lead the push for change in Burma gy 


But the junta's continued intransigence and human-rights 
abuses likely caused Mahathir in July 2003 to take a diplomatic 
U-turn and broach the possibility of ousting Burma from the 
regional grouping. Razali's general ineffectiveness likely is 
linked to Mahathir's change in temperament, leading the 
Burmese regime to spurn Razali's recent advances. On a num- 
ber of occasions, the junta has even denied Razali's requests 
to enter the country for meetings. 

At the start of Razali's mission, many thought democratic 
change was on the horizon after it was revealed that he had 
been leading secret national reconciliation talks between 
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senior junta members and Suu Kyi. That euphoria 
has since evaporated. 

In Razali's defence, the military government 
was never going to be an amenable lot to deal with. 
The generals have made promises they haverit kept, 
and the recent staging of a national convention to 
prepare a new constitution nominally aimed at 
moving the country towards a democratic transi- 
tion has proved to be more theatre than substance. 

Ultimately, political change in Burma will need 
to come from within. American-led investment and 
trade sanctions have severely weakened the 
Burmese economy, but the trickle-down effect has 
hit Burma's citizens more than its generals. 
National morale is also so low that some local 
Burmese quietly pine for U.S. military intervention. 
On the heels of the U.S. invasion of Iraq, some opti- 
mistic corners in Rangoon held out hope that 
Burma's plight might attract the attention of the 
interventionist Bush administration. Some con- 
tinue to see this as acceptable, despite the strong 
possibility of civilian casualties. The reality, how- 
ever, is that America is highly unlikely to put its mil- 
itary on the line in a situation without any U.S. 
strategic interests. Indeed, such hopes in Rangoon 
only show the desperation of people who can't see 
realistic measures they can take on their own. 

In July, UN Secretary-General Kofi Annan said 
he was reassessing his strategy towards Burma, 
and that he had consulted with Western govern- 
ments to discuss new levers to press the junta into 
action. These levers may include pressuring the 
EU to adopt an import ban similar to Washing- 
ton's, as the current unilateral approach has 
proven inadequate in damaging the junta. More 
importantly, the UN could try to coax regional 
actors, such as Thailand, to lead the push for 
change in Burma. Thus far, Thailand has given 
the Burmese junta the benefit of the doubt con- 
cerning its alleged sincerity towards reform. But 
with a resurgent HIV/Aids epidemic looming, a 
continued spillover of Burmese migrants into 
Thailand as well as a drug scourge fuelled largely 
by narcotics from Burma, Thailand might be per- 
suaded that the time is right to begin carving 
out a solution in Burma. 

While foreign military intervention is highly 
doubtful, other strategies do exist that could effect 
change in Burma. One bold step in that direction 
would be the replacement of Razali Ismail with a 
new UN representative better able to strong-arm 
Burma's generals. = 
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Dhina Briefing 





HSBC Gambles on Stake 
in Key China Bank 


HSBC Holdings finalized the largest foreign invest- 
ment in China's banking sector. It is a gamble that 
the British-headquartered bank can significantly 
benefit from more relationships with mainland 
financial institutions. According to HSBC, bank 
Chairman John Bond will sign the deal for a 19.9% 
stake in China's fifth-largest lender, Shanghai-based 
Bank of Communications, on August 6. Estimated to 
be between $1 billion and $2 billion, the investment 
dwarfs previous foreign investments in Chinese 
banks. It's a gamble: Like all state banks in China, 
Communications Bank's balance sheet is a mystery, 
and HSBC's ability to influence its new partner's 
management is uncertain. HSBC officials have 
spoken about investments that they hope will give 
the bank access to China's infant asset-management 
business. Other state 
banks, including China 
Construction Bank and 
Bank of China, are also 
looking for strategic 
partners. But given 
their size, they'd be 
even bigger gambles 
than the Bank of Com- 
$ munications deal. 
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POTENTIAL PIPELINE PARTNERS ARE CUT OFF 
PetroChina has terminated discussions with foreign oil companies who were 
picked as potential partners on a $5.25 billion natural-gas pipeline to run 
from the west of China to Shanghai. Analysts said that the termination would 
not be a surprise to anyone in the industry, who have heard rumours of 
trouble in the potential partnership for many months. PetroChina had signed 
a framework agreement with the consortium, which was led by Royal 

Dutch /Shell, ExxonMobil and Russia's Gazprom, in July 2002. The 3,900- 
kilometre pipeline is under construction, and Beijing says that it is a key 
component in promoting natural-gas usage in China, which it expects to 
meet up to 1096 of China's energy needs by 2020. Some analysts said that 
while the incident may shake the confidence of foreign companies wanting 
to do business with China, it would not scuttle plans for the pipeline. 
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PUBLISHING 


The publisher of former 
United States President 
Bill Clinton's memoir 
hasn't yet sold rights to 
the book to any publisher 
in China, but that hasn't 
stopped the sale of a 
book printed in Chinese 
characters with a picture 
of Clinton on the cover 
called Wode Shenghuo 
(My Life, which is the 
name of the book in 
English). However, the 
available version, at least 
being sold on the street in 
paperback in Beijing, is 
actually a translated 
version of Living History 
by Hillary Rodham Clinton, 
the former president's 
wife, who published her 
book last year. 


INDUSTRY 


Semiconductor manufac- 
turer CSMC Technologies, 
which called off an $87.5 
million initial public 
offering in June after 
failing to generate enough 
investor demand, said on 
August 2 that it will 
relaunch its share sale, 
although there was no 
word on when the sale 
might take place. At one 
time, the company had 
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THE PEOPLE'S Liberation 
Army held its biggest 
parade yet in Hong Kong, 
on August 1, to mark the 
77th anniversary of its 
founding. An estimated 
crowd of 27,000 showed u 
to watch the parade by 
about 3,000 soldiers, whic 
represented the most 
visible display of China's 
military might in Hong Kor 
since the 1997 handover. 
The event took on a politi- 
cal air when Hong Kong 
pro-democracy legislators 


said they were invited to 
the event, proof that Beijir 
is taking them seriously. 


hoped to raise $200 
million, but weak markets 
caused it to lower that 
expectation. 


BANKING 


China announced steps to 
ease the ability of foreign 
banks to expand by 
cutting capital require- 
ments and scrapping a 
waiting period for opening 
branch offices. There had 
been a one-year waiting 
period imposed between 
the opening of new bank 
branches. The China 
Banking Regulatory 
Commission (CBRC) said 
in a statement on August 
3 that the new measures 
will help China comply 
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with international stan- 
dards. The CBRC said the 
changes will "reduce the 
operating costs of foreign 
banks and promote their 
healthy development." 


TERRORISM 


China and Pakistan were 
to begin their first anti- 
terrorism exercises as 
- the Review went to press 
on August 4. According 
to a Pakistan Embassy 
official in Beijing, the 
exercises were to take 
place in China's north- 
western Muslim region of 
Xinjiang and would last 
for three days. 


AGRICULTURE 


China said on August 2 
that it will tighten regula- 
tions governing the 
quality of soyabean 
imports. Agriculture 
analysts said that the 
new rules could disrupt 
more than $1 billion 
worth of soyabean 
shipments from Argentina 
and Brazil. Analysts said 
that Beijing was trying to 
boost its own soyabean- 
processing companies. 


INFRASTRUCTURE 


Guangzhou's new Baiyun 
International Airport 
opened on August 2. 
Analysts said it repre- 
sented the biggest 
challenge yet to Hong 
Kong's Chek Lap Kok 
airport. Baiyun is able to 
handle a reported 25 








NEW AIRPORT: Baiyun opened in Guangzhou 





million passengers a year 
and1 million tonnes of 
cargo. Chek Lap Kok 
handles about 45 million 
passengers and 3 million 
tonnes of cargo a year. 
Plans have been finalized 
to triple its cargo capacity 
over the next decade and 
increase its passenger 
capacity to 87 million. 


China's President Hu 
Jintao visited Shanghai for 


the first time in four years 


HU: Visitor to Shanghai 


in a trip that was reported 
by state-controlled media 
on July 30, after his four- 
day visit was over. Hu 
visited a power station, a 
shipyard and a Volkswa- 
gen factory in Shanghai. 
But independent analysts 
said the real significance 
of the trip may have been 
to soothe tensions 
resulting from Beijing's 
recent clampdown on 
the availability of capital 
for a variety of develop- 
ment projects. 
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BUSINESS DIGEST 





SELLING BAD LOANS 

China Cinda Asset Management, which is one of the main institu- 
tions collecting, packaging and selling the bad assets of China's 
state-run banks, said on August 2 that it would soon sell about 
10 billion renminbi ($1.21 billion) worth of bad loans. Last month, 
Cinda purchased $33.7 billion worth of bad loans from two state 
banks, the Bank of China and China Construction Bank. That pur- 
chase allowed the two banks, both of which are keen to launch 
initial public stock offerings, to report that bad-loan levels had fallen 
to about 5% of total loans for the first time. Cinda and other com- 
panies set up to take over the bad loans of state-owned banks 
and then sell them at less then face value to investors have been 
criticized for moving too slowly to get rid of the debts. 


POWER COMPANY LOOKS FOR IPO CASH 

One of China's five state-owned power producers, China Guodian, 
wants to raise $500 million from an initial public offering this year 
as it plans to list on Hong Kong's main stock exchange, according 
to Dow Jones Newswires. Quoting unnamed sources familiar with 
the situation, Dow Jones said that China Guodian is expected to 
be one of three Chinese power companies seeking a stock listing 
this year. China Power International Holdings, which is controlled by 
Li Xiaolin, the daughter of former Chinese premier Li Peng, also plans 
to list this year as it raises $1 billion. China's power sector has been 
under fire for more than a year because of growing shortages as 
China tries to fuel its economic expansion. 


ALLIANCE LOOKS TO TIE UP WITH PING AN 
Leading American asset-manager Alliance Capital is in talks with the 
securities brokerage arm of China's second-largest life-insurance 
company, Ping An, to set up a mainland-based fund joint venture, 
according to the Hong Kong-based South China Morning Post. Ping 
An Securities is almost two-thirds owned by Ping An Insurance, 
China's largest private insurer. Neither company could be reached 
for comment on the report, said the newspaper. Foreign players 
seeking to establish operations in China's mutual-funds industry are 
currently restricted to owning no more than 33% of a venture. 


BANK OF CHINA FACES NEW ALLEGATIONS 
Two top executives of the Hong Kong subsidiary of the Bank of China 
have been suspended while investigators from the parent bank exam- 
ine allegations that the two used bank funds for "personal purposes." 
Zhu Chi and Cing Yangsheng, who are deputy chief executives of the 
Hong Kong arm, are two of the bank's top five officials. Of the five 
in place at the time that BOC Hong Kong went public in 2002, four 
have now landed in trouble. The former chief executive, Liu Jinbao, 
is in custody after a loan scandal last year, and another of Liu's 
four deputies retired after he was criticized during an inquiry into 
the same affair. The parent Bank of China has been preparing for 
a stock listing, although analysts say those plans could be derailed 
if another scandal embroils its subsidiary. The Hong Kong unit acted 
after the parent notified it of the investigation. 
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Elsewhere in the Review: 
Multinational Brands Are Getting a Taste of China (page 32) 


Asia's Most Prominent Athlete in Athens (page 54) 





CHINA 


WEAPONS EMBARGO 


New Cracks 
In the Alliance 


The U.S. is desperate to convince the EU that it should keep an 
arms embargo imposed on China after Tiananmen Square 15 years 
ago. Europe says that times—and China—have changed 


WITH THE TRANSATLANTIC alliance still 
strained by differences over Iraq, the 
United States and Europe are grappling 
with a serious new disagreement, this 
time over European policy toward China. 
The European Union, which expanded in 
May to encompass 25 member states, is 
considering lifting the embargo on arms 
sales to China that it imposed in response 
to the Tiananmen massacre 15 years ago. 
The EU-China relationship is today flour- 
ishing and European backers of ending 
the embargo argue that, in the words of 
the EU’s top foreign policy official, Javier 
Solana, “time has passed” since the mas- 
sacre and “a new generation of leaders 
is running the country.” In that light, as 
French President Jacques Chirac put it in 
December, the embargo “no longer cor- 
responds to the political reality of the con- 
temporary world.” 

The U.S., which unlike its European 
counterparts has troops stationed in Asia, 
military alliances in the region, and a legal 
obligation to help Taiwan defend itself 
against Chinese attack, has waged a quiet 
diplomatic battle to dissuade the EU from 
taking the step. Nonetheless, Washington 
fears that the arms embargo could be 
scrapped as soon as December 8 when the 
EU and China meet in The Hague for 
their annual summit, and so American 
officials are raising the volume and 
urgency of their protests. 
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By Susan V. Lawrence/WASHINGTON 


The stakes are high. American offi- 
cials are convinced that a lifting of the 
embargo could result in a Chinese Peo- 
ple's Liberation Army equipped with 
advanced military systems from Europe. 
If U.S. forces and Asian allies are called 
on to intervene militarily in a crisis in the 
Taiwan Strait, their safety would obviously 
be imperilled to a greater extent. 

More fundamentally, officials warn, 
the future shape of the transatlantic 
alliance could be on the line. The U.S. is 
in the midst of an ambitious effort to 
make its forces “inter-operable” with the 
forces of its key European allies through 
the sharing of defence technologies. If the 
EU were to lift the embargo, says a senior 
State Department official, “it would, | 
think, clearly compli- 
cate the political atmos- 






















phere in Washington 
for the sort of alliance 
policies that we are 
thinking about." Specif- 
ically, if the embargo 
goes, he says, it will be 
hard to assure the U.S. 
government and the 
Congress that advanced 
military technology 
shared with Europe will 
be "absolutely safe," 
and will not be passed 
on to China. 





TIME TO END THE 
EMBARGO? 


* The U.S. and EU stopped 
selling arms to China 
after Tiananmen Square 





* Fifteen years later, China 
and many Europeans 
think the ban is outdated 


* The U.S. is lobbying the 
EU to keep the embargo, 
which is the focus of 
the latest rift in the 
Atlantic alliance 
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weapons or transfer defence technologies 
to China." Shambaugh notes, too, that 
doing away with the arms ban will require 
the approval of all 25 EU nations. How- 
ever, at least four members continue to 
argue that the embargo was imposed on 
human rights grounds and shouldn't be 
lifted until China significantly improves 
its human rights record. Shambaugh says 
he rates the chance that the embargo will 
be lifted as “less than a 50-50 proposition” 
because of that opposition. 

Eager to push whatever buttons might 
give European nations pause as they con- 
sider the arms embargo, Washington is 
highlighting the human rights issue, in 
addition to security concerns, in its pre- 
sentations to European audiences. In a 
joint press conference with EU repre- 
sentatives in Washington in March, U.S. 
Secretary of State Colin Powell said, “We 
and the European Union imposed pro- 
hibitions for the same reasons, most 
especially China's serious human rights 
abuses, and we believe those reasons 
remain valid today." 

Nonetheless, U.S. officials say they are 
worried that the embargo could be lifted 
this year. U.S. concern stems from com- 
munication with the current occupant 
of the rotating EU presidency, the Nether- 
lands, which has told Washington pri- 
vately that while it is sympathetic to retain- 
ing the embargo, it is unsure of its abil- 


T 


ity to prevent powerful EU nations, led by 
France, from forcing a change. The 
Netherlands is the EU president this year. 

As for the safeguard measures that 
Shambaugh says the EU is proposing to 
put in place, a second U.S. official, not 
from the State Department, says that 
Washington has been telling European 
defence establishments that while, *we 
appreciate the assurances that you would 
make... we're concerned that once com- 


Even with the embargo in place, Euro- 
pean countries have sold some non-lethal 
defence items to China. Britain, for exam- 
ple, sold China dozens of Spey jet engines 
for the country's JH-7 fighter bombers. 
But, says the U.S. official, the embargo 
has meant that “the scale is not so great 
and the types of systems are not of such 
concern at this point.” Washington 
believes that lifting the embargo could 
dramatically change that, he says. 


WASHINGTON IS CONCERNED THAT EVEN WITH 
EXPORT CONTROLS, LIFTING THE EMBARGO COULD 
DELIVER DANGEROUS HARDWARE TO THE CHINESE 


petitive commercial pressures enter the 
fray, such assurances could well get 
eroded.” This official notes, “You're talk- 
ing multi-hundred-million-dollar con- 
tracts, potentially.” 

The official adds that even technically 
non-lethal technologies that might be 
approved for export after the embargo is 
lifted could significantly boost the fight- 
ing ability of China's army. “No bullets 
come out of the end of a system that 
allows you to communicate better... , 
or to organize and sortie aircraft, or to 
direct the movement of ships and sub- 
marines,” he notes. 





DIPLOMACY: Chirac (/eft) agrees with Hu's arguments that the embargo should be lifted 
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As big a concern for Washington as 
the potential boost to the PLA's capabili- 
ties is what the whole affair says about the 
state of European-U.S. relations. Talk of 
lifting the embargo “puts our allies in a 
very awkward light," says the senior State 
Department official. Even taking at face 
value European assurances that the 
embargo would be only symbolic, says the 
official, “why would the EU see benefit in 
the symbolic change of policy . . . when 
it would cause such anxiety at the heart of 
arguably their most significant true part- 
ner in the national security arena?" 

Michael Yahuda, an emeritus profes- 
sor at the London School of Economics 
who is currently a visiting scholar in the 
U.S., blames the tensions in part on poor 
communication between the U.S. and the 
EU about their respective interests in 
Asia. The Americans have not held con- 
sistent discussions on this issue with the 
Europeans, he says, and not at “any sig- 
nificant level." Meanwhile, “the Euro- 
peans have obviously been very busy in 
all sorts of relations with the Chinese, 
which they also don't discuss very much 
with the Americans.” 

Now, after months of American 
“threat briefings” for European govern- 
ments, aimed at conveying exactly what 
the U.S. considers to be at stake in the 
arms embargo decision, and after 
months of European explanations to 
Washington about how the embargo 
inhibits the burgeoning EU-China rela- 


tionship, Asia is, at least, firmly part of 


the transatlantic dialogue. = 
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MADE IN CHINA: 
These F-7 fighter 
jets made in 
China could one 
day be scrapped 
if the EU lifts the 
arms embargo 
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HOW A LIFTED EMBARGO WOULD HELP CHINA 


From the point of view of the Chinese military and European 
defence contractors, lifting a 15-year-old embargo on European 
weapons sales to China must make perfect sense. The People’s 
Liberation Army would probably be ecstatic with a shopping list 
that included the latest missiles and missile technology, airborne 
sensors and data-analysis systems, which would be possible if the 
embargo were lifted. And over the longer term, there is no doubt 
that big European defence contractors would be salivating over 
the prospects of selling to China. In March, Beijing announced 
that defence spending this year would jump 11.6% to $25 billion. 
And that’s just the headline number that Beijing reveals: Many 
experts think the real military spending is much higher. 

. The Pentagon estimates that China actually spends between 
$50 billion and $70 billion, if items like research and 
off-the-books arms purchases are included. 

After more than a decade of steep increases, China is now the 
third-ranked military spender in the world behind the United 
States and Russia (based upon self-reporting by each country of 
its defence budget). At a time of shrinking European defence 
outlays, China could become a critical customer for companies 
like Thales of France or the French-German-Spanish consortium, 
European Aeronautic Defence and Space Company (EADS). 

But sceptics argue that these European arms makers will 
struggle to compete with cheaper Russian weapons, which have 
a leg up because of a history of sales to China, even if the arms 
embargo is lifted. The PLA has relied overwhelmingly on Russia 
and the states of the former Soviet Union for much of its 
advanced military hardware since the early 1990s. The 
Pentagon estimates that China has taken delivery of arms worth 

' about $12 billion from these suppliers since 1991. 
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The U.S. Congressional Research Service calculates that 
Russia alone delivered $9 billion in arms to China between 1995 
and 2002. With most of these weapons and systems now 
deployed or soon to enter service, some analysts believe it could 
be technically difficult for China to combine this equipment 
with big hardware orders from European suppliers, at least 
in the short term. 

However, there is widespread agreement among experts that 
key state-of-the-art niche technologies and weapons systems 
from Europe could sharply improve the PLA's firepower and its 
ability to coordinate forces. Also, there is clear evidence that 
China has a strong appetite for European defence technology. 

Some commentators believe that if China confines its arms 
orders to Russia, it will remain decades behind the U.S. in 
high-technology weaponry. “If China wants to reach anything 
like parity with the United States, let alone become a 
military power in its own right, it will have to move beyond the 
Russians and find alternative sources of cutting-edge 
technology,” says Peter La Franchi, associate defence editor for 
the Britain-based Flight International magazine. “For China, 
Europe has plenty to offer.” 

A British government Strategic Export Controls Report pub- 
lished on June 6 showed that export licences for equipment 
valued at £76.5 million ($139 million) had been granted in 2003 
for sales to China. The list of items licensed for sale by London is 
long and includes military-aircraft communications systems, 
ballistic-test equipment, components for military utility 
helicopters, military helmets and military cargo vehicles. That's 
with the embargo in place; Beijing can't wait to see the arms 
catalogue if the embargo is lifted. David Lague 
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BAJA] VS VESPA: A 
customer in the U.S. 
considers the 
bargain-priced Bajaj 








India’s Bajaj Auto is racing to sell its smart new scooters in overseas markets. It’s the latest in 
a line of Indian companies to broaden its horizons. But it must do more to win buyers 


E | the Jaguars, Mer- 
cedes-Benzes and Porsches at Harry Khu- 
rana's Maharajah Motors used-car lot in 
Seattle is the latest hot import from India: 
scooters. The chunky machines attract 
curious customers who like their retro 
looks, but who haven't a clue about their 
manufacturer, India’s Bajaj Auto. “They 
think it’s like Baja California,” says 
Indian-born Khurana, referring to a pop- 
ular tourist destination in Mexico pro- 
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nounced bah-hah. “I have to tell them, 
‘No, it rhymes with garage'." 
Bajaj is one of the world’s biggest 


two-wheeled vehicle maker and one of 


the biggest companies in India, pro- 
ducing more than 1.5 million scooters, 
motorcycles and three-wheeled auto-rick- 
shaws a year. Still, few people outside 
India have heard of the company, which 
has catered almost exclusively to an 
expanding domestic market. 


By Eric Bellman/SEATTLE AND MUMBAI 


Now that's changing. In the last year 
or so, Bajaj exports have become an 
important revenue generator for the 
company as its push to peddle scooters 
everywhere from Manila to Miami begins 
to pay off. Exports are expected to con- 
tribute more than 1596 of Bajaj sales in 
the financial year ending next March 31— 
up from less than 596 in 2002. With a 
66% surge in exports last year, Bajaj's 
sales climbed 1796 to 53 billion rupees 
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($1.15 billion), helping lift profits 3696 to 
7 billion rupees. 

“For the last 30-odd years our focus 
has been primarily domestic," says San- 
jiv Bajaj, executive director at Bajaj's head- 
quarters at Pune in western India. "Then, 
we realized that the low-cost model which 
is used by the information technology 
industry to promote exports is also appli- 
cable to our business." 

Bajaj is publicly traded on the Bom- 
bay stock exchange, but is controlled 
by the Bajaj family and their associates, 
who own more than 30% of the com- 
pany's stock. Its chairman, Rahul Bajaj, 
is the founder's grandson. Helped by the 
company's newfound success abroad, 
Bajaj's stock price has more than quadru- 
pled in the last three years to about 860 
rupees a share. 

Bajaj is the latest old-school Indian 
company to discover that the Subconti- 
nent has more to offer the world than the 
services of its inexpensive engineers and 
telemarketers. Tata Motors is now export- 
ing its Indian-designed and manufac- 
tured cars all over the world. And inter- 
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WHEELER DEALER: Executive director Sanjiv Bajaj souped up scooters for overseas markets, but experts say the company 


national carmakers, such as Daimler- 
Chrysler and Toyota Motor Corp., have 
begun using crankshafts, steering wheels 
and other parts from Indian manufac- 
turers like Bharat Forge and Motor Indus- 
tries. It's companies like these that are on 
the way to making India an exporting 
powerhouse, analysts say. Its exports have 
climbed on average around 10% a year 
for the last five years. 

"They understand that depending on 
domestic growth alone is not good, so 
they have to be global," says Jigar Shah, 
head of research at K.R. Choksey Shares 
and Securities in Bombay. "Their cost 
of production is very competitive and 
this has helped them." 

A Bajaj scooter, for 
example, sells for around 
$2,700 in the U.S., 
while an Italian-made 
Vespa with a similar 
old-style look and steel 
construction 
close to $4,000 at 
Maharajah Motors. A 
new Honda scooter, 


costs 
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BAJAJ'S ARRIVAL IN THE U.S. FOLLOWS SUCCESSES IN 
ASIA, THE MIDDLE EAST AND LATIN AMERICA. 
BUT THE U.S. MARKET HAS BEEN TOUGHER TO CRACK 


v 
v 


the classic Vespa scooter from Italy's 
Piaggio Group. They were too noisy, pol- 
luting and unfashionable for more 
developed markets. "The products we 
made in the past were not suitable for 
the other markets," acknowledges San- 
jiv Bajaj. "We had a '60s design that 
remained basically unchanged." 

But deregulation also meant more 
imports and tougher competition from 
rivals such as TVS Motor Co. and Hero 
Honda Motors, which is 2696 owned by 
Japan's Honda Motor. Bajaj was forced 
to modernize: Through a technical tie-up 


ACCELERATING SALES 
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with Japan's Kawasaki Heavy Industries 
Bajaj obtained the latest engine and chas- 
sis technology and spent millions retool- 
ing its factories, redesigning its scooters 
and adding motorcycles to its portfolio 
of products. 

Armed with modern new motorcycles 
and scooters, Bajaj began targeting for- 
eign markets. It opened its first sales divi- 
sion abroad last year in Dubai to promote 
sales in the Middle East. This year, Bajaj 
started selling its vehicles through 
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Kawasaki's dealership networks in Asia 
and plans to open a factory in Indone- 
sia. Next year, Bajaj intends to add another 
factory in Brazil. 

The new strategy has lifted exports 
more than 50% a year for the last two 
years. This year, Bajaj aims to export 
about 200,000 vehicles and over the next 
three years, it hopes to increase exports 
to more than 500,000 a year. “For the 
company to become strong, more growth 
must come from exports," says Sanjiv 
Bajaj. "Now we have more contemporary 
products for modern markets." 





2004* 
Source: Bajaj Auto 
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Bajaj's arrival in the U.S. follows 
marketing successes in Asia, the Mid- 
dle East and Latin America. But the U.S. 
market has been tougher to crack, says 
Al Kolvites, president of Bajaj U.S.A., 
the California-based distributor for 
Bajaj. It took him two years and more 
than $1 million to build a network of 
dealers and make sure the Bajaj vehicles 
met all the American safety and pollu- 
tion requirements. 

Bajaj sales have been growing steadily, 





but still make up less than 596 of the 
50,000-unit-a-year U.S. scooter market, 
which is dominated by Honda and inex- 
pensive 50 c.c. machines from China. In 


June, Kolvites started selling three- + 


wheeled Bajaj vehicles costing $6,500 
that are used as taxis in most cities in 
India. They have been popular with 
small-business owners who are looking 
for unique delivery vehicles, he says. 

Kolvites has been promoting business 
through the company’s U.S. Web site 
(www.bajajusa.com) and scooter maga- 
zines. The site highlights the retro aspects 
of Bajaj's scooters as cool selling points: 
It praises the scooters’ sturdy all-steel con- 
struction and provides a 13-page guide on 
the art of using the scooter’s manual 
transmission. The Bajaj scooter's also 
thrifty. “It gets 100 miles to the gallon 
in times when gas is more than two bucks 
a gallon," says Kolvites. "That's a good rea- 
son to buy." 

But Bajaj still has something to learn 
about tailoring products for different 
markets. Kolvites says, for example, 
that he could sell four times more scoot- 
ers in the U.S. if they had automatic 
transmissions. "Customers love the 
retro styling but once they find out 
that they have to shift they say ‘I can't 
do it'," he says. “People in the U.S. don't 
like to shift." 

One thing Kolvites plays down is 
Bajaj's Indian origins. While the Web site 
boasts that Bajaj scooters are widely pop- 
ular in Asia and Europe, it buries the fact 
that the vehicles are from India. 

He says it's normal for new brands to 
play down their origins, pointing to South 
Korea's Kia Motors, claiming few Amer- 
icans realize it’s a Korean company. 

And though he has visited Bajaj's 
modern factories, Kolvites reckons the 
average U.S. consumer still has a nega- 
tive view of conditions in India. "If we 
stress the issue of India, then there are 
too many people that will think it is 
assembled on some dirt floor with child 
labour,” he says. = 
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MOBILE PHONES 


Love Bites 


Singapore's lonely hearts are romancing the phone, 
looking for love with a Bluetooth dating service 


By Sebastian Tong/SiNGAPORE 


SINGAPORE'S SINGLETONS have plenty of help: Phone chat- 
lines, dating agencies and even the government's Social 
Development Unit are all dedicated to pairing people up. 
Now, a software company is turning the mobile phone into 
a matchmaker. 

Software company BEDD has seized on the city state's con- 
cerns over falling birthrates and its obsession with mobile 
phones and launched a mobile-phone matchmaking serv- 
ice, also called BEDD. Subscribers simply download the 
software to their wireless-Bluetooth phones, key in some per- 
sonal details, such as who they are and the kind of person 
they'd like to meet. And when a potential partner is in the 
vicinity the phone alerts them. 

The service can seek out other users within a 20-metre 
range. It ranks them on a scale of one to five in terms of 
compatibility. After viewing the profile, the user must 
decide whether to take the next step—usually sending a 
text message. 

BEDD chief executive Stephen Carlton claims that this 
way of socializing spares users "the ordeal of a face-to-face 
introduction. You don't actually having to walk up and talk 
to them until you're feeling comfortable." 

Carlton, a Singapore-based futures trader, formed BEDD 
three years ago with Swedish engineer Olle Bliding after 
recognizing the potential use for mobile phones in dating. 
They invested $5 million developing the software. After Sin- 
gapore, BEDD is planning to launch in Jakarta, where the 
number of Bluetooth-compatible phones is growing. 

There are other mobile-phone dating services in Asia: Sin- 
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MOBILE MATCHMAKERS: Singles in Singapore seeking 
Mr. or Miss Right 


gapore Telecom’s MyCupid and Bharti Airtel of India’s Track- 
UrMate, for example. But BEDD is different from these 
because it uses Bluetooth phone-to-phone transmission, 
and not a central database. Service providers in the United 
States and Europe are also catching on to using Bluetooth’s 
short-range radio signals for dating services. 

In Japan, meanwhile, so-called "proximity dating"— 
which relies on the relative location of would-be couples 
and wireless technology to bring singles together—has 
taken off. Japanese service providers such as ImaHima use 
global positioning systems to help like-minded users locate 
one another. 

While BEDD's software idea is great, the weakness is in 
the hardware requirements, says Ruben Tan, senior analyst 
at research company IDC. The service is currently available 
only to owners of Nokia's Series 6o handsets. This limited 
compatibility means users are scarce. 

"The consumer uptake for Bluetooth has not been as high 
as vendors had hoped,” says Tan. “BEDD may be one of the 
applications that can drive Bluetooth demand but its suc- 
cess will depend on whether it can get critical mass. 

Besides more traditional dating services, BEDD will also 
compete with other social-networking platforms, such as 
the Friendster or Orkut Web sites that help connect strangers 
with common interests, Tan adds. 

Carlton acknowledges that the software's limited platform 
is a drawback in attracting new users. But he says BEDD is 
developing a Java-compatible version, which would be suit- 
able for use on more phones. 

For now, he is focused on growing subscriber num- 
bers within the estimated 40,000 people in Singapore with 
compatible handsets. The relatively low cost of service 
subscription—98 Singapore cents per month (57 U.S. 
cents)—should help. Since its May launch, 1,500 users have 
signed up, a handful of whom get together every Saturday 
at a downtown café. 


THE SERVICE IS CURRENTLY ONLY 
AVAILABLE TO OWNERS OF NOKIA'S 
SERIES 60 HANDSETS 


So far, first-time users are blowing hot and cold. Ata 
recent BEDD party, many said they found the software user. 
friendly, but few of the professional singles in the wine 
bar on Singapore's trendy Mohamed Sultan Road had paired 
off by the evening's end. 

“I'm a bit dubious whether this will help me meet peo 
ple,” said Kim Ng, a 28-year-old customer relations manager. 

Her experience that night showed that fancy wireless tech- 
nology was still no match for old-fashioned bashfulness 
after a brief introduction, her BEDD “ideal match” slunk back 
to his corner of the room. = 
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MARKETING 


SMELLS GOOD, TASTES GOOD: A flavour and fragrance lab in Shanghai; tucking into cool lemon chips 
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A Question of Taste 


Multinationals are following the lead of savvy local brands and giving their food and 
packaged goods a Chinese makeover in a bid to keep up 


IN CHINA, YOU CAN sip your jasmine tea, and scrub with it 
too. Recent arrivals on supermarket shelves include jas- 
mine iced tea from Unilever, jasmine soap from Colgate- 
Palmolive and even jasmine Crest toothpaste from Procter 
& Gamble (P&G)—with a hint of potpourri. 

As competition heats up with savvy local brands, food and 
packaged goods from multinational companies such as the 
Anglo-Dutch Unilever and America’s P&G are getting a 
Chinese make-over. McDonald's serves red-bean sundaes, 
Heinz spoons out whitebait-flavoured oatmeal baby food and 
PepsiCo's Frito-Lay bags Peking duck potato chips. 

Foreign marketers are using China’s rich variety of 
flavours to boost sales by reinventing some of their traditional 
products for new Chinese consumers, Tastes and smells 
like spicy crab and black sesame encourage Chinese shoppers 
to try unfamiliar Western products for the first time. 

“People are finally waking up to the need for insight into 
Chinese motivations,” says Tom Doctoroff, the North Asia man- 
aging director of the J. Walter Thompson advertising agency. 
He cites the failure of cold, sweet Western breakfast cereals to 
compete in a market that prefers hot, salty rice congee first thing 
in the morning. “This is about selling to a different world- 
view that makes balancing flavours very crucial.” 

Makers of Chinese brands realize this intuitively. In recent 
years they've beaten the multinational competition by com- 
ing up with products that better fit Chinese tastes. 

The best Western companies have adapted to keep up. The 
United States-based Yum Brands' KFC has grown to 1,100 
outlets—China's biggest chain—by expanding on its fried 
chicken staple and converting some 4096 of its menu items 
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By Geoffrey A. Fowler/SHANGHAI 
and Ramin Setoodeh/HONG KONG 


to Chinese flavours. Favourite fixings include red hot Sichuan 
diced chicken complete with traditional tiny bits of bone 
and a soup made of spinach, egg and tomato. 

But companies like KFC don't only turn to nature for their 
flavouring and scents. Instead, their products owe their 
taste and smell to a laboratory at the Shanghai office of the 
world's largest flavouring company, International Flavors and 
Fragrances (IFF). The American firmis army of scientists have 
invented hundreds of new scents and tastes. With the help of 
80 volunteer product samplers, IFF's China consumer insight 
director Lily Chen every Friday explores new flavour and 
fragrance frontiers in the Shanghai laboratory, such as tra- 
ditional remedies ginseng and lavender. 


These sorts of makeovers are the best weapons for for- " 


eign latecomers seeking to compete on China's store shelves. 
Heinz ran into a problem when it considered bringing over 
its Growing-up Oats baby food. *In China, they don't know 
much about oats," admits Anthony Yeung, Heinz's China 
brand director with the Leo Burnett ad agency. But they do 
know about whitebait—a traditional Chinese baby food— 
so the flavour took a starring role in Heinz's line-up, along 
with pea and carrot. 

But increasingly, the flavours and fragrances aren't lim- 
ited to traditional Chinese dishes. Now, brands are intro- 
ducing new foods with tastes that appeal to deeper Chinese 
preferences about the balance of the food and body, hot 
and cold, yin and yang. At the Carrefour supermarket in 
Shanghai, Zhao Hongyun salivates next to the “one cool 
summer” display of Frito-Lay's potato chips. “I'm addicted 
to the 'cool lemon flavour'," she says. "It's good for sum- 
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mer . . . they are light and make your mouth fresh." So P&G launched a ginseng version : 
Mouth-freshening potato chips? That's exactly the mar- poo last year, which shoppers think could 
keting strategy Frito-Lay had in mind when it couldn't move shine over time, just as ginseng supposedly 
potato chips off Chinese shelves in summertime. repeated use. “You don't want to use son 
Chinese shoppers associate fried foods like potato chips medicine fungus that works but nobod 
with “heat.” Such fried fare, according to traditional Chi- 
nese medicine, generates excess body heat in the blistering A BIT OF BALANCE 
summer months. In mid-2003, Frito-Lay introduced the cool At the same time, even familiar fla 
lemon series along with packages featuring pastel colours and For example, Chinese consumer 
blue skies “to highlight the cool feeling," says PepsiCo China's powering sweetness. So Unilever lighten 
snacks marketing director Shireesh Joshi. The line is Frito- its bottled Lipton tea drinks before it introduc 
Lay's best-selling new product ever in China. This summer, China, and Coca-Cola’s sales surged whi 
it added “cool cucumber.” flavour of Diet Coke to a less-sweet 
The makeovers can also appease consumer fears about Shoppers also won't tolerate soaps | 
expensive new brands of soaps and shampoos. Bath products as strawberry. Recently, French mak 
increasingly feature traditional herbal remedies such as flavours with its Maybelline lipstick lii 
shouwu, a kind of black sesame, and ginseng, a root with heal- nese lips preferred to be flavourles 
ing properties. But sometimes, even the most famili: 
That's because smelling a familiar ingredient in a foreign grances arent what they seem. Chinese sho | lo 
shampoo makes it more approachable—and worth the cost. in bottled sage because they belii 
"The average shampoo product is a big purchase for many But when IFF's Chen tried out vai 
Chinese consumers," says Linda Kovarik, who manages aloe-flavour formula, test consume: 
P&G's Chinese haircare brands for Leo Burnett. “We use like lychee, a popular dessert fruit 
ingredients that are intuitive to people, so we don't have to do It happens often. If ginseng shampoo actually nod 
a lot of education," she says. elled after the root, notes Kovarik, it would sm: E 


International Passenger Ticket and Baggage Check 


If you are interested in the following contents, then do the above two things. 





THE 8TH CHINA INTERNATIONAL FAIR FOR INVESTMENT & TRADE 


If you plan to tap into the infinite investment opportunities in China, then you cannot afford to miss the annual China International Fai: 
and Trade (CIFIT), as it's the place to start. 


CIFIT is China's premium international event aiming to promote foreign direct investment into China. Each year, CIFIT witnesses the inflow 
of US dollars worth of foreign capital. CIFIT is the ideal venue for business people to feast on thousands of investment projects, as well as attract 
investment capital from around the world. The *International Investment Forum" held by China's Ministry of Commerce, as well as dozens of seminars 


on hot investment issues, will offer you global investment information hot off the press, and provide you with a golden opportunity of meeting senio 
government officials from Beijing, the governors from China's provinces and the mayors from all major cities 
CIFIT, an ideal platform for international investment cooperation, will profit both you and your company interests in Chine 


Sponsor: Ministry of Commerce, P.R.China 


Co-sponsors: United Nations Conference on Trade and Development (UNCTAD) C j f- | | 
World Association of Investment Promotion Agencies (WAIPA) e L ÀJ à 

For more information, please contact: The Organizing Committee of CIFIT y - T — / E 

P i ; 


Phone: 86-592-2669826, 2669828 Fax: 86-592-2669830 E-mail: 98xiamengjpublic.xm.fj.cn 


Get a Grip On Your Inbox 


Most inboxes resemble a museum crammed with e-mails from a bygone era. It's time to blow off 
the cobwebs and get organized. Here are some how-to tips 


GIVEN THE AMOUNT of time we spend handling 
our e-mail—checking it, reading it, writing it, occa- 
sionally clicking on attachments we suspect we 
probably shouldrt—you'd think we would do a bet- 
ter job of organizing it. 

If you're anything like the rest of the world, 
nearly every e-mail you've ever received sits in 
your inbox, gathering dust, cobwebs and the dig- 
ital equivalent of bedsores. Some of them appear 
to date back to the Magna Carta. Your basic atti- 
tude towards e-mail is to read it when it comes 
in, and then, if you work for the government or 
any company with more than 10 employees, for- 
ward it to as many colleagues as possible in the 
hope that you wont actually have to do anything 
more about it. The same applies to outgoing e- 
mail: You write it, usually with a revealing and 
helpful subject title like *Meeting" or *Proposal" 
and then send it, retaining only the haziest idea 
of whether you still have a copy of it and, if so, 
where it might be. 

In medical circles this is called Chronic E-mail 
Bloat and the only known cure for it is to Get a Grip 
On Your Inbox. Here's how. 

First, whatever kind of e-mail program you use 
—or even if you access your e-mail via a browser 
using services like Yahoo! or Hotmail—you should 
think of your inbox as a sort of waiting room or lobby. 
At the end of each session it should be empty of stuff. 
That means you should either be deleting everything 
you read or, more practically, moving stuff from your 
inbox to another box, or folder. So take some time 


to set up some folders and sub-folders and move — X 


messages from your inbox as soon as you ve — 
read them. I have about two dozen fold- — .. 
ers and that works pretty well forme, 4 
although I am seeking treatment for 
being something of an E-mail Hoarder. 
Here's a tip, courtesy of David Allen, the 
productivity guru: Have a special folder 
called Tickler which you treat as a hold- 
ing pen for e-mails you receive but still need 
to do something about. (If you want to make 
sure this folder stays near the top of your usu- 
ally alphabetically sorted list, call it !Tickler.) The 
cardinal rule: Your inbox stays empty. 
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If you get a lot of e-mails this can be time-consuming, so 
you should set up filters. Filters allow you to tell the computer 
that any e-mail with a particular word in the subject, sender or 
recipient field should be sent straight to a particular folder. So, 
everything from co-workers on a particular team can be sent to 
one folder just by adding a filter to look for their e-mail addresses. 
As the e-mails come in, they automatically feed through to the 
appropriate folder. Set up as many filters as you need. That way 
you save time and don't get bored by what is admittedly not one 
of the most exciting ways to spend your day. Another tip: Make 
sure the filter works on outgoing messages, too, so that all the 
e-mails you write don't clog the sent e-mail folder, but are kept 
somewhere more relevant. 

If you do all this, your e-mail program should look a lot 
more orderly quite quickly. And there’s more you can do. Keep- 
ing order in your address book will also make sending e-mails 
a lot easier. Some e-mail programs can automatically add any 
e-mail address on incoming or outgoing e-mails to your address 
book, which can be a blessing, but also tends to fill it up with rub- 
bish. Occasionally go through it weeding out addresses you'll 
never use, and, if the program supports it, make sure the e- 



















UNTANGLE YOUR WEB MAIL 


My word may not be the final word on 
how to organize your e-mails. For one 
thing, you may prefer simplicity over 
complexity, in which case you may want 
to try other e-mails that aren't as feature- 
packed as the ones | mention, but do 
work extremely well. 

The Opera browser (www.opera.com), 
for example, comes with a fully fledged 
e-mail program built in, and the open- 
source browser Firefox has an e-mail 
sister, Thunderbird (www.mozilla.org), 
that is also getting rave reviews. 

Then there's Web mail, or Internet- 
based e-mail accounts, like Hotmail. I've 
always eschewed it because | always 
travel with a laptop and because | find it 
all a bit slow. But as Internet cafes offer- 
ing connections with decent speeds 
proliferate, more professionals are using 
it. Bob Cullinan, a California-based media 
consultant travels frequently and finds 
that "Web-based mail gives me the 
freedom to access my mail from any 
point on the planet." 

The other attraction with Web mail 
is the arrival of Gmail (gmail.google.com), 
with its 1 gigabyte of free storage. 
Other e-mail services have had to catch 


mail address has an alias you can easily recognize. An alias is a 


up, to the point where how much e-mail 
you have on-line is not going to be an 
issue. How does this change your 
e-mail habits? Heinz Tschabitscher, who 
writes about e-mail for information 
portal about.com (e-mail.about.com), 
reckons this is the way to go. With 
Gmail offering fast searching of e-mails, 
and automated linking between e-mails 
from the same discussion, or thread, 
there is no longer any need to set up 
individual folders, he says. “File early, 
file often, all in one folder and rely on 
search to find what you are looking for 
later,” he says. 

Another benefit of Web mail: If you 
lose your computer 
to a virus, a crash or 
a thief, you haven't 
lost all your e-mails 
since they're all 
stored on the Inter- 
net. If you're using an e-mail program, 
there's another way to do this: It's called 
IMAP (Internet Message Access Proto- 
col). Without boring you with specifics, 
IMAP lets your e-mail inbox talk more 
intelligently to the server, or on-line 
computer, which stores your e-mails 





Thunderbird 


reclaim your inbox. 


before you download them. Most folk 
use the old standard, called POP, which 
stands for Post Office Protocol, and 
which does nothing more than find your 
e-mail account and download whatever 
is on there to your computer. The e- 
mails are really only ever in one place: 
the server or your computer. 

IMAP, meanwhile, creates two 
copies of your inbox and makes sure 
that both copies, on the server and your 
computer, look the same. It does a lot 
more than that, but that's the basic 
idea. Why is it a good thing? Well, for 
one thing you can check your e-mail 
from anywhere, so long as you have an 
e-mail program and 
remember your set- 
tings. Secondly, you'll 
never lose an e-mail 
again because you've 
got two copies. The 
bad news: It's fiddly for programmers to 
get right, for some reason, so not many 
programs support IMAP, or at least 
support it properly. If you're 
brave, try it. 

My advice: Use Thunderbird, 
which seems to do it better than most. 


user-friendly name for the e-mail address: So, instead of having 
to remember some complicated e-mail address like htgo- 
phers6(Q9 yahoo.com, you can add an alias like “Harry home." When 
it comes around to sending a personal e-mail to Harry, just 
start typing "Harry home" and your e-mail program should rec- 
ognize what you're trying to do and complete it for you (called 
auto complete). This can save a lot of time. 

Subject fields are a great, but wasted, opportunity to save time 
and keep order in your inbox. If 1 send an e-mail to a company, 
for example, I will start the subject with "press query," then add 
the company or product name. Chances are they will reply with 
the subject field intact, meaning that all I have to do is add a fil- 
ter for "press query" and all those e-mails, both in and out, will 
end up in a single folder. Some programs, like the excellent 
new Barca from Poco Mail ($60 from www.pocosystems.com), 
will let you change the subject field in an e-mail that you've already 
received, making this process even easier. Cardinal rule: Give 
e-mails a subject that is useful, as unique as possible, and one 
that might include text that could work as a filter. 

Indeed, I'd recommend the more adventurous of you to 
experiment with e-mail programs other than the usual suspects: 
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Outlook, Outlook Express and Eudora have 
their strengths, but there are other options out 
there with features that make organizing your 


e-mail easy. 
My favourite remains Courier ($30 from 


www.rosecitysoftware.com), where you can colour- 
code e-mails (so all Indonesia-related e-mails, for 
example, appear purple). But two others are 


appearing on the horizon with mouth-watering 
features: A new version of Bloomba ($60 trom 
www.statalabs.com) released this month offers 
powerful searches, turning the e-mail program into 
a sort of database, while the newly launched Barca 
reflects some serious attention to how we use 
e-mail and how we could do it bette: 

Bottom line: The more time you spend set- 
ting up a system, the less time you'll spend hunt- 
ing for stuff ahead of vital meetings in muddy Eng- 
lish meadows, muttering “Now where did | put the 
dang Magna Carta?” Good luck, and let me know 
if you have any e-mail tips to share. & 

More musings and tips at loosewireblog.com 
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CAR MAKERS 


loyota 


]riumphant 


It's the world's best car maker, nearly twice as profitable as its Big 
Three competitors—combined. Now it embarhs on audacious new 
plans, investing billions to rev up sales around the world 


AT TOYOTA MOTOR CORP.'S Motomachi 
factory in Japan, workers scurry to fit the 
right parts in the correct sequence before 
a swiftly-moving conveyor can bear the 
half-assembled cars away to the next stage 
of production. Although practised, the 
workers' movements are hurried and their 
faces set in concentration. There is none 
of the constant banter that sustains fac- 
tory employees elsewhere in the world; 
none of the practical jokes. 

Suddenly, a worker fumbles and 
upends a component tray, scattering small 
black plastic grommets across the factory 
floor. Reacting swiftly, he yanks on a white 


TOYOTA'S FORMULA 


* Toyota makes phenomenal 
profits and overtook Ford as 
the world's No. 2 car maker 


* Its success is based on 
constantly evolving 
manufacturing innovations 


* it's a global colossus, 
operating 46 plants in 26 
countries outside Japan 


¢ It's shooting for 15% market 
share within the next 
decade, which would chal- 
lenge GM for the No. 1 spot 
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communications cord looping above the 
conveyor. A klaxon blares and an orange 
light appears on an overhead signboard 
indicating the location of the upset. 
Instantly three colleagues converge on the 
spot, scrambling to pick up the spilt parts 
and replace the tray. The worker manages 
to fit his component before the car is car- 
ried out of reach and the alarm is can- 
celled. The line continues, unimpeded. 

This is the Toyota production system 
at work: a set of industrial principles that 
has allowed the car maker to power past 
its rivals and the reason why Toyota is a 
company at the top of its game. Its cars 
regularly top quality surveys and are a 
phenomenal hit with drivers everywhere. 
Last year Toyota sold nearly 6.8 million 
vehicles globally, overtaking Ford to 
become the world's No. 2 manufacturer 
by volume. 

Toyota is also uniquely profitable. In 
the year ended in March, it brushed aside 
a static home market and a rapidly appre- 
ciating yen to post ¥1.16 trillion in net prof- 
its ($10.28 billion at the average exchange 
rate for the period)—the first Japanese 
company ever to top ¥1 trillion in profits. 
That was almost double the profits of its 
three principal competitors—General 
Motors, Ford and Daimler-Chrysler—com- 
bined. And it kept accelerating in the April- 
June quarter with a 2996 jump in net prof- 
its to Y287 billion. 

Having passed these landmarks, Toy- 








ota is now embarking on an ambitious 
international expansion to secure the 
company global dominance of the auto- 
motive industry. Last month company 
President Fujio Cho announced that Toy- 
ota is raising its production target for 
this year to more than 7.5 million vehi- 
cles, an increase of more than 10% over 
last year's total, citing fast-growing 
demand overseas. At the same time, Toy- 
ota is ramping up its research efforts to 
develop new materials, engines and car 
designs intended to conquer new mar- 
kets and new territories. From Latin 
America to China, Toyota is investing bil- 
lions of dollars to build new factories 
in a bid to capture a 15% global market 
share within the next decade—ahead of 


August 12, 2004 


T 


» the 14.7% currently held by GM. 


Managing these ambitions will be an 
enormous challenge. Some critics say 
Toyota is already struggling to maintain 
quality across the 46 factories it operates 
in 26 countries outside Japan. Others 
question the profitability of some of those 
factories and charge that Toyota's invest- 
ments are aimed at grabbing market 
share rather than generating value for the 
company’s shareholders. 

Detractors are in the minority, how- 
ever. Toyota is flush with cash to invest 
and despite the global economic slow- 
down of recent years, it remains free of 
the excess production capacity which has 
cursed its United States rivals, forcing 
them to cut prices and offer generous 
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incentives. Toyota executives are confident 
they can realize their ambitions and for 
the most part independent analysts agree. 

"It's extremely difficult to say anything 
negative about Toyota," says Graeme Max- 
ton, Asian managing director at inde- 
pendent motor-industry consultancy 
Autopolis and co-author of a forthcoming 
book on the global car business. "There 
may be a lot of structural flaws in the 
industry, but within that, Toyota runs its 
business model to perfection. By almost 
any measure you can think of, Toyota is 
the best car company in the world." 

One thing that sets Toyota apart from 
its competitors is how it makes its money. 
Although the company encompasses a 
range of businesses from robotics re- 








HARD TO BEAT: 
Flexible 
manufacturing 
systems allow 
Toyota to make 
60 different 
models for sale 
in the Japanese 
market 


search to biodegradable plastics, it made 
almost all its profits last year in a field 
where its main rivals have found it sin- 
gularly tough to prosper: actually manu- 
facturing and selling cars. In contrast, 
GM, the most profitable of the so-called 
"Big Three" car companies, earned more 
than two-thirds of its income last year 
from financial services. The automotive 
division lagged a poor second 

The foundation of Toyota's success 
is its production system, imitated by com- 
panies all over the world, but seldom 
matched. At the heart of that system lies 
a handful of basic, common-sense ideas. 
For example, each employee is responsi- 
ble for quality control. If there is a defect 
during the production process, the >» 
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individual worker must ensure it is cor- 
rected immediately. If the worker who 
upset the tray of parts had failed to fit 
his grommet in time, he would have 
halted the entire production line rather 
than allow a faulty car to reach the next 
stage of the manufacturing process. 

As a result, vehicles leave Toyota fac- 
tories with remarkably few defects—1o1 
per 100 vehicles, compared with an 
industry average of 119, according to a 
2004 survey of cars sold in the U.S. mar- 
ket by analytical company J.D. Power. 
Cars of Toyota’s luxury Lexus marque are 
even more reliable, suffering just 87 
problems per 100 vehicles, the fewest 
among all makes. 


The cost of such vigi- 
lance is remarkably low. 
On this particular day, 
for example, the Moto- 
machi production line is 
running at 91% efficiency. 
That is, 126 cars have been com- 
pleted out of the 138 that should have 
rolled off the line if the shift target of 
303 is to be hit. During an average eight- 
hour shift, the production line is halted 
for between just five and 15 minutes, a fac- 
tory spokesperson claims. 

Alongside the idea of individual 
responsibility for quality control sits the 
equally powerful Toyota doctrine of con- 
tinuous improvement, or kaizen, as it is 







known in Japanese. 
This derives from 
the ideas of Toyota's 
founding father Sakichi Toy- 
oda. In 1890, as a young man 
intent on improving the efficiency of 
weaving looms, he independently devel- 
oped a variant of the flying shuttle, origi- 
nally invented over 150 years earlier in Lan- 
cashire, England. 
Within 35 years, following a series of 


incremental improvements to his first ` 


machine, Toyoda had overtaken Europe's 
150-year technological lead to invent the 
world's first fully automatic loom. The 
patent was sold to Platt Brothers, Lan- 
cashire's premier manufacturer. 


E dealers in Indonesia have an enviable problem with the 
w Avanza utility vehicle: they can't get enough of them. The 
e—an affordable, no-frills seven-seater, mostly for city 

| use-went on sale in January and within a month the waiting list 
Fa ended to October. Production has been expanded at the 

rta plant where they're made, and in May a second shift was 
d. eid still can't pump the vans out fast enough. In the 

€ after its launch, people who managed to get 
SN anc d ds on an Avanza could resell it-for a profit. Now, buyers 

ho go tc i. per can't get one until early 2005. 

M st triumph for Toyota in Southeast Asia, a region 
the con n idonirates like none other. In combination with its 
japanes: se subsidiaries, Daihatsu Motor and truckmaker Hino 


Xi 
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estoi zion- "yai assembling vehicles in 
n lin ; 1964 and in ai in 1970. Subsequent invest- 
Wi a the region's leading car maker, a position it 


d after the Vows cca crisis when other car 
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PARTNERS SEIZED SOUTHEAST ASIA 


The success of the Avanza, and similarly of the Daihatsu 
Xenia, is one of the best illustrations of the cooperation between 
Toyota and its subsidiaries. Toyota formally took over Daihatsu, a 
long-standing Japanese affiliate, six years ago, and the 
Avanza / Xenia launch comes from this partnership. (The two 
models are essentially the same.) The vehicle was jointly devel- 
oped by Daihatsu and Toyota research-and-development teams in 
Japan. It is sold in Indonesia under both brands—the Avanza has a 
1.3-litre engine and the Xenia comes in 1.3-litre and 1.0-litre 
versions. "Daihatsu is a small car specialist and as such it can 
provide Toyota with additional volume opportunities in the low- 
cost, entry-level market segments," Richter says. "This flexibility 
is particularly important in Asia's developing markets, where 
average incomes are low." 

Toyota is going regional with them, taking advantage of low- 
tariff incentives within Southeast Asia. In May, Toyota began 
exporting 800 units of the Avanza per month to Thailand—they 
were launched in June, and they've been well received by the 
market. Exports of knock-down kits assembled in Malaysia are 
due to start in September, and 
Toyota Motor Philippines has 





ota s subsidiaries | hie "um market shares requested the vehicle be 
S heast i age: they're still growing made available for sale in that 
0 DU URINE EE RENE C . market as well. 
| ke ket share of Toyota, Daihatsu and Hino (%) — In Indonesia, the Avanza 
iy <n cad SE LL EL oe i ey: and Xenia have opened an 
Im 2003 | entirely new market segment, 
je eee | says Joko Trisanyoto, marketing 
|. director of PT Toyota Astra 
Motor, Toyota’s distributor. 
They're priced at 70.5 million- 
98.5 million rupiah ($7,700- 
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In the last five years, continuous 
improvement has led to the complete 
overhaul of Motomachi's welding and 
painting shops. The next enhancement 
will be to place the small components 
needed for each car inside the shell of the 
car itself on the assembly line rather than 
in trays on trolleys alongside. The shift 
will cut the amount of time workers 
spend moving to and fro, and reduce 
_ the chances of mishaps like the spillage. 
The suggestion, one of 530,000 received 
last year from employees across the com- 
pany, earned the employee who made it 
a bonus of ¥80,000. 

Underpinning these ideas is the Toy- 
ota creed that all waste must be elimi- 


a a 


WANTED: There's a long waiting list in Indonesia for the new Avanza 


traditional bestseller, the Kijang. In their lower price segment, 
they're not only beating competitors, they're also diverting 

» customers away from the second-hand car market and attracting 
other first-time buyers as well. By the end of June, Toyota had 
sold almost 20,000 Avanzas in Indonesia and Daihatsu 10,000 
Xenias. For the full year, combined sales are likely to be around 


70,000 in Indonesia. 





nated. This has led the company to 
develop a *pull" system of production, 
under which cars are built in response 
to customer orders, rather than a “push” 
system, where the company attempts to 
sell the cars it has already built. “The idea 
is to eliminate waste by making only what 
is needed, when it is needed and only in 
the amounts needed,” explains company 
spokesman Paul Nolasco. 

This is the famous lean manufac- 
turing, or just-in-time production, pio- 
neered by Toyota in the 1960s and 
1970s. Today, as many as four or five 
models are built simultaneously on the 
same assembly line, according to 
demand, with component inventories 


wainay/udns 


kept to the bare minimum—around foui 
hours’ production at Motomachi. | 
an immensely flexible formula, allowin, 
Toyota to manufacture 60 differ 

els of cars for sale in the Japanes: 
ket alone. And although it 
widely imitated by car companies around 
the world, none have yet managed t: 
match Tovota's efficiency 


Exporting the formula has proved 
tricky, however, and critics snipe that Toy 
ota has struggled to repii ate thi produ 
tivity and quality of its Japanese factories 
at its overseas plants. But although Max 
ton at Autopolis agrees that Toyota's North 
American and European factories fall 
short of Japanese standar is ne po ic P» 


of Jakarta. The new multipurpose vehicle is expected to be 
unveiled at the Jakarta Motor Show in September, at the same 
time as the launch of the new Hilux pickup in Thailand. 

The vehicles will share the same platforms and engines, 
which helps lower development costs and increases the 
standardization of components. They'll further entrench 
Southeast Asia as a production base: Toyota has said it will 
make Thailand the sole source for one-tonne pickup trucks 
globally, replacing output in Japan. As a result, the company 
says overall production in Thailand will soar to 360,000 vehi- 
cles in 2005, from a projected 260,000 vehicles in 2004 and 
207,512 in 2003. (In this regard, Toyota has company: Mit- 
subishi, Ford and Isuzu have already consolidated global one- 
tonne pickup production in Thailand.) 

It's an open question whether the next Kijang will continue 
Toyota's winning streak. Toyota invested $130 million in the 


Karawang plant to improve manufacturing processes and the 


overall product quality. The new model will have a more refined 
car-like drive and more advanced engines, and Trisanyoto admits 
the improvements and rising cost of raw materials will make it 
difficult to keep the price the same as that of the current Kijang. 
The Kijang customer base is being squeezed at the lower end 
by the new Avanza and other models and at the top end by the 


rising number of new SUV models such as the Nissan Xtrail. 





Both the Xenia and the Avanza are assembled at the same 
Astra Daihatsu Motor plant, on a line shared with several other 
models—the Daihatsu Taruna SUV, the Ceria sub-compact car and 
the Zebra minibus and pickup. The company operates a just-in- 
time parts-delivery system with characteristic Toyota precision: It 
keeps just four hours of stock at the plant's warehouse. Given 
Jakarta's horrible traffic snarls and monthly production rates that 
will top 10,000 vehicles in August, this is very lean indeed. 

Now, Toyota is turning its attention to its next big project in 
Southeast Asia: the broader question of replacing its largest- 
volume models in the region, the Kijang in Indonesia and the Hilux 
pickup truck in Thailand. Test production of a new Kijang model 
has begun at the company's Karawang plant, 70 kilometres east 
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Trisanyoto believes that there is still a distinct market segment for 
the next-generation Kijang, but he admits that the segment is 
unlikely to grow in line with the overall market in the long run, 
with annual sales volumes likely to remain around 60,000-70,000 
units. Toyota is considering exports of knock-down kits that will 
be assembled in countries such as Malaysia, the Philippines, 
Vietnam and South Africa. 

In a sense, however, Toyota's strength in Southeast Asia's 
still-developing markets builds on itself. The company is turning 
out cars that buyers want, and Richter at Merrill Lynch points out 
that capturing young, first-time buyers is important in any market. 
Why? Many, he says, "are likely to eventually progress to more 
expensive Toyota cars." Tony Pugliese 
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out that they compare favourably with local 
competitors. Last year, the company's plant 
in Derbyshire, not far from the now- 
derelict textile factories of Lancashire, 
passed a gruelling quality test when it 
became the first of Toyota's overseas plants 
to begin exporting cars to Japan. 

Toyota has also proved highly adept 
at research and development and at mar- 
keting. The company's newest models 
carry a bewildering array of gadgets that 
promise to do everything from seeing 
around corners to booking your movie 
tickets—and then navigating the quickest 





ROBOTIC: Workers sesemble the Prius hybrid 


40 Far Eastern Economic Review 


Changchun - 
Beijing - 


Toyota Technical Centre, so 
China (Tianjin) — ^W- MeL 


Shenyang. 


ee 
| 


om oS 


route to the cinema. At the company’s 
technical centre in Toyota City near 
Nagoya, 12,000 engineers are at work on 
a new generation of automotive technolo- 
gies. These range from i 
steering wheels which make it 
easier for obese drivers to 
sit comfortably to an 
array of sensors which 
would enable the car of & = 
the future to drive 
itself. In the south of 
France, a team of Toyota designers works 
on cars especially for the European mar- 
ket, while in California Toyota designs 
vehicles for North American tastes. 

Crucially, Toyota's focus on design and 
technology has helped its cars to suc- 
cessfully shed their “econobox” image of 
the 1980s. The company’s Lexus brand, 
launched in North America in 1989, now 
outsells both Mercedes and BMW in the 
key U.S. market and boasts significantly 
higher levels of customer satisfaction. 
This year, Toyota plans to introduce Lexus- 
branded cars in its home market of Japan, 
in an attempt to seduce the wealthy buy- 
ers of imported luxury marques. 

Toyota is also rebranding itself at the 
other end of the market, with the launch 
in the U.S. of its Scion range of cars. 
Designed to appeal to young, fashion-sen- 
sitive drivers, these allow the buyer to stip- 
ulate a wide range of customized features 
when placing an order. Meanwhile, Toy- 
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ota has found it cannot build enough of 


its hybrid petrol/electric-engined Prius 
models to meet demand from buyers hop- 
ing to economize on fuel and reduce the 
pollutants pumped into the 

atmosphere by their 
vehicles. The company 
plans to follow up on 
the Prius this year with 
a hybrid-engined ver- 
sion of its best-selling 
Lexus RX330 sport-utility vehicle, 
which a Toyota spokesperson says will 
deliver “V-8 power for V-6 fuel economy.” 

Over the next two years Toyota plans 
to invest well over $1 billion in new pro- 
duction facilities in North America alone, 
including $800 million on a Texas plant 
to build a new Tundra pickup truck. In 
Europe, it is spending even more lavishly, 
ramping up production in Britain and 
France and building factories in Poland, 
the Czech Republic and Turkey. Mean- 
while in Asia, the company is expanding 
the range of models it makes and sells 
in both China and India, with an eye to 
the most promising growth markets of 
coming years. Within the next few years, 
Cho hopes, Toyota's sales will top 9 mil- 
lion vehicles annually, easily surpassing 
the 8.1 million sold last year by GM. 

It's an audacious set of plans. But on 
the company’s past form, few are bet- 
ting Toyota will fail to achieve that goal 
and make hefty profits doing so. = 
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BRUNEI 


Buoyed by Oil 


The tiny sultanate’s economy has weathered the storms, 


—— Awoust 12. 2004 


growing steadily on the bach of its resource wealth 


By S. Jayasankaran 

This year could be a bumper one for Brunei. The 
tiny sultanate on the island of Borneo is heavily 
dependent on oil production, which comprises half 
its gross domestic product and almost 9096 of 
exports. For every $1 rise in oil prices, Brunei's 
annual export revenue increases by at least $100 
million, according to the International Finance Cen- 
tre, a research organization. 

So with global oil prices hovering above $40 à 
barrel—up from $35 in the first quarter—the coun- 
try could make an additional $500 million this year 
if current trends persist. Most of the small group 
of analysts who look at Brunei expect GDP growth 
to surpass the 3.296 recorded for 2003. 

The projections spotlight a problem recog- 
nized by Brunei's British colonial masters as 
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far back as the 1930s: The sultanate has never 
really managed to find sources of growth other 
than oil. Brunei's population of 380,000 is too 
small a market to draw big investments, and 
manufactured goods are cheaper to import than 
to produce locally. So the state is the biggest 
employer in Brunei, engaging over half the 
workforce. Government spending drives much 
of the economy. 

For all that, oil has made tiny Brunei wealthy, 
and that's kept the peace in a country that last 
held an election in 1962. Brunei's Sultan Hassanal 
Bolkiah is the head of state as well as prime min- 
ister, defence minister and finance minister. 
Brunei's citizens are lightly taxed, enjoy free med- 
ical and educational benefits and, at $18,000 per 
head, have one of the highest per capita incomes in 
the region. Rice and housing are subsidized. 

For years, Brunei's fundamental economic 
philosophy has been the nurturing of its oil 
bounty. The thinking was that oil revenues, if 
properly invested, could sustain the nation for- 
ever. Over the years, income from overseas invest- 
ments has augmented oil revenue, albeit with 
some high-profile hiccups. The size of Brunei's 
reserves is a secret but they were estimated at over 
$110 billion in the late 1990s. They re certainly 
lower following the 2000 collapse of the Amadeo 
group, an investment company run by the Sul- 
tan's brother, Prince Jefri, amid allegations that 
it squandered over $40 billion in state funds on 
dubious investments. 

For the longer term, Brunei has attempted to 
remake itself as an international finance centre and 
a trade and tourism hub in the region. It won't 
be easy to attract tourists, however, given the sul- 
tanate's strict Islamic image: Dancing, gambling 
and alcohol are all banned. Indeed, according to 
a Malaysian businessman based in Brunei's capi- 
tal, Bandar Seri Begawan, many locals prefer to 
spend their weekends across the border in Lim- 
bang, a Malaysian town noted for its freewheeling 
ways. Average hotel occupancies in the capital 
are around 30%-35%, according to the Brunei Eco- 
nomic Bulletin, a state publication. 

Another government plan targets $4.5 billion 
in foreign direct investment between 2003 and 
2008, which would create 6,000 new jobs. But 
attracting non-oil related foreign investment 
won't be easy either given the intense regional 
competition for investors. 

Still, growth in recent years has been mild 
(2.296 in 2004's first quarter), inflation is benign 
(196 last year) and unemployment, at 596 last year, 
is moderate. So, for all the drama and the ambi- 
tious plans, Brunei continues to float stably along, 
buoyed by oil. & 
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STOCKMARKETS COMMODITIES 


Local Indexes 





Dow Jones Global Indexes 
Index 
(Aug. 2) % chg YTD 
Australia 219.91 *0.83 
China 88 117.99 -13.07 
Hong Kong 214.35 -1.13 
56.39 *2.53 
82.48 *6.17 
110.09 *1.35 
196.82 *8.87 
72.82 *12.53 
138.60 *4.05 
96.08 -9.73 
101.29 -10.61 
64.84 -18.92 
U.S. Total Market — 259.41 -1.24 
Euro Stoxx 50* 2,696.26 -2.33 


Dow jones Global Indexes track about 80% of market 


capitalization. Calculations are in U.S. dollars. 


ECONOMIC DATA IN THE SPOTLIGHT 


% chg on yr earlier 12-mth cumulative ($bin) 
(Aug. 2) GDP | CP! Current acct | Trade balance 
Australia 3.7 (Mar Qtr) +2.5 (Jun Qtr) -33.04 (Mar) -16.82 (Jun) 
China 9.6 (Q2 '04) *5.0(Jun) +45.88 (2003)  *14.32 (Jun) 
- ^ 1.6 (01 '04) *2.2(Jun *44.85(01'04) -9.09 (May) 
Hong Kong 6.8 (Q1 '04) -0.1 (Jun) * 15.27 (Mar) -12.99 (Jun) 
India 8.2 (04 '03/'04) *3.0 (Jun) +4.56 (Mar) -16.78 (Jun) 
Indonesia 4.46 (Q1 '04) *7.2 (Jul) +4,70 (2003)  +26.51 (Jun) 
Japan  61(01'04) -0.1 (Jun) #161.43 (May)  *115.48 (Jun) 
Malaysia 7.6 (Q1 '04) +1:3 (Jun) +13.41 (Mar) — *17.29 (Jun) 
New Zealand — 3.6(01'04) «2.4 (Jun Qtr) -4.20 (Mar) -2.23 (Jun) 
Philippines 6.4 (Q1 '04) *5.1 (Jun) *3.94 (Mar) -1.25 (May) 
Singapore 9.1 (02 '04) +2.3 (Jun)  +27.15 (Mar) — *2740 (Jun) 
South Korea 5.3 (01 '04) *4.4 (Jul) *24.43 (May) *30.92 (Jul) 
“Taiwan 6.3 (Q1 '04) +1.8 (Jun)  +27.30 (Mar)  -*13.66 (Jun) 
Thailand 6.5 (Q1 '04) +3.0 (Jun) *6.99 (Jun) +1.72 (Jun) 
"UA 3.0 (02 '04) +3.3 (Jun) -402.14 (Mar) -518.76 (May) 


Prices & Trends 


Australia 
Bangkok 
Bombay 
Colombo 
Hong Kong 
Jakarta 
Karachi 
Kuala Lumpur 
Manila 
Seoul 
Singapore 
Taipei 
Tokyo 
Wellington 
DJIA 

FTSE 


*Dow Jones Stoxx ™ 


Close 
(Aug. 2) % chg YTD 
3,554.50 +7.52 
636.70 -17.54 
5,202.53 -10.90 
1,461.42 *37.60 
12,201.39 -2.98 
749.46 +8.32 
5,289.92 +18.30 
827.49 +4.23 
1,564.47 +8.47 
719.59 -11.24 
1,887.41 *6.96 
5,350.40 -9.17 
11,222.24 *5.11 
2,321.63 *1.90 
10,179.16 -2.63 
4,415.70 -1.37 


Sources: Dow hones: MoneyLine Telerate 


(Aug. 2) Mkt 
Aluminium Ldn 
Cocoa NY 
Coffee NY 
Copper NY 
Cotton NY 
Gold Ldn 
Oil: Brent Ldn 
Palm Oil KL 
Pulp FOEX 
Rice Bnk 
Rubber KL 
Soyabeans Chg 
Sugar NY 
Tin KL 
Wheat Chg 


Unit 
$/tn 
$/tn 
c/ib 
c/lb 
c/Ib 
$/oz 
$/barrel 
Ringgit/tn 
$/tn 
$/tn 
Mc/kg 
c/bushel 
c/b 
$/tn 

c/ bushel 


AIG - Dow Jones Commodity Index 


Sources: MoneyLine Telerate; Reuters; Dow Jones 


Latest 
1,683.00 
1,692.00 

66.45 
130.55 
44.76 
391.50 
39.97 
1,397.00 
656.03 
237.00 
452.50 
566.00 
8.39 


8,890.00 


317.00 
146.00 


% chg YTD 


*4.93 
*11.68 
*2.31 
*24.87 
-40.38 
-6.17 
*32.48 
-21.25 
* 17.26 
*17.33 
-4.23 
-28.72 
*47.97 
*34.49 
-15.92 
*7.94 


Latest interest rates Singapore (1.95% on week) 
I-mth interbank | Prime rate Straits Times Index 

5.34 9.50 

3.62 n.a. 

2.11 n.a. 

0.45 5.00 

6.00 1113. 

7.38 7.33 

2.83 6.00 

6.20 6.39 

7.13 10.13 

0.94 5.50 

3.78 3.90 
0.99 0.75 

1.33 5.75 

1.51 4.25 


Source: Government Statistics 





Source: MoneyLine Telerate 


FOREIGN EXCHANGE f 


Key Currencies 

(Aug. 2) $1 worth Spot rate % chg YTD 
Australia dollar 1.4221 -6.66 
Bangladesh taka 59.65 -1.93 
Brunei dollar 1.7202 -0.87 
Burma** kyat 940.00 -5.32 
Cambodia** riel 3,991.00 -3.46 
China renminbi 8.277 0.00 
European Union euro 0.8312 -4.52 
Hong Kong dollar 7.7995 -0.46 
India rupee 46.345 -1.62 
Indonesia rupiah 9,130.00 -7.93 
japan yen 110.71 -3.16 
Laos** kip 10,730.00 -2.75 
Macau pataca 8.0066 -0.40 
Malaysia ringgit 3.80 0.00 


Other rates: HK$ = renminbi 1.0609 
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S$ = ringgit 2.2136 


SDR = $ 1.4609 


(Aug. 2) 
Mongolia* 
Nepal 

New Zealand 
Pakistan 


Papua New G. 


Philippines 
Russia** 
Singapore 
South Korea 
Sri Lanka 
Taiwan 
Thailand 
Vietnam * 


*Official rate 


$1 worth 
tugrik 
rupee 
dollar 
rupee 
kina 
peso 
rouble 
dollar 
won 
rupee 
NT dollar 
baht 
dong 


**Unofficial rate 


Spot rate 
1,188.00 
72.00 
1.5621 
58.37 
3.084 
55.80 
29.143 
1.7158 
1,164.00 
103.50 
34.097 
41.275 
15,748.00 


% chg YTD 


-5.22 
+1.39 
-2.27 
-2.07 
+7.04 
-0.51 
+0.33 
-1.06 
+2.41 
-6.38 
-0.38 
-4.13 
-0.57 


Sources: MoneyLine Telerate; Reuters; Dow Jones 
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FIGHTING TALK: 
"Filipinos are 
maybe too 
nice," says Hong 
Sung-chon 


Tough Love 


Twenty-eight years of blood, sweat and tears 
in Manila may be about to bear fruit for a coach 


HONG SUNG-CHON 
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[f there was one moment in Philippine Olympic history when 











things may have changed forever, it was a day in 1986 when 
Hong Sung-chon threatened to rip up some passports. The 
Korean taekwondo grandmaster, who by then had been in 
Manila for almost a decade trying to build an élite team at 
the behest of the World Taekwondo Federation, had taken eight 
Philippine athletes to some of Seoul's top gyms to show them 
how far they could go. After a day of having the stuffing 
knocked out of them, his athletes said 
they wanted to go home. All of them. 
“So I said I would destroy their pass- 
ports," says Hong, a trim, jolly so-some- 
thing. "They got knocked out. They got 
cut. They got beaten very badly. And when they got back [to 
Manila], they said ‘Wow, I survived!’ They got serious." 
Serious indeed. Under Hong's 28 years of tough love, the 
Philippines has become a medal contender in taekwondo, the 
sporting version of the Korean martial art. It's one of only two 
sports in which Filipinos qualified on merit—boxing is the 
other—and hopes are high for a country that's never won gold. 
Part of the reason why gold has been elusive is that Fil- 
ipinos prefer "social sports," like billiards, as well as basket- 
ball, a sport ill-suited to their sma 





| frames. Taekwondo should 
be a better match for Filipinos' strengths in speed and agility. 
Hong is particularly encouraged by his students' flexibility: 
Quick victories come with high-scoring kicks to the head. 
[he challenge in bringing the Philippines to a world-class 
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PHILIPPINES 
Medal tally 








level, however, was a mental one, Hong said. “Filipinos are 
maybe too nice. They want to accommodate everybody,” he says. 
“They'd see an opponent for a second time and say, ‘Oh, my 
friend!’. . . They didn't understand martial arts.” 

And taekwondo is a particularly confrontational martial 
art: Blood-curdling screams are standard, for example. For a 
nonconfrontational culture such as the Philippines’, this took 
a while to catch on. So Hong stepped up the fights with top 
Korean clubs, and sent his team for military training. 

His efforts are bearing fruit: Tsomlee Go was selected in the 
world qualifiers, where he placed third. Teammates Donnie 


Qo. 


ball and boxing. There are thousands of black belts in the tal- 
ent pool, and Rivero, at 16 the youngest taekwondo Olympian 
in Athens, will be even stronger for the Beijing 2008 games 


Geisler and Toni Rivero are also medal con- 
tenders. A private sports institute is pro- 
viding nutritional counselling, sports psy- 
chology and weight training. That kind of 
help was previously only given in basket- 


These days, Hong has passed most of his coaching duties 
on to a new generation. They teach techniques currently in 
vogue in Korea, such as aggressive combination kicks, 
repeated shuffles and feints, and kicks to the head. When he's 
not mapping out the future of the sport for the National Taek- 
wondo Association, he drops in on national team practices 
where he greets younger athletes with his trademark smacks 
stage is an Olympic medal," he 
says. "Then we'll have proved ourselves. We'll give hope to 





on the forehead. "The fina 


young people. And 28 years isr't bad for becoming world class, 4 
is it?" Not bad at all. ERIN PRELYPCHAN 


Currents 


Waiting to Strike 


Maturity may win a hard-driving, high-kicking Thai teenager 
an Olympic medal—proving that tough girls finish first 


YAOWAPA BOORAPOLCHAI 
TAEKWONDO 





For Thailand's taekwondo team, it was a 
" moment of triumph: A silver medal in the 
2002 Asian Games in South Korea, the 
martial art's spiritual home. But for 
Yaowapa Boorapolchai, who won the 
medal, it was a kick in the guts. *I thought 
I deserved the gold. I was so confident that 
I could win," she recalls. 

Instead, the top honour went to her 
South Korean opponent. Back in her 
changing room Yaowapa burst into tears, 
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TOUGH COOKIE: Yaowapa 
has been a fighter 
since primary-school days 


Yvan Cohen / AsuaW rksphotos RE VIEW 
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ignoring the whoops of her ecstatic 
teammates. Today, the 19-year-old recog- 


nizes the flaw that kept her younger self 


from winning the gold. “At that time all 
[| wanted to do was to get into the ring and 
start kicking my opponent. Now I know 
how to play it cool and wait for the right 
moment to strike," she says. 

Thailand is hoping this maturity pays 


off in Athens where Yaowapa is one of 


four Thais competing in taekwondo. Her 
team manager praises her dogged spirit 
during months of gruelling workouts. 
"She's very forceful," says Pimol Sri- 
vikorn. “She doesn't talk much during 
practice. There's no goofing around." 
Born in Bangkok to an army sergeant, 
Yaowapa was a scrapper at primary school, 





began teaching her and 


her mother recalls. One dav her father, aii 


amateur bodybuilder and former kick 
boxer, hüng up a punchbag outside and 


i 


brother to kick. Inspired by | 
martial-arts star Jackie Chan and het 
father's praise, she took up taekwondo 
But it wasnt until the Asian 
Games in Bangkok that her hobby turned 
serious. Four years on came the bitter- 
sweet medal in South Korea, followed 


preparat in ror the 


[990 
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Olympics. Her daily regime yields little 
downtime; she rarely sees her boyfriend 
a fencer on the national team, outside the 
gym where they both practise. 

Her education has also take MACK 
seat. She switched universities as het 
degree course in Japanese clashed with 
her training. But Yaowapa reckons study- 
ing can wait for now. “I chose taekwondo 
because this is the time of my life when 


I'm strongest,” she says. “After the Olym- 


pics are over, it's not too late to start stud 


ing again.” SIMON MONTLAKI 


With a personal best of 15.6 sex 
onds in the 
Robina Mugimyar won't be winning 
any medals in Athens. But the 


100-metre sprint, 


17-year-old sprinter will make 
sporting history in another way: 
She and judo fighter Friba Razayee 
will be the first women to represent 
Afghanistan at the Olympics 
Afghanistan last appeared 

at the games in 1996, just before 
the Taliban takeover. 


AFGHANISTAN D | 
Medal tally Oo I ] 
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Currents 


GOOD ON YA: Craig 
Stevens (main.picture 
and inset left) stepped 
aside for Olympic 
favourite 

lan Thorpe (inset right) 


Mates in the Water and Out 


From Australia, a story of sportsmanship: An Olympic hopeful 


makes way for his record-breaking teammate 


IAN THORPE AND CRAIG STEVENS 
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ks of a comic-book superhero, 
the media celebrity of a pop idol, the bankability of a 
Hollywood star—and the aquatic propulsion of a porpoise. 
If ever there were a rolled-gold icon of the Australian 
Olympic team it would be Ian Thorpe, the swimmer with 
SIZe 17 feet. 

There are few records that the 21-year-old from working- 
class Sydney has not broken. The triple gold medallist at the 
2000 Sydney Olympics, his first games, 
has notched up 22 world records since 
bursting onto the swim scene seven vears 
ago. He has won 11 World Championship 
titles, the most€ver, as well as 10 Com- 
monwealth Games gold medals and nine titles at the Pan 
Pacific Championships. 

Heis currently the world-record holder for the 200-metres, 
4oo-metres and S5oo-metres freestyle and is a member of the 
world record-holding teams in the 4 x 100-metres and the 4 
x 29o0«metres freestyle relays. His prowess in the pool has led 
to lucrative sponsorship deals, fan clubs, a charity foundation, 
aline of underwear, and a soon-to-be-launched energy drink 
dubbed the Thorpedo. 

At the Athens Olympiad, however, Thorpe will have no 
hometown advantage. His main rival is the American wun- 
derkind, Michael Phelps, who. is aiming to equal or better 
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Mark Spitz's haul of seven gold medals at the 1972 Olympics. 
Ihe Thorpe-Phelps rivalry, notably in the 200-metres 
freestyle, will be one of the highlights of the games. Pub- 
licly, though, Thorpe won't be drawn into a medal playoff. 
"My motivation doesn't come in breaking someone else's 
records or by winning as many gold medals as I can," he told 
the REVIEW 

“I will be thankful to come away from Athens knowing | 
have done everything right, | have performed at my best in all 
my races and can walk away knowing that I gave everything 
| had to give and there is no room left for doubt in my mind,” . 
he says. “My motivation comes in chal- 
lenging myself, swimming as fast as I can 
and achieving my personal best times." 





Thorpe almost lost his chance to 
compete in one of the races. Although 
he's the reigning Olympic champion in the 400-metres 
freestyle, he slipped from the starting blocks during the Aus- 
tralian Olympic trials and was disqualified. But his team- 
mate Craig Stevens willingly gave up his place in the 400 
metres to Thorpe. If he wins that race, Thorpe is expected 
to dedicate his victory or even give his medal to his friend 
and former training partner. 

"lll be cheering for Ian from the stands and I’m going 
to use him as inspiration for the 1,500 metres," says Stevens, 
24, who makes his Olympic debut in Athens. "What he 
accomplishes is capable of lifting the entire Australian 
Olympic team." 





Despite gritty dedication, plenty of tal- S% 
ent and a reputation as a "nice guy," Stevens, 
like many other local rivals, had been left in 





WATCH QUT FOR... 


Thorpe's tsunami wake. Stevens began swimming Few Japanese athletes are comfortable predicting 
to contain childhood asthma, turned to long-dis- success. Not Kosuke Kitajima. The 21-year-old 
tance racing, and has clocked personal bests at the breaststroke specialist is open about his ambitions 
Pan Pacific Championships and the Commonwealth | for Olympic gold. That attitude, combined with a 
Games. In Athens, his best chance at gold is in the winning smile, has made him one of Japan's most 
4 X 200-metres relay and the 1,500-metres freestyle. popular athletes—and brought in 
He's confident he can surpass his personal best of 15.01 lucrative endorsements. This will 
minutes to carry on Australia's traditional domination be Kitajima's second Olympics: 
of the 1,500 metres. | 9 In Sydney, he managed only 
“Getting to these Olympics has always been my goal,” says x , A fourth place in the 100-metre 
Stevens. “But it's always tough getting to the final and in a M t; breaststroke. But at last 
world-class event like the 1,500 metres, | have to go close to year’s World Championships 
my best to make it, and then back up 36 hours later and go : he won gold, and he's consid- 
under 15 minutes if I’m even to get a place" in the final race. a 2 , ered a real prospect in Athens. 
A strong Olympic performance could earn Stevens some i I Kitajima has no doubts. And 
of the recognition and the sponsorship dollars that have flowed he's set his bar even higher, 
to Thorpe. It would also enable him to join Thorpe in trying i by predicting gold not 
for the Beijing Games in 2008. NIS only in Athens, but in 
After Athens, Thorpe plans to travel back to Asia, espe- S | Beijing in 2008, too. 
cially Japan and China, for a holiday and promotional work. 3 Ichiko Fuyuno 


Then it's back to training. "If I stop enjoying what I am doing 
then it is time to move on," he says. “I love swimming and 
for me to be able to continue with the hard work, the early 
mornings, the dedication and disciplined life, it has to be 
enjoyable." LINDA MORRIS 
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FLYING HIGH: Can 
Anju Bobby George 
end India's 
athletics jinx? 


On a Wing and a Prayer 


An ankle injury almost ended Anju Bobby George's sporting career. 
But she persevered, and now hopes to make sporting history for India 


ANJU BOBBY GEORGE 
LONG-JUMPER 





For a nation with a population of more than a billion, India 
has a disappointing record at the Olympics—it's won just 
16 medals. The story is even worse in athletics, where the 
country has yet to claim an Olympic title. At Athens, long- 
jumper Anju Bobby George is hoping to break that jinx. "She 
is the best prospect for India," says Lalit Bhanot, secretary 
of the Athletic Federation of India. “If she performs well on 
the particular day she can win a medal." 

The 27-year-old George ignited India's hopes by taking 
bronze at the world athletics championship in Paris last August— 
the first Indian to win an athletics medal at that level. Her per- 
formance, coupled with a gold at the 2002 Asian Games, helped 
her to clinch a vital sponsorship deal from a real-estate developer. 
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That's highly unusual in India, where most corporate money for 
sports goes to cricket. "We found bright prospects in her," says 


J.C. Sharma, managing director of Sobha Developer in Ban- . 


galore. "Further, it was perfect timing, as she required finan- 
cial support to be able to concentrate on the Olympics." 

The Kerala-born George nearly never made it to Athens. Four 
years ago, her plans to compete in Sydney were dashed by an 
ankle injury. Heartbroken, she considered quitting the sport 
altogether. It was her husband and coach, Robert Bobby George, 
who urged her to carry on. Robert, a former triple-jumper, 
gave up his own career to coach her full-time. Last year, Anju 
also had a chance to train under former United States cham- 
pion Mike Powell. "She benefited immensely from the experi- 
ence," says K.P. Thomas, who coached the athlete when she was 
in school. “Her performance became much better after that.” 

Currently ranked 4th in the world, Anju is not just work- 
ing hard but also praying hard. She and her husband, both 
Catholics, recently travelled to the Vatican to seek the pope's 
blessings before the Olympics. No doubt, many Indians will 
be praying for her, too. RASUL BAILAY 
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Currents 


Anyone's Game 


An adopted Singaporean is all fired up after a vital victory 
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| RONALD SUSILO was once a member of Indonesia's 

BADMINTON PLAYER national table-tennis team, and as a child 

Ec. he started playing badminton in the alley 

For Ronald Susilo, the moment of truth behind the family home in Jakarta. A year WATCH OUT FOR... 

came in April. World No. ro, he found later he was playing in competitions. At 
himself up against China's Bao Chun- 14, he went to Singapore to attend sec- Wong Choong Hann learnt bad 

lai. Ranked No. 5, Bao had beaten Susilo ondary school. He stopped playing com- minton on the streets of Kuala Lumput 





in every game over the previous two years. petitively and buried himself in his books, as a child. Now he’s world No. 4 and 
This time Susilo won. “Itdidso much planning to go to university in Australia. Malaysia's top medal hope. His game 

for my confidence,” says the 25-year-old, But then, in 1998, the financial crisis has been compared to Indonesia's 

who was born in Indonesia. “Everyone hit Indonesia. “The crisis took a lot from Hendrawan, a former No. 1: Court 


says that whenever I play the Chinese, I our family,” Susilo says. “My parents were craft of punishing intensity; killer 

choke. I proved everyone wrong.” earning in rupiah. I didn’t want to waste smashes; delicate drops. Wong's 
Sport is in Susilo's blood. His father a single cent of their money; I decided it priority is fitness. "At our level there's 

was time to earn my own way." Susilo had- little separating the top players," he 

n't touched a racquet in six months, but says. "A lot of it is mental, frankly." 

a few test matches convinced the Singa- Aged 27, Wong knows the clock is 















pa pore Badminton Association to take him ticking: "After 30, you don't have the 
on full-time. He went on to win a clutch of legs for top-flight badminton," he says 
titles, including the 2003 Thailand Open. "It's now or never" S Jayasankaran 
Two years ago, Susilo became a Singa- 
porean citizen. "Singapore has been good co = MAS AVENA 
to me," he says. "This is home, now." 3 cn 0 [1 aM 
Four or five times a year he travels to 
Jakarta, where family 
SINGAPORE a gatherings usually end prays before, and ofter 
Medal tally | up in a badminton Susilo will have to draw : 
court. His sister, herself he can to beat badminton 
a formidable player, is married to Indone- China, Malaysia and Indon 
sian badminton star Chandra Wijaya, who Athens. "I'm just happy to 
won a doubles gold in Sydney. Family get- It's a real honour just to b 
togethers "are just sports," laughs Susilo. Susilo. ' Bu errs we all 
T Shy and soft-spoken off court, Susilo and among the men's singles 


gets aggressive when he's gota racquetin really close," he adds v 
COURTING A WIN: Susilo in action his hand. He's also a devout Catholic, and “It’s anyone's gamı 


BADMINTON'S BAD BOY just laughs. He's out," Taufik says of 
equally unforthcoming the six-days-a-week 
Indonesia's head that's a sign of his on when he'll marry ^ training camp that 
badminton coach intelligence. Who is his fiancée, soap star has been his virtual 
won't vouch for the he? Taufik Hidayat. Deswita Maharani.He home since 1996. 
player's character; all — Ask the 22-year-old will, however, admit to Taufik won the Asian 
the manager of the about all the stories- a fondness for Jack men's title in April, 
national Olympic team road-rage punch-ups, Daniels, being carried and he's confident 
. will say is rows with coaches, out of nightclubs on of success in Athens. 
threats to play for occasion, a dislike for — "I just feel good," he 
Singapore—and he unruly sports fans says. “Since it is 
(“l get very scared") my last Olympics | 
and driving fast in his must win gold. If not 
sports car. "If ! get now, when?" 
bored | have to get Cameron Bates 





INDONESIA ED 


Mischa Keijser /Hollandse Hoogte / REVIEW 


Currents 


traight Arrow 


A woman archer takes aim at the Olympics— 
and Bhutan’s male chauvinists 


TSHERING CHODEN 
ARCHER 





Archery is a not just a national sport in Bhutan; it’s a national 
obsession. Despite this, Tshering Choden's ponytailed pres- 
ence at the Olympic team's training ground in the capital, 
Thimpu, solicits giggles from bystanders. That's because even 
today, women are banned from participating in the Himalayan 
kingdom's traditional archery tournaments. 

But Bhutan's macho culture did not deter Choden, 24, 
from competitive sports. Although her father, a former police 
officer, discouraged her from picking up a bow, “in 1998 
my brother encouraged me to try Olympic-style archery,” says 
Choden. As a member of the Olympic team himself, he 
thought his little sister, who excelled in sports at school, should 
at least try her hand at aiming an arrow. 

“Olympic archery is completely different from what we 


BHUTAN o 
~~ Medal tally WS" 
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shoot in Bhutan," says Choden. Until 1990, Bhutanese used 
only the pakshu, or bamboo bow. In the rowdy traditional tour- 
naments, rivals try to distract each other by dancing in front 
of the target 120 metres away. But since lightweight fibreglass 
bows were introduced to the country, a whole new world 
has opened up for local archers. 

Choden was 16 when she shot her first arrow. Initially the 
results were dismal: She placed dead last in her first contest 
in 1998 in Bangkok. But one year later, she won a gold medal 
at an Asian competition, also held in Bangkok. 

"After I won, my parents became very worried," she 
says. "They didn't want their daughter to do archery as a` 
living. They wanted me to study more and join the gov- 
ernment service." 

The gold medal, however, was the incentive she needed 
to become an amateur athlete. Besides, she adds, “I didn't 
want my parents to waste any more money on my studies. 
| was not good." 

When Choden competed in the Sydney Olympics in 2000, 
she placed “somewhere in the 50s.” This time around, “I hope 
to get a gold medal." But winning isn't everything, she says. 
"If I shoot and lose, it doesn't matter, what matters is that | 
gave it a good try." 

And will the boys ever let her shoot in traditional tour- 
naments back home? *No way," she says. 


KAREN MAZURKEWICH 


AIMING FAR: 
Choden targets a 
sexist tradition 
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HOME RUN: 
“If there's a 
chance to 
represent 
Taiwan 
internationally, 
| want to be 

a part of it," 
says Chang 












Strike Zone 


Dominated by aboriginal players, baseball is helping 
Taiwan build bridges with the outside world 


a- 


CHANG TAI-SHAN 
BASEBALL PLAYER 





Taiwan baseball games are not about hot- 
dogs and organ music. They're three and 
a half hours of non-stop war chants led 
by drums, trumpets and megaphones. 
But for the Olympics, the madness of 
league play will be suspended for a 
month as the island pins its hopes on the 
team known—to avoid offending Bei- 
jing—as Chinese Taipei. 
"There's a lot of pressure, not so much 
1 from fans as the government officials. But 
if there's a chance to represent Taiwan 
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internationally, I want to be a part of it,” 
says Chang Tai-shan, last year's league 
MVP—or most valuable player—and 
home-run champion. 

Chang, 27, is already a minor celebrity 
in Taiwan, with endorsements, TV spots, 
and his own caricature doll. But his 
annual player's salary is only around 
$70,000. Money in baseball is relatively 
new to Taiwan; the professional league, 
which was founded in 1990, didn't even 
exist when a 10-year-old Chang was beg- 
ging his mother to let him join the school 
team. She almost refused, believing base- 
ball had “no future." 






w little Eus: in » play sports. 
t idice s are generally less pro- 
ong thi à island's aboriginal 
peoples. Although they represent only 
about 2% of the p n, aboriginals 
make up about a ies the pro league 
and half of Chang's Current team. the 
Sinon Bulls. Chang himself is amem». 
ber of the Amis aboriginal tribe while the 
elementary school he attended has five e 
pupils playing in the pros. 

It was at another school, though, that 
modern baseball really began in Taiwan. 
In 1969, Hung Yeh Elementary— whose 
first players learned the game with rocks 
and wooden sticks—jumped out of obscu- 
rity to become the world's top junior team 
by capturing the first ever Little League 
World Championship for Taiwan. 

A juggernaut was born. By 1982, Tai- 
wan had won 10 Little League world titles 
in 13 years. Live broadcasts of the games 
from the United States kept the island 
glued to its TV screens. "My mom would 
wake me up at two or three in the morning 
and make me watch the games," recalls 
Chang. "It was really nervous. It was really 
patriotic." The success meant a lot on the 
island, says Alex Lin of the Sinon Bulls: “It 
was the first time the world knew anything 
about Taiwan besides the ‘Made in Taiwan 
tags on their clothing." 

More recently, baseball has driven the 
engine of sports nationalism. When Tai- 
wan hosted the 2001 Baseball World 
Cup—the island placed third—local fans 
held up placards of historical heroes. 
Against Japan it was Chiang Kai-shek; 
against the Netherlands, Koxinga, who 
ousted early Dutch settlers in 1662. 

But the sport has helped to build 
bridges as well. In the last five years, Tai- 
wan has hosted world championships in 
several age categories, and its players have 
started making inroads into the U.S. 
major leagues. Last year, for instance, Tsao 
Ching-hui signed with the Colorado Rock- 
ies for $2.2 million. 

Going into Athens, Chang realizes 
that international baseball “makes people 
know Taiwan." Cuba and Japan go in as 
favourites, but Taiwan is tipped for at least 
a bronze. Chang's take is in parts prag- 
matic and honest. "If it's exciting, the fans 
will be happy," he says. "Of course, we 
want to win." DAVID FRAZIER 
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A Leap of 
Ambition 


For a Vietnamese high-jumper, Olympic 
glory adds up to just one thing: Pushing 
herself right to the limits of her ability 


| BUI THI pu 
S HIGH-JUMPE! 


Ask Bui Thi Nhung how tall she is, and the answer comes 
swiftly: "Too short!" In her sport, the high jump, lanky com- 
petitors benefit from a higher centre of gravity as they fling 
themselves over the bar. But despite Nhung's relatively petite 
physique—she's just 1.67 metres tall—the 21-year-old Viet- 
namese has sparkled in Asian competitions. Now she joins to 
other athletes chosen to represent Vietnam at the Olympics. 
Nhung is a reminder that the games arerit just about medals 
and advertising contracts. Many athletes—especially from 
developing countries with tiny sports budgets—are seek- 
ing only to set a new personal best record or to prove they 





can withstand the pressure of Olympic competition. Pr 


While Nhung's best jump of 1.88 metres pales in com- 
parison to the womer's world record (2.09 metres), she's 
looking to push herself to the limit in Athens. 

Raised in the northern city of Haiphong, Nhung only 
began high jumping at age 16. After she displayed 
some flair for the sport in high school, her father, a 
carpenter, dug a hole in his backyard, filled it with 


ON TRACK: 
Nhung's athletics 
career began at 
the late age of 16 

















ae? lere PU 
sand, and covered itwith plastic to ks remm mat. EA: 
heavy wooden pole left bruises on Nhung's back prac- 
tice sessions. True grit pele OF we Deae overnment sele a 
her for training in 1999, matching her with gruff Russian oach 
Mikhail Priakhine. She set a national re i 
making a brave comeback from a seri ous le 
took gold at last September's Asian Athletic: zo peri 
Heartbreak came three months later wh hen she pe 
badly at the Southeast Asian Games, he he first time 
her own country. The home « cro wd d a 
loudly that she lost her concentration, Nh 
Will she recover her at the Olyn i 
dine seerts whe ding bide on her up. Ata Jt 
practice session in Hanoi, Priakhine be ; ra ed Nhung for mi: 
takes in her technique. But Nhung's m VOUS SI ey ly 
returned after she headed back to her dorm room ; and d pped 
into a refrigerator packed with Iychees and dragon f it. Her 
coach “never complains that I’m too short, but he w 
lege were a fem CORSE EET she jokes. ; oi 
e rk- 
ing, Nhung also displays a SGi Afon imism CO mmor d € 
young Vietnamese these days. She says she feels no je 
toward athletes from more developed countries, w Vi th 
sophisticated sports facilities and: multim lic int 
tional deals. “The previous ape. e n" 
fered more than us," she says. "The co 
ment, and the conditions are all be ow.” 
But some things haven't cha ternan” T 
the rest of the squad start their day wit a hot 
of pho, the traditional chicken noodle sc 
as Vietnams — ro 
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Medal tally 
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The Run Starts Here 


Asia’s newest nation makes its formal Olympic debut in Athens. 
It will be a proud moment for a hard-worhing runner 


EAST TIMOR 


Medal tally 
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STRETCHED: Aguida gets ready to run 


AGUIDA FATIMA AMORAL 
MARATHON RUNNER 





Every morning at around 6 o'clock, Aguida 
Fatima Amoral puts on her shoes and 
starts running. Her 30-kilometre route 
takes her around Tacitolu, the field where 
her country, East Timor, was formally born 
in 2000. In just over a week's time, that 
nation’s flag will fly at an Olympics for the 
first time. Aguida, and three other athletes, 
will be there to salute it. 

Aguida, a diminutive 32-year-old 
mother of three, has been running since 
she was 15. Born in the capital, Dili, she 
was just three when Indonesia seized East 
Timor from Portugal in 1975. In the late 
1980s she won a sports scholarship to 
train and go to school in Jakarta, and by 
! the early 1990s she was in the Indonesian 
"f national athletics team. 
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For both Aguida and East Timor, the 
road to Athens hasn't been easy. Every 
morning after her run, she must go to 
work. A civil security officer at a govern- 
ment office in Dili, she earns less than 
$100 a month—not much when a 40- 
kilogram bag of rice can cost $20 in East 
Timor. Her unemployed husband, Anto- 
nio Suarez Xavier, is her trainer. "He's also 
the only one who can take care of the chil- 
dren, cook and do all the cleaning," says 
Aguida. "He pushes me and inspires me 
to do better." 

The government can't do much to 
help. East Timor's national budget stands 
at around $74 million, and “sport is their 
last priority," says Joao Carascalao, pres- 
ident of the national Olympic committee. 
“We don't get a cent from the govern- 
ment." Instead, the team has relied on 
subsidies from various Olympic bodies— 
in total some $60,000. With this money, 
Carascalao has refurbished a rundown 
gymnasium in central Dili. Weeds grow 
from cracks in the concrete. In a dingy 
annexe, weightlifter Martino Ferreira dei 
Aruzo lifts barbells; out in the burned-out 
courtyard, boxer Victor Ramos practises 
his punches. 

Aguida is the team's best hope, but the 
nation has no real prospect of taking 
home a medal. Still, Athens will be an 
important moment. Although an East 
Timorese contingent took part in the 
2000 Sydney games under the Olympic 
flag, this will be the first time East Timor 
competes under its own name. 

"We're hoping not just to enhance our 
experience, but this is a new country and 
we are building friendship in the wider 
world of sport," says Mateos Da Cruz, vice- 
president of the East Timor Sports Con- 
federation, who will lead the 26-strong 
contingent of athletes, trainers and offi- 
cials to Athens. 

None of the athletes have met basic 
Olympic qualifying standards (essentially, 
they're appearing on invitation), yet 
Aguida has already made an impression. 


She ran Svdnev's annual marathon late 
last year, placing 42nd in.a field of 5 
She could have done better, s! 


ic i 

“I had just given birth to my daughter 
In Athens, Aguida reckons she can do 
a lot better than her personal best of just 
under 3 hours and 4 minutes, which she 
ran at the 2003 Southeast Asia imes 
Timor's dry 40-degree heat and scorching 


sun reflecting off the bare, ochre hills is 
very similar to the parched Mediterranean 


summer she'll encountt n Athi i [he 
world record for the women's marathon 
is 2 hours and 22 minutes. Aguida thinks 


she could bust that wide open 
hard I think I can achieve 
hours.” she says, her bright ey 
ing with ambition. Go Aguida 
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At 17. Cheon Min Ho is a 
id in Ati 


contender for g AtTnNens 


youngest member of South Korea < 


shooting team, he’s taken just four 
years to emerge from the obscuri! 
of school shooting classes to rank 
the world in his event 

jt WO Spot 


Cheon won gold ; 


shooting World Cups this yi 
set a new junior record in the 
10-metre air-rifle event. His coach 


Athens 


Known as a chatterbox, this 


thinks he'll win again in 
young 
shooter has "quick reactions a! 
less influenced by stress thar 

others.” says coach Doo Heum 
Kim. " 


everything depends on Min Hos 


We count on the gold, but 


condition that day." Lina Yoon 
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The Big Guy 


Win or lose, there’s one Asian athlete you 
simply won't be able to miss at the Olympics 


YAO MING 
BASKETBALL PLAYER 








He will be the most prominent Asian athlete in Athens, per- 
haps the most prominent athlete of all—all 226 centime- 
tres and 134 kilograms of him. But Chinese basketball sen- 
sation Yao Ming isn't talking big about his Olympic ambitions. 
At a July press conference in his hometown of Shanghai, in 
fact, Yao set his sights a little low: *Reaching 

the final eight would be a victory," he said 


China's basketball prospects are indeed Bc €—Ó: ; 80 


unclear. Several top players from the United 

States won't be in Athens, so there'll be no player 

at the games who can match Yao's unique combination of size 
and agility. But aside from Yao, the Chinese team features gen- 
erally untested players who lack the improvisational skills 
of the Americans—eternal favourites—or the strong teams 
of Eastern Europe and Latin America. 

Still, Yao’s presence in Athens promises to create a buzz 
in China. “If he weren't there, I'd switch off the TV when 
the Chinese team plays,” says 17-year-old basketball fan Ma 
Minjie. “I know it’s impossible for China to win a medal. 
But without him, it’s worthless to join the games.” 

Yao's celebrity illustrates just how globalized basketball has 
become. Eastern European teams have been competing 
strongly in the Olympics for years. Now the top individual 
player in the draw is a McDonald's-and Pepsi-pitching Chinese 


"Reaching the final eight 
would be a victory 


Yao MING 


giant. Yao has just finished a gruelling professional season with 
the Houston Rockets, which ended. in defeat in a prelimi- 
nary round. He's been hounded more recently by numerous 
Th public-relations and propaganda commitments at home, 









Whe rigours of the domestic season convinced several 
American stars to skip the Olympics. But that's notan option 
fao: His. iem carefully carves out time for him to 


Are wish I could have more time off in amber 
pti st my body,” he said in a May interview. "However, I view 
(playi i National team as a great honour, and 
(Sit is worth the sacrifice. a i BEN DOLVEN 
4 Helena. Yu in Shanghai contributed to this article 
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I Scream at Ice Cream 


Waiter, there’s something wrong with my seafood dinner: It doesn’t have any 


deadly poison in it 


YUM, YUM. Raw Horseflesh Ice Cream is 
-on sale in Japan. It is one of a number of new 
flavours featured in the Mainichi Shimbun's 
periodical survey of what's available at Ice 
Cream City in Tokyo. Other ice creams on the 
menu: Goat, Whale, Shark's Fin Noodle, 
Abalone, Seaweed, Chicken, Garlic, Spinach, 


Tomato and Lettuce-Potato. 


One of the oddest flavours is Deep Sea 
Water, a salty ice cream. “Imagine drinking 
some milk at the beach precisely the moment 
you cop a mouthful of water from a huge 
wave," said iron-stomached reviewer Ryann 
Connell. He said the horse flavour was likely 
, to produce plenty of "neigh-sayers" and was 
possibly the most vile ice cream ever created. 
"Not wanting to be a nag, but the flavour 


needs a gee-up," he added. 


No, if I were you, I would skip the new- 
wave ice cream and have a traditional Japan- 
ese meal instead, such as the highly lethal 


seafood dish known as fugu. 


Fugu, also known as blowfish, is simi- 
lar to infamous deadly American foods such 
as "burger and fries," but it kills you even 
faster. Unless a specially trained chef cuts out 
the fugu's liver and other bits, the consumer 
ends up as dead as his dinner. Every year, sev- 
eral Japanese seafood lovers eat themselves 


to death (which doesn't seem 
e like too bad a way to go). 

But scientists in Nagasaki 
recently made an interesting 
discovery. "We believe that 
[fugu] fish acquire poison by 
eating poisonous food, such as 
starfish and shellfish, rather 
than producing it themselves. 
So we fed them nonpoisonous 
food," a scientist said. The 
result: poison-free fugu. 

Some fugu fans scoff at this 
by saying they will never scoff it. 
“Nontoxic fugu is boring. Fugu 
is exciting because it’s toxic,” 
restaurateur Takeshi Yamasuge 
Kos the newspaper. 

But others see great poten- 
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FOR TEA LOVERS 
in Beijing, reader 


tial. For example, what gourmet would be able to resist a dish made of 
fugu liver—the part that usually can be tasted only once, since it causes speedy 
death? And scientists argue that there will be a big market, since it's likely 
that a significant number of people haven't tried fugu because they don't fancy 
eating poison. Go figure. 

Talking of poison, the Chinese news agency Xinhua accidentally printed 
an interesting story the other day. A 30-centimetre snake slipped into the 
home of a farmer in Qingyuan county, Zhejiang province. “Unfortunately, 
it got desperately trapped in the tough, sticky web of the spider,” Xinhua 
reported. “The spider pulled the web higher and suspended the snake above 
the ground. It then managed to get to the neck of the snake, using its 
beak to pierce the snake and inject its poison.” As the battle progressed, 
farmers downed tools to watch. The snake gave up the ghost after 80 min- 
utes and the spider sat down to a lonnnnnnnng meal. 

Clearly, Xinhua editors didn't notice the metaphorical sig- 
nificance of a tiny, powerless member of the bug proletariat defeat- 
ing a large, powerful member of the serpentine leadership. If they 
do, they'll have to issue a correction in which the spider gives 
his home to the snake and goes to live in a commune. 

But going back to seafood, scientists on the beaches of Pan- 
gloa island in the Philippines have found rocks that appear to 
move around on their own. The creatures have every appearance 
of being made of stone, but are believed to be a hitherto unknown 
species of crab. "It looks like a piece of rock. Then you turn it 
to the other side and you see the legs, the eyes, the mouth," 
Philippe Bouchet, a French scientist, told the Agence France- 
Presse news agency. He believes there are dozens of strange and 
bizarre new species of life in the Philippines. Unfortunately, 
many of them seem to go into politics. 

But I'm glad Asia keeps coming up with odd creatures. If 
nothing else, at least they provide Japan with a constant stream 
of new flavours to turn into ice cream. Anyone for a double-scoop 
Raw Horseflesh and Moving Rock Sundae? = 
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Books: ADVERTISING 


Ad-Libbing 


Advertising guru Michael Newman gathers a 


sparkling collection of wisdom, writes Syeda Imam 


AUTHOR MICHAEL NEWMAN'S aplomb belongs to 
an unusual order. His career at the advertising agency, Saatchi 
& Saatchi Australia, his award-winning campaigns for Toy- 
ota Camry and Castrol, and his book Creative Leaps: 10 Lessons 
in Successful Advertising Inspired at Saatchi & Saatchi are all 
reason enough for curiosity—and for picking up his new 
book, The 22 Irrefutable Laws of Advertising (and When to 
Violate Them). 

For this collection of essays, Newman gathered a sea- 
soned and international set of writers, strategists and art and 
management professionals who champion 


22 advertising tenets, making this book an E 





appetizing offer—despite the lapse of fea- 
turing only two women. 

Those in advertising will recognize most 
of the names. Others will find this book a 
vivid handshake with the best in the business. 

Laws and lateral thinking don't often 
mesh, but the rules here smack of rolled-up 
sleeves and real-life experience. 





The Law of Disruption, for example,  [The22 
delights because it insists on the unexpected. Irrefutable Laws 
Jean-Marie Dru, president of TBWA World- of Advertising 

id li the three-step disruption une mont 
wide, outlines the e p pt Violate Them) ] 
process. We learn how, thanks to disruption, by Michael 
McDonald's now feeds the fussy French, Newman. John 
Playstation woos adults as much as children, ag : Sons. 


and America drinks vodka that doesn't have 
to be Russian. 

The Law of Irreverence is irresistible, as is Newman's 
example of the Church of England campaign with Jesus on 
the cross and the line: "Body piercing? Jesus had his done 
2,000 years ago." This works well and cuts ice with the new, 
younger churchgoer, Newman argues, because it says “we are 
one of you, not one of them." 

In The Law of Experience Kash Shree, a British-bred 
Singaporean who's now a luminary at Leo Burnett Chicago, 
talks vibrantly of experiences spilling over across cul- 
tures, refers to the winning Peugeot Sculptor commercial 
that came “from an Italian agency, for a French car, with an 
Indian theme.” In it, a Jaipur youth bashes his iconic Indian 
jalopy, called the Ambassador. He even gets an elephant 
to squash it into the shape of the latest, just-launched 
Peugeot model. 

lan Batey, founder of the eponymous company and wed- 
ded to advertising since age 15, counsels consistency, having 
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LITTLE RED BOOK OF ADVERTISING: The laws apply everywhere 


practised his preaching with the Singapore Girl icon he cre- 
ated for Singapore Airlines—an airline that continues to be, 
as the ad says, “a few hours’ grace before the madness starts 
again.” He lauds Rolex for consistency in its campaigns and 
details how a brand must have body, soul and conscience. 

There are no contributors from China or India in the book, 
which is strange, since interest in both markets worldwide 
is acute. The next book is unlikely to exclude them. 

Newman's clutch of writers are largely Australian, but their 
exposure to Asia is deep and wide. Their dos and don'ts have 
a universal application. 

An anthology of writings is helpful, as it means readers 
don't have to wade through a classic tome. Instead it picks and 
chooses just the highlights that touch chords. Indeed, New- 


man's book could apply beyond the field of advertising; 


because communication, after all, is a universal concern. 

Readers and practitioners in Asia will find the book acces- 
sible and applicable to their local situations, even though books 
citing home-grown experience may already exist in their coun- 
tries. In India, for example, books by outstanding profes- 
sionals such as Subroto Sengupta and Subhas Ghosal on case 
histories and the making and shaping of advertising are much 
valued by individuals and business schools. 

Newman's anthology shines with examples. Without them 
the theory or the law would remain a set of words. And in 
an era of global branding the international insights and inputs 
in this book can only be useful. 

In the end, this lively collection, assembled in 235 pages, 
gets 22 writers to compete in reminding the reader that adver- 
tising is all about how well you say it. 


Syeda Imam is executive creative director (Central Asia) joo 


J. Walter Thompson and based in New Delhi 
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STRENGTHENING CAMBODIA’S RESPONSE TO HIV/AIDS 
DB OPPORTUNITY FOR LONG-TERM TECHNICAL ADVISER (Re-advertisement) 









| The Uited Nations Development Programme (UNDP), the UN's global development network, seeks a long- | 

| term Iternational Technical Adviser to provide technical support and capacity building to the National AIDS 
Authoity (NAA) in Cambodia NAA is one of the 4 executing agencies of the £15.6 million programme 
"Strerjthening Cambodia's Response to HIV/AID", which is funded by the UK Department for International 
Devebpment (DFID). The programme is aimed at strengthening Cambodia's ability to implement its National 
Strategic Plan for a Comprehensive and Multi-Sectoral Response to HIV/AIDS. The other 3 agencies involved 
are the National Centre for HIV/AIDS, Dermatology and STD (NCHADS) in the Ministry of Health, the Ministry 
of Education, Youth and Sports (MoEYS) and the NGO BBC/World Service Trust 





The post is based in Phnom Penh. The detailed Terms of Reference (TOR) and requirements for the post can 


be a:cessed at the following websites: www.undp.org/iobs and www.un.org.kh/undp. Queries or clarifications 
| regerding the posts can be sent to bella.evidente@undp.org. 


The appointment will be for a period of three years under an UNDP International Appointment for 
Limited Duration (International ALD) contract, beginning as soon as possible. The contract will initially 
be for one year, annually renewable based on satisfactory performance assessment. The post is 
budgeted and envisaged for the full duration of DFID support, subject to the outcomes of monitoring 


nissions. 


Competitive salary/benefits are offered. Candidates should submit the application electronically 
bella.evidente@undp.org along with a cover letter and a comprehensive resume highlighting the relevant 
experiences and qualifications for the post. The deadline for submission of applications is 1 September 2004 
Only candidates for whom there is further interest will be invited for interview in the week beginning 15 
September 2004. Cost of travel and accommodation for the interview will be covered by UNDP Cambodia 


Women are strongly encouraged to apply 
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Å SHORT WHILE AGO, Hubert Joly, the 
new CEO of Carlson Wagonlit Travel, took 
a train through France and booked his 
tickets on-line, not with an agency. 
“Why queue to buy what is a known 
item?” he asks. “You can print the tick- 
ets or have them delivered on your 
credit card.” 

Then, in July, Joly took the reins 
at the Paris-based travel agency, the 
world's second largest, and began work- 
ing to get people to think otherwise. 
Many business travellers have switched 
to sites like Expedia.com and Zuji.com for 
cheap booking options. How does a tradi- 
tional travel agency like Carlson Wagonlit 
compete? The company—which operates 
in 140 countries, with annual rev- 
enues of $11.5 billion—hasn't relied 
on flashy deals to hook clients. 
Instead, it promises businesses 
long-term savings by developing 
travel budgets and policies. 

So far this year, sales in the Asia- 
Pacific region are up 43% over the 
same period in 2003, though that 
isn't all that impressive considering 
last year's horrible numbers during 
the Severe Acute Respiratory Syn- 

drome outbreak. But there are par- 
*icular points of promise in Asia: 
Carlson Wagonlit expects travel to and 
wom Japan to bring in $500 million in 
venues this year. Australia is next with $350 
million, followed by China and India with 
ughly $100 million each. 

Joly, a 45-year-old Parisian, is a new- 
wmer to the travel industry. He was pre- 

»usly CEO of the video-game division} 
Vivendi Universal, and before thata 
™ consultant at McKinsey & Co. How 

he deal with the new job? "I'd be lying 

ou if I said after week one I have a 

*," he says. "But I have a plan to 

lop a plan." 

1 the near future, Joly must con- 
more companies in the Asia- 


Pacif- region, where travei 
sigi on. The task, he says, Ye 
cmsumers in the region e 
uj front. So he envisions 
approach: He'll visit prominent 
topitch his company's services 
Joly cites big promise in 
India, where economic growth 
demand for travel. "We're able 
wave," he says. Meanwhile, he a 
nese companies are increasitr 
sourcing their travel operations 
promises growth for travel agents 
a country where overall travel spend 
expanding as fast as elsewhere. 
Carlsa Wagonlit has a customize 
site, where 50% of all U.S. transa 
take place. "At the minimur 
call us click-and-mortar," 
says. Clients can surf sched 
for flights that meet the « 
pany budget, and book on-li 
The site also features fli 
information from low-cost : 
carriers—an option that m« 
bargain travel sites can't offer. 
Still, the unsettled nature 
the travel industry—from the r 
of low-cost carriers to the pin 
ing of corporate budgets 
makes life hard. The indi 
try has "suffered in the l: 
three or four years," Jc 
says. "The airlines are r 
making any money." 
An avid traveller w! 
spent last Thanksgiving 
Bangkok, Joly has visited ; 
states in the United States—and might pi 
up the last four on the job, which require: 
lot of time in the air. In the coming weeks, f 
ing from his home in Paris, "I'll be in Mi 
neapolis, Chicago, New York, Chicago, ba 
to Minneapolis." Is the jet lag a drag? “Ye 
get used to it," Joly says. Plus, this time t 
tickets were booked through his trav 
agency. RAMIN SETOODI 
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ffective levers on the country’s gen- 
rals [How to Move Burma Ahead, The 
th Column, Aug. 12]. 
|. fitis recognized that a military 
- invasion to effect regime change is not 
a serious option, the only realistic and 
viable thing to do is to take the gener- 
als at their word and help them develop 
* the country as they claim they are try- 
-ing to do. The generals say they want 
“to model their country on Indonesia 
-under former President Suharto. They 
must know that real economic devel- 
-. opment will over time loosen their grip 
~ on the country. 
For the sake of the long-suffer- 
.. ing people of the country, the gener- 
. als bluff must be called. The Burmese 
. opposition may be brave, but if it had 
. a conscience, surely it must at some 
. point start asking how long burnish- 
ing its martyr's image can be sus- 
‘tained when it is so many innocent 
Burmese who are actually paying 
the price. 
After having tried almost every- 
thing else and failing to budge the gen- 
 erals, realpolitik cannot be anything but 
honourable. 












JOHN TEO 
Kuching 





PDAs Can Do More 
I had a slight backlog and so did not 
get to read Jeremy Wagstaff's column 
on personal digital assistants until 
very recently [Super-Powered PDAs, 
Loose Wire, June 24]. While I agree 
." with most of Wagstaff’s premises, | 
-think he may be missing a whole side 
of the PDA equation. Wagstaff men- 
tioned that PDAs are replacing laptops 
(and I can't wait for that to happen), 
but there is one other area to consider: 
As PDAs gain features and function- 
ality, they are going into places where 
computers have never been. 
.. Here, I am not talking about just 
how, for example, Budweiser, the beer 
ik r, gathers information about 
mers habits. I'm also talking 
itals, where PDAs already 
shown to help reduce med- 






















in duce the lack of any ebp- 


Aion at the point of care. When PD Ag mmu 


gain the functionality and memory of 
a laptop computer, the sky will be the 
limit in places like hospitals. Doctors 
will no longer just check patient 
records or drug interactions, but will 
be able to examine X-rays, prescribe 
medication and improve the overall 
quality of patient-care. 

The findings of a recent survey 
really convinced me of the potential 
benefits. According to that survey, 
6396 of Americans are concerned or 
very concerned about the risk of med- 
ication errors. Given this, PDAs can 
really shine in medical situations. We 
all hate lugging around a notebook 
computer, But imagine the benefits to 
be gained if all the reference material 
that a doctor must consult were avail- 
able through a PDA. 


SANDEEP SHAH 
Hudson, Massachusetts 


UNOFFICIAL VISIT 

I am writing in reference to the item 
in your Intelligence column of July 29, 
Overdue Visit to Korean Cemetery. You 
reported that “no American official is 
known to have visited the cemetery, 
dedicated in 1997, that honours vic- 
tims of what is now known as the 
Kwangju Massacre." 

While it was not an official visit, a 
group of mid-level United States Air 
Force officers on a month-long Korean 
language and cultural immersion 
course in Kwangju visited the cemetery 
in May 1998. I know, because | was 
one of them. 


PETER D. READ 
Annandale, Virginia 


CORRECTION 

In Sour to Sweet [July 29], the Nomura 
Research Institute researcher who has 
written books on knowledge manage- 
ment should have been identified as 
Hideo Yamazaki. 
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Singapore’s Challenge 


Can Lee Hsien Loong encourage more risk-taking and promote private enterprise further? 


THIS WEEK, Singapore finally undergoes its long-awaited lead- 
ership transition, as Goh Chok Tong hands over the keys to the 
prime minister's office to Lee Hsien Loong. (See related article on 
page 14.) Mr. Lee takes over at a propitious moment, as Singapore 
finally recovers from the Asian Crisis, the global dotcom bust and 
the regional Sars outbreak. But in the years to come, keeping the 
economy growing at a respectable clip will depend on how 
Singapore responds to changes in the global economy. This likely 
will be Mr. Lee’s main concern as prime minister. 

Singapore's prosperity has hinged to a large degree on its 
ability to attract foreign investment. But today, much of such 
investment is headed elsewhere, especially to China and India. 
Certainly, as a mature economy Singapore needn't be overly 
concerned about relatively low-value-added manufacturing 
plants being built instead in Shanghai, or fiercely competitive 
and low-margin call centres being set up in Chennai. In fact, 
even Singapore's large state-linked companies are seeking oppor- 
tunities in Asia’s emerging economies. But at home, Singapore 
needs to count on itself much more; it needs more home-grown 
private companies that take more risks, but hold the potential 
of higher returns than its established companies. 

A criticism often made is that Singaporeans are risk-averse, 
that they lack an entrepreneurial spirit. This is unfair. For 
example, in its market-stall traders and shoplot operators is 


evidence of a vibrant culture of commercial risk-taking. And like 
much of the world, the working class appears especially entre- 
preneurial. But despite some notable exceptions, in Singapore 
much entrepreneurship also apparently occurs in businesses 
that are too small to make the desired difference in job creation 
and in the economy over the long run. 

For much of the country, the professions and civil service " 
give good job security. Large corporations provide a comfortable 
life. Multinational companies, a key part of the jobs landscape, 
provide still more opportunities. Arguably, multinationals also offer 
an example of how success in one area can become a hindrance 
elsewhere. One of the qualities that have attracted high-end foreign 
investment to Singapore is its educated and cosmopolitan 
workforce, which offers a large pool of workers for senior positions. 
For some business functions, this makes Singapore a cheaper place 
to operate in than others parts of Asia. Yet we wonder if a greater 
opportunity here for middle-class corporate advancement, in 
addition to what is already available in domestic companies, might 
not lessen the incentive for a highly qualified population to go punt 
on their own in what might be high-value private enterprise. 

Certainly, those who say Singapore lacks risk-takers are 
wrong. But to broaden the scope of the risk-culture will likely 
require changes to nudge more Singaporeans along. Is Mr. Lee 
willing to take his government out of its own comfort zone? = 


Poor Sport Taiwan might worry about meeting China in the 2008 Games 


IN THE RUN-UP to the Athens Olym- 
pics, organizers faced constant accusations 
of ill-preparation. But the troubles in 


-Greece will pale into insignificance if 


China's appalling sporting attitude isn't 
addressed before the Beijing Games in 
2008, At the August 7 Asian Cup soccer 
finals, China's bad sportsmanship was laid 
bare for all to see. And the blame for this 
lies squarely with the Chinese government 
for its exploitation of nationalism as a 
crutch of regime legitimacy. (See related 
article on page 24.) 

As expected, China's loss to Japan in 
the soccer game, by a margin of 3-1, ignited 
mayhem on the streets surrounding the 
Workers' Stadium venue in Beijing. Before 


` and during the match, Chinese fans 


taunted Japanese supporters and play- 
ers. Afterwards, Japanese flags were 


burned, and a car carrying a Japanese 
diplomat was attacked. About 1,000 Japan- 
ese fans had to wait several hours before 
they were able to leave the stadium safely. 
But this was not soccer hooliganism 
with Chinese characteristics. Soccer louts 
lash out randomly. Last Saturday night, the 
only people in any danger of harm were 
Japanese. Chinese fans treated the match 
almost as an opportunity to cleanse the 
country of the humiliation of Japan's World 
War II occupation. But by losing amid 
charges of bad refereeing, fresh humilia- 
tion was piled on top of moral outrage in 
a potent brew spiked with jingoism. 
Certainly, Chinese authorities went to 
great lengths before the match to try to 
defuse tension, stressing repeatedly that 
sports and politics do not mix. Yet the 
regime long has been guilty precisely of 


using sports (and the arts and practically 
everything else) to further the cause of its 
politics. What is the purpose of its desire 
to host the 2008 Games, if not to Showcase 
China's claim of its socialist accomplish- 
ments? Now, after decades of picking at - 
psychological wounds from the war with 
Japan and nurturing resentment against 
the Japanese, it finds that the nationalism 
it bred has a life of its own. 

What happens if China finds itself up 
against Taiwan in some competition dur- 
ing the 2008 Games? China has been cul- 
tivating even more cutting animosity 
against Taiwanese who dare to assert their 
separate identity. Unless China manages 
to moderate the jingoism it has nurtured, 
the summer of 2008 could prove more 
embarrassing than losing any soccer 
match to Japan. = 


BEES3ONECU See - 
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“Our IT personnel are prepared for sudden spikes in demand. And that 
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Singapore’s U.S. 
Seal of Approval 


In a show of approval for Singapore's tough stance on ter- 
rorism, the United States government sent Secretary of Home- 
land Security Tom Ridge to attend the city state’s annual 
National Day reception in Washington on August 3. Singa- 
pore's ambassador to the U.S., Chan Heng Chee, has presided 
over nine such receptions since taking up her post, but this 
was the first one at which she had hosted a cabinet-rank 
official. In fact, the embassy almost had two cabinet members 
at the event. Secretary of Labour Elaine Chao initially accepted 
an invitation, but she cancelled at the last minute. Notably 
absent from the soirée were any diplomats from China, 
though invitations went out to them, China-Singapore ties 
have been chilly since the then Singapore prime minister-des- 
ignate Lee Hsien Loong made a four-day trip to Taiwan in July. 
Beijing insists that countries with which it has diplomatic rela- 
tions not send senior government officials to Taiwan, which 
China claims as its territory. Beijing said Lee's trip “harms 
China's core interests.” Ironically, diplomats say Lee left 
Taiwan deeply worried about the potential for Taiwan Presi- 
dent Chen Shui-bian to throw the region into crisis with his 
efforts to consolidate an identity for Taiwan separate from 
mainland China. 


THAIS GET TOUGH ON FOREIGN LABOUR 

The Thai people and authorities have long turned a blind 
eye to the hundreds of thousands of illegal foreign workers in 
their country. But the government has clearly decided to more 
closely monitor the situation, possibly in part to avoid com- 
plaints from neighbouring countries that it is sheltering anti- 
government activists. It has long been known that hundreds 
of thousands of illegal foreign workers, particularly from 


Peter Charlesworth / AsiaWorksphotos 





READY TO REGISTER: Illegal Burmese workers in a Thai rice field 
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Burma, have been working as domestics or in the agriculture 
and construction sectors. The government has in the past 
made half-hearted attempts at a round-up, but earlier this year 
it decided to get tough. It offered an amnesty throughout July 
for illegal workers to register. On August 5, the Ministry of 
Labour announced that 980,000 Burmese, 220,000 Cam- 
bodians and 190,000 Lao had responded to the call and 
registered as legal workers. Deputy Prime Minister Wan 
Mohammed Noor told the press the day after the figures were 
released that henceforth foreigners caught working illegally 
faced immediate deportation. It’s not clear why so many came 
out of the woodwork to legalize their status. Possible rea- ' 
sons include the current government's reputation for tough- 
ness and the hope among foreign workers that legalizing their 
presence could offer them more protection against exploita- 
tion by unscrupulous employers. 


CAMBODIAN TYCOON BuILps Own Port 
Cambodia's biggest commodities trader, millionaire Mong 
Reththy, is building a private port with its own customs, police 
and immigration, his company spokesman says. Mong 
Reththy, who has interests ranging from rubber exports to 
an 11,000 hectare palm-oil plantation, is going ahead with 
the project with the blessing of his close friend Prime Min- 
ister Hun Sen, says the spokesman in Phnom Penh. Accord- 
ing to a senior official at the Ministry of Public Works and 
Transport, the project has bypassed all the ministries. The 
new facility is only 45 kilometres from Cambodia's deep-water 
port of Sihanoukville, which was recently expanded. But 
Sihanoukville's government-owned port is “simply too expen- 
sive," says the Mong Reththy spokesman, and the new port 
will be “much more cost-efficient for smaller users.” He adds: 
“If there is no competition, there is no progress. And Mong 
Reththy wants to serve his country.” The new port, 179 kilo- 
metres southwest of Phnom Penh, will have a 300-metre- 
long jetty once it is finished in 18 months’ time, and will be 
open to all commercial shipping, the spokesman says. It will 
also have luxury houses for VIPs, including Hun Sen. The 
senior official at the Ministry of Public Works takes a dif- 
ferent view of the project, in a country where the wealthy sel- 
dom pay taxes. “This new port is a way to escape taxation now 
that the tax-collecting system of the port at Sihanoukville has 
become stricter,” he says. “And it could also be used for smug- 
gling.” The Cambodian ports of Koh Kong and Sihanoukville 
are well-known havens for the smuggling of narcotics, cig- 
arettes and timber. 


EAST TIMOR’S UNDERWATER RICHES 

As it tussles with Australia for a greater share of offshore 
oil and gas reserves, East Timor may soon be able to lay 
sole claim to other marine treasures—old shipwrecks. For- 
eign Minister Jose Ramos Horta told the Review that local 
fishermen had found two shipwrecks at unspecified locations 
off the north coast of East Timor. One is said to be a Dutch 
vessel, while the second is a French boat from the ryth » » 
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or 18th century that is believed to have sunk during a naval 
engagement with a Portuguese ship. Timorese officials do 
not know if there is any treasure on board, but they believe 
it is worth retrieving goods of historical, artistic and archae- 
ological interest from the two wrecks. "A salvage agree- 
ment is being entered into with an internationally recognised 
company," another senior official says, adding only that the 
firm is from Germany and wants to work on the French 
vessel. East Timor has a fascinating and rich early mar- 
itime history with the first Europeans, Portuguese traders, 
landing in 1511 in search of sandalwood. 


TArwAN's Lu Dismisses LIABILITY TAG 
Taiwan Vice-President Annette Lu has long been a light- 
ning rod for criticism, but lately even her own party members 
have been assailing her. The former dissident's remarks have 
triggered a series of controversies in recent weeks, raising con- 
cern among some in her Democratic Progressive Party (DPP) 
that she is hurting its chances in December legislative elec- 
tions. In mid-July, she angered Taiwan's small mountain- 
dwelling aboriginal population with statements many of them 
deemed insensitive. Then in early August, Lu told a radio inter- 
viewer that Taiwan and China were in a state of “quasi-war,” 
prompting the presidential office to issue a statement dis- 
agreeing with her. In the same interview, she slammed the 
Taiwanese pop singer known as A-Mei for staging a concert 
in Beijing last month, suggesting it betrayed a lack of patri- 
otism. "Annette Lu's behaviour is making the DPP lose votes 
every day," complained Lee Chun-yee, a senior DPP legisla- 
tor. Lu is playing down the hullabaloo, saying most of it stems 
from the local media's misinterpretation of her statements. 
As for criticism from her would-be allies: "That's what makes 
the DPP loveable,” she says. “If there are a lot of different ideas 
[in the party], then that's very progressive." 


CONCERN ABOUT NEw CHINESE JAIL 

As the central government becomes more open in its efforts 
to address China's Aids problem, a city in the central province 
of Henan is building a prison for victims of the deadly dis- 
ease. Residents of Shangqiu and Aids activists assert that 
the two-storey facility now under construction will be used to 
imprison local HIV/Aids patients who protest about their treat- 
ment at the hands of local authorities. Already several are 
being detained in another jail nearby, they say. One of their 
grouses was the closure of a school for children with Aids and 
orphans of Aids victims. They also complained about the lack, 
or late arrival, of promised drugs. A local prison official, how- 
ever, insisted that the new jail would not be used to imprison 
those lawfully petitioning the government. He said it was 
for criminals who happen to have HIV or Aids. Henan has 
become the epicentre of the disease in China since govern- 
ment officials ran unhygienic plasma-collection schemes in 
the province's rural areas in the 1990s. These left as many 


I as 1 million people infected with HIV. To date no one is known 


- to have been jailed for their role in the scandal. = 


- 
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HULLABALOO: 
Taiwan Vice- 
President 
Annette Lu is 
unfazed by 
criticism of her 
actions 
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Regional Briefing 





THIS WEEK 


Singapore Enters a New Leadership Era 


Singapore’s Goh Chok Tong stepped down as 
prime minister after 14 years at the helm. His 
departure paved the way for Deputy Prime Minis- 
ter Lee Hsien Loong to take over as part of a 
carefully engineered political transition. Lee later 
named Goh as senior minister in his new cabinet. 
In a surprise move, Lee also named Goh to 
replace him as chairman of the Monetary 
Authority of Singapore. Lee’s government also 
sees his father, Senior Minister Lee Kuan Yew, 


redesignated as minister mentor. The inclusion of 
-~ Goh and the elder Lee in 
2^ the cabinet clearly signals 
policy continuity. Lee 
Hsien Loong, who takes 
office at a time of strong 
economic performance, 
will retain the finance 
portfolio. (See article 


on page 14.) 





RESIGNED: Goh Chok Tong 





The reputation of Japan's nuclear 
industry received a further 
setback when a steam leak at a 
power plant in central Japan 
killed four people and seriously 
injured seven. The authorities 
said no radiation was released 
and accident caused no public 
health hazards. It occurred when 
a worn-out cooling pipe ruptured 
near the No. 3 reactor at a Kansai 
Electric Power Co. facility in the 
city of Mihama. The reactor 
automatically shut down during 
the accident, though two other 
reactors at the site remained in 
operation. The accident is sure to 
further erode public confidence 
in an industry that has been 
plagued by poor training, opera- 
tional problems and cover-ups 
during recent years. Kansai 
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Electric has admitted to lax safety 
inspections, saying that the 
thickness of the 28-year-old pipe 
was way below minimum safety 
standards. Dozens of police 
officers and nuclear energy 
officials were scouring the site to 
determine whether the company 
was negligent. 





NUCLEAR ACCIDENT: The Mihama plant 


SINGAPORE 


Singapore's economy 
grew at a rate of 12.5% in 
the three months to June 
compared to the same 
period a year earlier. It 
was the fastest quarterly 
expansion in a decade. 
Meanwhile, the Ministry 
of Trade and Industry 
estimated that the 
economy would grow 
8%-9% this year, up from 
earlier forecasts of 
5.5%-7.5%. This would 
put Singapore on a par 
with China, the fastest- 
growing economy in 
Asia. The main driver of 
growth has been increas- 
ing global demand for 
computer chips and 
pharmaceuticals. 


——————— À—— 


The Bank of Japan said it 
would be maintaining its 
loose monetary policy 
despite announcing that 
it expects the current 
economic recovery to 
continue gathering 
momentum. The central 
bank kept its target for 
liquidity in a range of ¥30 
trillion to Y35 trillion 
($270 billion to $315 
billion). The institute 
stressed that it had set 
aside cash to stem any 
bank-system turmoil. 





SINGAPORE HOSTED a 
three-day gay and lesbian 
festival billed as Asia's 
largest. At least 6,000 
people attended the 
opening event of 


Nation.04—about half of 


them from other Asian 
countries and the West. 
The festival contrasts 
with the strait-laced 
image of Singapore, 
where homosexual acts ^ 
are banned. But the 
country has turned a 
blind eye to an entertain- 
ment industry catering 
for gays, quietly acknowl- 


edging the potential of 
the "pink dollar." 


The takeover battle 
between Japan's mega- 
banks took a new turn 
when the target of that 
struggle, UFJ Holdings, 
agreed to consider an 
offer from Sumitomo 
Mitsui Financial Group— 
despite having signed an 
agreement to negotiate 
only with its other suitor, 
Mitsubishi Tokyo Financial 
Group. Sumitomo Mitsui’s 
proposal, made in a letter 
delivered to UFJ, offered 
“a merger of equals” and 
more than ¥500 billion 
($4.5 billion) in capital. 


AFGHANISTAN 


Election officials 
announced that 18 
candidates will run in the 
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October 9 presidential 
election. Three candi- 
dates were rejected and 
two dropped out. One 
female candidate, 
Massouda Jalal, was 
approved. President 
Hamid Karzai is the 
favourite but faces strong 
challenges from warlord 
Abdul Rashid Dostum and 
former Education Minister 
Yunus Qanuni. Mean- 
while, a French and 
German-led military unit 
took over command of 
the international peace- 
keeping force in 
Afghanistan. It is Euro- 
corp's first operation 
outside Europe since it 
was formed in 1992. 


SOUTH ASIA 


The defence secretaries 
of India and Pakistan 
held two days of talks 
aimed at ending their 
military standoff on 

the Siachen glacier in 
the disputed Himalayan 
region of Kashmir. 

The two sides discussed 
ways to demilitarize 

the 6,300-metre- 

high glacier, which 
divides Kashmir. 


India and Pakistan 


_ conducted a rare 


exchange of prisoners of 
war. In a further sign of 
improving relations, two 


Indian soldiers and a 
Pakistani were returned 
home at the Wagah 
border post. Such 
transfers are rare 
because both sides have 
in the past denied holding 
prisoners of war. 


The High Court in Suva 
sentenced Vice-Presi- 
dent Jope Seniloli to four 
years' imprisonment 
after he and four others 
were found guilty of 
involvement in a coup in 
2000. Deputy Speaker 
Rakuita Vakalalabure 
and three businessmen 





PRISON TIME: Seniloli 


were jailed for between 
12 months and six years. 
A sixth defendant, 
Sports Minister Sireli 
Leweniqila, was 
acquitted. Fiji Prime 
Minister Laisenia 

Qarase expressed 
dismay at the sentences. 





HEADING HOME: Indian POWs cross the Wagah border 
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PACIFIC FORUM 


Australia, New Zealand 
and 14 other Pacific 
nations endorsed a plan to 
fight HIV/Aids in a bid to 
avoid an epidemic. The 
annual Pacific Forum, held 
this year at Apia in Samoa, 
also agreed to look at 
ways to help the bankrupt 
nation of Nauru. The 
forum also held an open 
session to hear cases for 
more self-rule from the 
leaders of French 
Polynesia and Tokelau. 


MALAYSIA 


State-owned utility 
Tenaga Nasional signed 
an electric-power 
purchase agreement with 
private company Jimah 
Teknik. The accord paves 
the way for Jimah—which 
is partly owned by 
members of the royal 
family of Malaysia's Negri 
Sembilan state—to begin 
talks with financiers to 
fund two 700-megawatt, 
coal-fired plants that 
could cost up to $1.6 
billion to build. The plants 
are slated to begin 
operations by 2009 and 
would supply Tenaga 
with power under 

a 25-year concession. 


India's biggest-ever share 
sale, by software-services 
giant Tata Consultancy 
Services, was oversub- 
scribed by six times when 
it closed on August 5. 

A 6056 portion of the 
issue, set aside for 
institutional investors, 
was oversubscribed eight 
times. The initial public 
offering will rake in 

$1.2 billion for the 
software firm, which is 
being spun off from the 
big Tata group. 





SPOTLIGHT 


CONVICTION 
OVERTURNED: 
Maj.-Gen. 
Damiri 


COURT SURPRISE 


Western governments and human rights groups 


could not hide their anger following a decision by 


an Indonesian appeals court to overturn the con- 


victions of four security officials implicated in the 
killing and destruction that accompanied East- 


Timor's independence vote in 1999. 
The ruling means that out of 18 Indonesian 
nationals tried for involvement in the blood-et- 


ting, only two people have been convicted. Both — 


of them are ethnic Timorese who received sen- 
tences below the 10-year minimum set by - 
Indonesian law. The appeals court halved the sen- 
tence of one of them-former militia leader Eurico - 
Guterres—to five years. 

The acquittal of Maj.-Gen. Adam Damiri, the 
highest-ranking officer to face trial, former East 
Timor commander Col. Nur Muis, ex-police chief 
Hulman Gultom and army Lt.-Col. Soedjarwo, has 
already led to calls for the convening of a United 
Nations tribunal to bring those responsible for 
the violence to justice. 

The ruling could also undermine efforts by 
the administration of United States President - 
George W. Bush to restore military-to-military 
relations with Indonesia. 

U.S. State Department spokesman Adam 
Ereli joined the chorus of criticism over the 
acquittals. "We are dismayed by this decision, 
and we are profoundly disappointed with the per- 
formance and record of the Indonesian ad hoc 


[human rights] tribunal," he said. 


But East Timor argued against setting up 
an international tribunal, saying it would harm 
improving ties with Indonesia. John McBeth 
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SINGAPORE 


Enter the Son 


Despite a life in the public eye, the son of Singapore founding father Lee Kuan Yew 
remains a mystery to many. Here’s what the record shows S, what colleagues Say and what to 
expect from Lee Hsien Loong, the third prime minister in 39 years 





By Barry Wain/SINGAPORE 


SAA APPR EAP EDS P 


> o 
| 






UTITPYYTEEYT 







HE 
` TCTEPSIIE 






a 


a2: 
Sere 


= 
aa 2 - 


jenna 
th 


a (semen en: = 






‘ay 
, 


at 


PETER LIM RECOGNIZED a good story. 
It was the late 1980s, and Lim, then edi- 
tor-in-chief of Singapore’s Straits Times 
Group, was accompanying Prime Min- 
ister Lee Kuan Yew to Brunei when he wit- 
nessed an episode that left him amazed. 
Invited to try out a new semi-automatic 
rifle, the prime minister sprayed bullets 
through the nearest target on a firing 
range; when it came to his sors turn, Lim 
reported, former Brig.-Gen. Lee Hsien 
Loong missed with every round. 

After publishing the story, however, 
Lim was bawled out by an officer who told 
him Lee Hsien Loong hadn't been aiming 
at the targets. When Lim contacted Lee, 
he confirmed that he had been getting the 
feel ofthe rifle and wasn't trying to hit any- 
thing in particular. Lim apologized and 
offered to publish a correction. 

Much to Lim's surprise, Lee, who had 
not long before left the armed forces and 
become a government minister, criticized 
the officer for his approach, and told Lim 
not to worry, that it wasn't important. 

The typical Singaporean official of the 
time would likely have demanded a 
retraction at the slightest hint of an error. 
To Lim, now a media consultant, Lee's 
ability to accept that a mistake had been 
made, and his confidence that his mili- 
tary credentials would not be under- 
mined by an inaccurate news report, set 
him apart from the previous generation. 

As he takes over as prime minister, 
only the third since Singapore became 
independent 39 years ago, Lee Hsien 
Loong assumes the job with a great deal 
of such praise, from friends, colleagues 
and observers. But Lee, who declined 
to be interviewed for this article, also 
comes with some baggage and a few 
question marks. 

He has been in politics for 20 years, 
but remains a bit of a mystery. Friends and 
colleagues call him a dedicated technocrat, 
decisive, determined and knowledgeable, 
but not everyone can cite occasions when 
he has demonstrated these traits. 

He became a brigadier-general and 
No. 2 in the armed forces at 32, but his 
military skills have not been publicly 
demonstrated—understandably, given 
that Singapore's military was not truly 
challenged during his tenure. 

In almost 14 years as deputy premier, 
while also serving for periods as finance 
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minister and chairman of the Monetary 
Authority Of Singapore (MAS), the cen- 
tral bank, he has convinced many people 
that he is extremely capable, an effective 
administrator and leader in this city- 
state of 4.2 million people. But this 
record is not fully stress-tested since the 
Singapore government doesn't face the 
same scrutiny from parliament, the 
press and pressure groups as a govern- 
ment would in a more competitive polit- 
ical system. 

He has a forceful personal style, say 
acquaintances, but he is also said to be a 
shy, private man—one whom the public 
tends to see as austere and aloof—more 


SINGAPORE'S 
NEW LEADER 


* During Lee’s career, he 
has impressed many with 
his strongly held beliefs 
about economic reform 


* He is seen as a facilitator: 
finding, developing 
and implementing ideas 


dis is unlikely to change 
much of what the ruling 
party now does 


like his father Lee Kuan Yew, the repub- 
lic's founding father, than Goh Chok 
Tong, his immediate predecessor. He 
enjoys a good argument, but it is said he 
can also be impatient with those he feels 
are wasting his time. 

Above all, he is dogged by the per- 
ception that he might have risen to the top 
because he is the son of Lee Kuan Yew, 
whom he has named “minister mentor” 
in his cabinet. 

Uncertainties notwithstanding, a 
series of interviews with and comments 
by individuals who feel they know him 
lends insight into what the new prime 
minister might offer Singapore now that 
he has his hands on the reins of power. 

The natural conclusion is to expect 
nothing new. Although Lee's arrival is 
meant to mark a generational change, at 
52 and after years on the job he does not 


offer the prospect of departure from what 
the ruling People’s Action Party (PAP) cur- 
rently provides. Goh, who now takes the 
post of senior minister, will chair the 
MAS; Lee will remain finance minister. 
Indeed, Lee has promised to maintain 
the incremental political and social lib- 
eralization that has been a hallmark of 
Goh's administration. In a speech to Sin- 
gapore’s Harvard Club in January, Lee 
promised to respond to what he acknow- 
ledged was a better-educated and more- 
informed younger generation seeking to 
“express themselves freely” and “voice 
diverse views.” But he warned that “crit- 
icism that scores political points and 





undermines the government's standing" 
wouldn't be tolerated. Nor would “cru- 
sading journalism.” 

“There doesn't appear to be any sub- 
stantive policy or philosophical agenda 
that marks him off from his predecessors 
or current colleagues,” says Garry Rodan, 
a professor of politics at Australia’s Mur- 
doch University. “He represents continu- 
ity in the PAP's social conservatism, scep- 
ticism about laissez-faire economics and 
apprehension about political competi- 
tion.” Or, as a Western ambassador put it, 
“he’s a product of the system, and he 
defends the system.” 

Noordin Sopiee, chairman and chief 
executive officer of Malaysia's Institute of 
Strategic and International Studies, calls 
Lee “a good soldier" —and not because he 
used to be in the military. Noordin recalls 
Lee once speaking on a “regional >> 
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strategic issue" at a closed-door meeting 
and taking a position that he surmises Lee 
disagreed with personally. *I heard him 
arguing something that was quite pre- 
posterous, but nevertheless he argued it 
with gusto and sincerity, because that was 
the government line," says Noordin. 
Could the government line now 
change? Simon Tay, a law professor and 


chairman of the Singapore Institute of 


International Affairs, says that outgoing 
Premier Goh and Malaysia's new Prime 
Minister Abdullah Ahmad Badawi didn't 
get a chance to shine until they took power. 
“There are reasons to hope Lee Hsien 
Loong will blossom in the job,” he says. 

Civil servants say Lee, who became 
junior minister for trade and industry 
after entering Parliament in 1984, arrived 
with certain strong beliefs about the econ- 
omy—a reliance on markets, keeping 
Singapore open rather than protection- 
ist and ensuring that people had a strong 
incentive to work. 

Lee is closely identified with helping 
to rescue the Singapore economy from 
recession and other economic storms, and 
preparing the country to remain com- 


WORKING ON 

HIS IMAGE: 

Lee meets the 
public on the 
Singapore subway, 
the MRT 
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petitive in an era of globalization. He 
headed two special economic committees 
set up at critical times to write blueprints 
for the future. The first, prepared in 1985- 
86, delivered an average 10% growth a 
year for the following decade. 

Patrick Daniel, who worked for Lee as 
a director in the Trade and Industry Min- 
istry, cites an early stand on the thorny 
issue of wage reform as characteristic of 


tor,” wrote the elder Lee. Appointed chair- 
man of the MAS in 1998, Lee Hsien 
Loong, with the help of a few key officers, 
revamped the MAS and implemented the 
new approach. The father had the vision, 
while the son was the facilitator. 

Lee is what is known in management 
theory as an “assessor developer,” say 
people who have studied him closely: He 
trawls through the marketplace of ideas, 


LEE IS WHAT IS KNOWN IN MANAGEMENT THEORY AS 


AN “ASSESSOR DEVELOPER,” 


SCOUTING FOR IDEAS 


AND SELECTING THOSE APPROPRIATE FOR SINGAPORE 


Lee. “His speech showed a complete mas- 
tery of the subject, and he had the guts 
to say: ‘You've got to reform’,” says Daniel, 
who is now a newspaper executive. 

In his memoirs, Lee Kuan Yew tells 
how, in 1997, he got his son involved in 


preparations to end the protection of 


Singapore’s banks and expose them to 
global competition. “He began meeting 
bankers and fund managers and mas- 
tered the workings of our financial sec- 


often on the Internet, and selects those 
he considers appropriate for Singapore. 
One senior civil servant reports that Lee 
circulates drafts of his speeches and 
solicits ideas and comments. 

Civil servants say Lee seized on and 
developed a series of reforms including 
reform of the financial sector, a goods and 
services tax, and a revitalized bureaucracy. 
Lee designed the GST, argued for it and did 
a great deal to get it adopted, they say. >> 
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"He conceptualizes the need for 
reform from the big, macroeconomic pic- 
ture, customizes it for Singapore, and 
goes all the way to implementing it— 
everything from the timing to who does 
what,” says Daniel, who served as secre- 
tary of the first economic committee that 
Lee chaired. 

Daniel, now a managing editor at Sin- 
gapore Press Holdings, describes Lee as 
a task-oriented policy wonk. “If you get 
the task done, everything is fine,” he says. 
"If you don't, you have to answer to him.” 

Outside the government, others have 
encountered Lee's combative side. Gareth 
Evans, a former Australian foreign min- 
ister who currently heads the Brussels- 
based International Crisis Group, clashed 
with Lee in the 1980s and 19905 on bilat- 
eral issues long-forgotten. “He gave no 


] 


Leo 


inated member of parliament and con- 
tinued to question Lee on various issues. 
"He believes in the substance. He felt 
there should be a robust debate, not just 
empty talk." 

In expressing strong opinions, Lee can 
also leave others with the feeling that he 
thinks he alone has the answers. But 
based on the testimony of fellow politi- 
cians and foreign diplomats who regularly 
accompany visitors calling on Lee, he is 
keenly interested in the views of others. 

Frank Lavin, the United States ambas- 
sador to Singapore, says Lee is invari- 
ably businesslike. "Sometimes this is mis- 
taken for aloofness or arrogance,” he says. 
“But I don't think that is true at all.” Lee 
is “completely unpretentious and very 
unassuming,” he adds. "There's no hubris 
about the man.” 


> 





LONG-AWAITED TRANSITION: Lee with his predecessor, Goh Chok Tong 


quarter in arguments, but equally 
expected none in return,” says Evans. 
"He's pretty direct and frank.” 

Tay, the law professor, found himself 
in a sharp exchange with Lee 20 years ago, 
after Lee told students at the National Uni- 
versity of Singapore that they shouldn't 
see themselves as a lobby group. Tay, then 
president of the students' union, dis- 
agreed. As the two young men raised their 
voices, organizers tried to calm them, but 
Lee would have none of it. 

"It's a telling example about his char- 
acter," says Tay, who later became a nom- 
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In part, Lee suffers from a comparison 
on a personal level with his predecessor. 
He isn't as warm or genial as Goh, say 
acquaintances, and doesn't engage in as 
much small talk. Colleagues say that while 
Lee isn't the back-slapping type, he has a 
wry sense of humour and sometimes 
laughs out loud with a distinctive guffaw. 

Not much is known of Lee's life out- 
side the office. He reads and spends a 
good deal of time on the Internet, say col- 
leagues. Tall and slim, Lee is reported to 
be in good health after a battle with can- 
cer in 1992. Pronounced cured after a 


course of intense chemotherapy that kept 
the lymphoma in remission for more than 
five years, he stretches and works out 
daily, jogging or swimming. He also tries 
to take a short break in the afternoon to 
"rest and calm down for an hour, if I can," 
as he told The Straits Times. 


IMAGE MANAGEMENT 

In Singapore, people tend to be cautious 
about offending a government that has 
shown little tolerance for criticism. Any 
number of locals—often grass-roots PAP 
officials or old friends—are quoted in 
local papers ascribing positive qualities to 
Lee, but their claims are sometimes hard 
to confirm. 

Even the political opposition seems to 
tread carefully. Low Thia Khiang, one of 
only two opposition members of parlia- 
ment, declines to comment on Lee. The 
other, Chiam See Tong, says it is Lee's 
intelligence that is at the root of the mis- 
understanding about him being above the 
heads of ordinary people. “Most people 
can't keep up with him," Chiam says. 
"That's why they find him abrupt." 

Lee does have an image problem, 
identified by no less than Goh in his 
National Day address last August. 
"Loong's public persona is that of a no- 
nonsense, uncompromising and tough 
minister," Goh said. "Singaporeans would 
like Loong to be more approachable." 

While Lee has been taking Goh's 
advice “to let his softer side show"—being 
filmed eating out casually with the fam- 
ily, for instance—“I can't say he's suc- 
ceeded by all the talk I hear," says Lim, the 
former newspaper editor-in-chief. 

Part of the problem is an undercurrent 
of resentment that Lee, for all his academic 
and political accomplishments, has had 
it easy because he is Lee Kuan Yew's son, 
and that he finds it difficult to empathize 
with less fortunate Singaporeans. 

The cynicism surfaced with Lee's fast 
track through the military ranks to 
brigadier-general. His move into politics 
and rapid rise fuelled speculation that he 
was being groomed by his father to be pre- 
mier. BG Lee, as he was then known, was 
widely referred to as "baby god." 

"He's got the right economic vision, no 
doubt about that,” says a Western diplo- , 
mat. “The big test is getting that social and , 
political touch for a modern society" = 
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MALAYSIA 


Urban Quagmire 


In the shadow of the Petronas Twin Towers is a neighbourhood that has failed to 
fulfil its potential, held back by the consequences of a law intended to help village 


residents build a life in Kuala Lumpur 





CITY OF CONTRAST: Development has been slow in Kampung Baru 
due to property law, complex ownership and lack of financing 
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By S. Jayasankaran/KUALA LUMPUR `” 


THE 88-STOREY PETRONAS Twin Towers, among the world’s 
tallest buildings, loom over an anachronistic 256-acre enclave 
in the heart of downtown Kuala Lumpur. 

Kampung Baru—literally “New Village"—is something 
out of a time warp: Its narrow lanes snake through a hotch- 
potch of antiquated shophouses, roadside stalls and weather- 
worn wooden houses on stilts with chickens scratching in the 
yard. The only signs of modernity are the occasional, recently 
built office building or home. 

Kampung Baru is an old place without the grace of age 
and it sits uneasily amid the urban glitz of skyscrapers that 
former Malaysian Prime Minister Mahathir Mohamad 
thought should epitomize contemporary Malaysia. 

“We are slowly becoming an urban ghetto if we aren't one 
already," says Zakaria Wahab, a 74-year-old former civil ser- 
vant who's lived in Kampung Baru for more than 40 years. 

The village and its residents are caught in an ironic 
dilemma. A 104-year-old colonial-era law allows only eth- 
nic Malays to own land, reside or do business in the area. 
Intended to protect the then predominately rural Malays from 
being overrun by others as Kuala Lumpur grew, the law 
has permanently crimped property values in the settlement 
and retarded efforts, by Malay businessmen and the gov- 
ernment, to develop it. 

The upshot: Kampung Baru is surrounded by some of 
the choicest real estate in Malaysia, but the exclusion of 
Malaysia’s non-Malay population from the area has made 
it an economic backwater. Standout statistic: Land in the 
Malay settlement sells for no more than 200 ringgit ($53) 
a square foot; just a stone’s throw away, land sells for nearly 
three times as much. 

Kampung Baru's plight spotlights a long-standing prob- 
lem for the Malaysian government: How much protection 
from market forces should be given to the Malays, Malaysia’s 
indigenous people who make up about 60% of the coun- 
try's 25 million people? 

Changing the laws that restrict ownership and allowing 
non-Malays or foreigners to buy into the settlement would 
inevitably drive up prices, but would almost certainly change 
the ethos of Kampung Baru. 

"This is the largest piece of Malay real estate in central 
Kuala Lumpur," says Astaman Aziz, a member of parlia- 
ment from the ruling United Malays National Organization, 
who runs a service centre in the settlement. “That charac- 


August 19, 2004 


|J E* 


^ 1 TAA 


pA m MA V WOZU V 


ter must be preserved." 

Moreover, setting free market 
forces in Kampung Baru is tricky 
politically. More than 70% of the set- 
tlement's residents are migrant 
Malays from other parts of the coun- 
try who have come to look for work 
in the capital and are drawn to Kam- 
pung Baru by its cheap housing. Spi- 
ralling prices induced by relaxing 
restrictions on the area would force 
them out and, very possibly, turn 
them against Umno, the dominant 
party in the National Front coalition 
that rules Malaysia. 

In many ways, Kampung Baru 
illustrates the lingering insecurity 
among Malaysia's ethnic groups that 
characterizes the country's efforts to forge a stable, tolerant 
society despite its racial and religious diversity. 

It's still very much a work in progress. To assuage 
Malay concerns that they could be swamped by the waves 
of migrants from India and China in the mid-19th century, 
the British colonial rulers reserved tracts of land exclu- 
sively for native inhabitants, land that could not be occupied 
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THE "NEW VILLAGE": Outside Jamek Mosque 






> Franchising 4 
Licensing 2004 


A The 6th International Event for Business 






Co-organised by 


efranchising Es im 
com Pte Ltd 





Website: www .gfranchising com 


Opportunities & Intellectual Property Rights 


Event To Franchising & 
icensing 


Sas 27. 


or bought by the non-Malays 

In the run-up to independence 
in 1957, protection for ethnic Malays 
intensified, with an array of special 
rights—including Malay quotas in 
education and gover | 
written into the constitution in ex- 
change for granting citizenship to 
non-Malay residents. 

The protection effort reached its 
peak in 1971 with the creation of the 
New Economic Policy, a sweeping af- 
firmative-action programme meant to 
lift the comparatively poor Malays to 
economic parity with their richer non- 
Malay countrymen 

Aided by government spending 
directed at Malays and measures such 
as higher education and employment c quotas and preferential 
treatment for business licensing and credit, the policy pushed 
the ethnic-Malay share of national wealth from 2% 
to about 2296 last year. 

By creating a large new Malay middle class, the NEP kept 
the peace in a country that saw bloody race riots in 1969. But 
it also created a feeling of entitlement by birth among PP 
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many Malays which has made it all but impossible for the 
government to abandon many of its key elements. (Although 
the NEP formally ended in 1990, it was replaced by the 
National Development Policy and then, in 2001, by the 
similar New Vision Policy). 

Kampung Baru is a stark reminder of the down side to the 
prolonged Malay-protection policy. Set up in 1900 by the 
British rulers of what was then Malaya, the settlement was 
originally intended as an exclusive preserve for Malays in 
Kuala Lumpur, which had begun to flourish as the colony's 
capital, but was mainly inhabited by ethnic Chinese. Such 
Malay “reserve” land exists throughout Malaysia, mostly in 
rural areas, but Kampung Baru is unique in terms of its poten- 
tial development value. 

"It was to ensure that the Malays would always have a 
place in the country's capital," reflects businessman Wan 
Azmi Wan Hamzah, who built his corporate headquarters 
in Kampung Baru in the 1990s in an attempt to persuade 
other Malay businessmen to follow suit. *But the sur- 
roundings changed and it hasn't." 





LOCAL POLITICS: Legislator Astaman Aziz greets residents 


Part of the problem is the ownership structure of the area. 
According to Abdul Rahim Rahman, the owner of one of 
Kuala Lumpur's largest real estate agencies, only 2596 of Kam- 
pung Baru's houses have single owners. The rest have mul- 
tiple owners because of Islamic inheritance laws, whereby 
land is distributed in varying amounts among the children 
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of the deceased. Thus, even for Malays, buying land in Kam- 
pung Baru can be a tedious process and involves tracking 
down many people. 

Businessman Wan Azmi recalls forming a consortium 
with four prominent Malay entrepreneurs in the early 1990s 
with the aim of buying land in Kampung Baru for redevel- 
opment. "It took us ro years to get an acre," he says. "It can 
get very discouraging." 


A NEIGHBOURHOOD SET ASIDE TO 
ENSURE THAT MALAYS ALWAYS HAVE 
A PLACE IN KUALA LUMPUR HAS 
TURNED INTO AN URBAN QUAGMIRE 


Nor are the banks receptive to financing property devel- 
opment in Kampung Baru, even if the borrowing is to be 
secured by a land title or an attractive development plan. 
Zakaria, the settlement's veteran resident, points to the grimy 
shophouse where he's having tea. The shop abuts a piece of 
land that's being used as a car park. “All this belongs to a 
lady I know and it's valued at 1.8 million ringgit,” he says. “But 
no bank will lend her even that amount to develop the prop- 
erty because it's difficult to convince bankers that any devel- 
opment in Kampung Baru is feasible." 

A banker explains that it's difficult to fund such projects 
because Kampung Baru land “isn't liquid." He says “if the 
project fails, the banks just can't flog (the property) off on 
the market because the secondary market for development 
projects in Kampung Baru is limited." 

Meanwhile, a few prominent Malay individuals have 
attempted to spruce up the area by headquartering their 
businesses there. Land and General, Wan Azmi's flagship 
property development company, has its corporate head- 
quarters there, as does Naza Motors, the country's fourth- 
largest car dealership. 

Former Premier Mahathir even re-directed plans for an 
urban light rail transit system in order to have a station in - 
Kampung Baru in the belief that it could improve business 
sentiment in the area. But the Kampung Baru station remains 
the least used on the busy Putra LRT route, and other busi- 
nessmen, including realtor Abdul Rahim, have moved their 
headquarters to the modern Golden Triangle area nearby. 
"If you want to create a global business, you have to have an 
address," says Abdul Rahim, who operated from Kampung 
Baru for 20 years. 

Both Abdul Rahim and Astaman, the legislator, believe 
that only the government can develop Kampung Baru. It 
has tried to do so in the past without success, however. In 
November 1991, Mahathir ordered the government to forcibly 
acquire 223 acres of Kampung Baru land, but the deal col- 
lapsed following disagreements over the price between the 
government and Kampung Baru landowners. 

‘All the owners want the place developed and only the gov- 
ernment can push it. No one else," says Astaman. & 
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Own Goal 


China suffers as a new generation of nationalistic 
Chinese rant against Japan after a soccer defeat 


By Matt Pottinger/BEIJING 


WIPING A BEAD OF sweat from his chin, Ryoji Fujimoto 
waited with more than a thousand fellow Japanese soccer fans 
trapped inside Workers’ Stadium in Beijing as hundreds of 
police and paramilitary troops laboured to clear a path for 
them to exit safely. 

“The Chinese are outside waiting to attack us,” said Fuji- 
moto, sitting in the spot where, two hours earlier, he had 
cheered Japan's 3-1 defeat of China in the Asian Cup final. 

Outside the protective cordon, a large crowd of Chinese fans 
seethed near the stadium's 
main gate, many of them wear- 
ing their national flag as ban- 
dannas or capes. Some set a 
Japanese flag on fire, others 
smashed the window of a car 
carrying a Japanese diplomat, 
and one large group hollered 
a wartime hymn: “A big knife 
chops off the heads of the 
Japanese devils.” 

Hatred for Japan has long 
thrived in China, rooted in 
Japan's military occupation in 
the 1930s and 194058 that left 
millions dead, and continu- 





In case anyone missed the message, several thousand 
police and troops, some clad in anti-riot gear or walking 
German shepherds, were posted inside and around the sta- 
dium. Producers at China Central Television were instructed 
to edit out vulgar chants and anti-Japanese songs. 

Even so, passions boiled over outside the stadium after 
China's defeat, which was made more painful by the referee's 
failure to spot an apparent handball as Japan's Koji Nakata 
scored his team’s second goal. Blows were exchanged between 
police and fans and several arrests were made. 

"Japan must apologize to the Chinese nation,” said Zheng _ 
Yahui, an economics undergraduate in Beijing who was 
hovering at the north gate, waiting to hurl abuse at any Japan- 
ese still holed up inside. “The Japanese are the most perverse 
race,” Zheng fumed. 

He, along with others, also hollered slogans disputing 
Japanese claims to barren Pacific islands. Some grievances 
hark back to before the 20th century. “Down with Little Japan!" 
cried some in the crowd, using the stock term for Japan before 
its navy defeated China’s Qing dynasty fleet in 1895. Others 
shouted, “Kill the Wokou!”—a reference to Japanese pirates 
who harassed China’s coastline during the even earlier Ming 
dynasty (1368-1644). 

While Tokyo insisted that 
Beijing protect Japanese play- 
ers and fans, the main reac- 
tion in Japan has been shoul- 
der-shrugging. Asked on 
August 4 about Chinese fans 
booing the Japanese national 
anthem and team at Asian 
Cup games, Prime Minister 
Junichiro Koizumi responded, 
"Sport is something that you 
are supposed to enjoy warmly 
together. Wouldn't that be bet- 
ter?" Japanese newspapers 
have mostly avoided exploring 
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ally nourished since then by LOSING THEIR COOL: Angry Chinese fans scuffle with police in Beijing — the reasons for Chinese bit- 


the jingoism of the state-con- 

trolled Chinese press. But the mayhem on August 7—which 
occurred despite Beijing adopting extraordinary measures 
to try to prevent it—shows how nationalism is taking on a 
life of its own in the world's most populous country. With 
enmity for Japan smouldering even among a new genera- 
tion of Chinese who are freer and better off than their par- 
ents, the country's leadership is increasingly powerless to 
bottle up public anger. 

Mindful that the hostility might degenerate into violence, 
the Chinese government filled the airwaves with public 
announcements exhorting fans to keep their cool during 
the China-Japan match. “Games have winners and losers; it's 
a normal part of sports," intoned one radio message. Another 
admonished fans against harming Beijing's image ahead of 
the 2008 Olympics. Beneath the stadium's scoreboard, a huge 
white and orange sign stared down on the crowd: "Watch 
the Game in a Civilized Way." 
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terness. : 

Even Japanese fans trapped in the stadium hardly com- 
plained, though some sat crumpled on the stadium floor, 
drained by the August heat. When groups of stony-faced Chi- 
nese policemen walked past, the Japanese politely applauded 
them for providing protection during the game. *Some- 
times I feel sorry for Chinese fans," said Fujimoto. “They don't 
know how their government controls information.” 

Finally, more than two hours after the match had ended, 
a Chinese official announced that a road had been cleared 
and some buses would drive the Japanese fans to safety. The 
buses avoided the north gate, and the bulk of the crowd. Some 
Chinese protesters, having missed the chance to hurl bottles 
and shoes at the buses, marched to the Japanese embassy, 
waving the Chinese flag and singing the national anthem, 
which originated as an anti-Japanese song. Kept at bay by 
more Chinese police, their refrain rang out into the night 
"Rise up, rise up, rise up!" = 
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TURNING TO 
STUDY: Susilo 
Bambang 
Yudhoyono sits 
for an econom- 
ics exam at the 
Bogor Institute 
of Agriculture 


[NDONESIA 


A Difficult 
Balancing Act 


If elected, presidential front-runner Yudhoyono 
plans to splash out on the rural economy in a bid 
to spur recovery. He also wants to maintain 
macroeconomic stability. It could be a tough tash 





By Tom McCawley/]AKARTA 


AFTER FACING A PUBLIC TEST last month, it was time for 
Susilo Bambang Yudhoyono to take a private one. Barely 
two weeks after winning the July 5 first round of Indone- 
sia's presidential election, the retired general allowed TV cam- 
eras to film him, deep in concentration, drawing graphs for 
an economics exam at the Bogor Institute of Agriculture. Yud- 
hoyono's academic supervisors had urged him to finish his 
Ph.D. on the rural economy in case he becomes president after 
the second round of voting on September 20. 

The study will come in useful if he wins, as Yudhoy- 
ono's advisers have made it clear that the rural economy 
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will be a centrepiece of his efforts to revive Indonesia's 
$208 billion economy. At the same time, he has pledged 
to maintain the macroeconomic stability achieved during 
the three-year mandate of President Megawati Sukarnopu- 
tri, who will run against her former security minister in next 
month's showdown. 

Some analysts, however, believe his plans are too expen- 
sive for the budget to bear and also too ambitious at a time 
when Indonesia still lacks the social, legal and political infra- 
structure to sustain rapid economic recovery. This is despite 
the fact that there has been six years of tottering democratic 
progress since the fall of the authoritarian President Suharto. 

Yudhoyono has invited agricultural economists from 
Bogor and elsewhere to advise him. Their plan, drawing inspi- 
ration from the populist policies of Thailand's Prime Minis- 
ter Thaksin Shinawatra, aims to generate jobs for Indonesia's 
estimated 40 million unemployed and underemployed by 
offering grants and loans to villages and to small and medium- 
sized enterprises. 

"We are very impressed at the economic approach of Prime 
Minister Thaksin," says Sofyan Djalil, one of the presidential 
front-runner's main economic advisers. He adds that an 
expansion of spending in rural areas could be funded through 
the state budget. 

"Farmers and fishermen must become central and not be 
sidelined,” stressed Yudhoyonos presidential running mate, 
Jusuf Kalla, during a conference in Jakarta on May 24. Dur- 
ing provincial tours this year, he has insisted that Yadhoyono's 
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planned spending on rural infrastructure, including roads, 
bridges and power, would help boost economic growth from 
the current 4% to at least 7% per annum—a level not seen 
since the Asian financial crisis hit in 1997. 

Yudhoyono himself, addressing businessmen on August 
2, specified that if he was elected his targets would include 
boosting economic growth to 7.6% a year by 2009 and 
cutting unemployment from the current 10.1% to 5.1% in 
2009. He also said his government would aim by 2009 to 
have increased per capita income from $968 to $1,731. 

The presidential candidate has also said he is commit- 
ted to achieving a balanced budget and to maintaining Indone- 
sia's relatively positive economic track record under Megawati 
and her Finance Minister Boediono. “Populism won't solve 
the problem," says adviser Djalil, adding: "We'll never sacri- 
fice macroeconomic stability." 

David Nellor, the former country representative for the 
International Monetary Fund, praises Indonesia's macro- 
economic management, saying it "rivals the best performers." 
[n three years, the government has reduced the fiscal deficit 
from 696 of GDP to less than 196. The public-debt-to-GDP 
ratio fell by 40 percentage points. In May this year, interest 
rates fell to record lows. "The list goes on," Nellor notes. 

Megawati has promised more of the same if re-elected. 
Her advisers say the government is planning to continue 
along a path laid out in a 2003 White Paper, which commits 
the government to a conservative fiscal policy based on 
deficit reduction and asset sales. It was adopted after Indone- 
sia ended its loan programme with the International Mon- 
etary Fund. 

Yudhoyono's economic recovery plan will call for a diffi- 
cult balancing act. "There's no money," says Mohammad 
Iksan, an economist with the University of Indonesia, who 
argues that budget projections for 2005-2007 leave no room 
for a major expansion of spending in villages. In turn, the 
hard-won stability of the rupiah has depended on the deficit- 
reduction strategy of recent years. 


FACTORING IN RISING OIL PRICES 

While Finance Minister Boediono has won kudos for achiev- 
ing macroeconomic stability—including a move toward 
low inflation and relatively low interest rates—growth has 
not been enough to make much of a dent in the ranks of 
Indonesia's estimated 10 million unemployed and 30 mil- 
lion underemployed. Analysts say that significant new spend- 
ing on the rural economy could put the cherished macro- 
economic stability at risk. 

And the state coffers are likely to be even further depleted 
because of the rising price of oil, which saw benchmark prices 
hit $45 a barrel on August 10. Government officials have fore- 
cast that subsidies may jump from 14 trillion rupiah ($1.5 bil- 
lion) to 50 trillion rupiah if oil remains above $40 a barrel. 

Boediono in early August told reporters the price was 
“manageable,” but that the incumbent government would 
have to “deal with the high oil prices.” In his speeches, Yud- 
hoyono has shown an ambivalence to the politically sensi- 
tive move of cutting fuel subsidies. 
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Meanwhile, the analysts note that economic growth is also 
being held back because key social and financial institu- 
tions such as the judiciary, the police, regulatory agencies and 
the central bank are still in a state of flux as the country adjusts 
to democracy after three decades of autocratic rule, when such 
institutions served Suharto. 

The resulting lack of confidence in the state and its legal 
system—highlighted by several court rulings against overseas 
companies—is deterring both foreign and domestic invest- 
ment and has disrupted production and trade. 

Indonesia's three-year-old decentralization programme 
has created problems for some companies with projects in 
the outer provinces. In the natural resources, mining and 
energy sectors, the shift has left laws—and legal responsi- 
bilities—unclear. 


A KEY CONCERN: Yudhoyono wants to help fishermen and farmers 


In polls carried out by non-governmental organizations 
in April and May, respondents listed the economy as their 
major concern. This was reflected in the poor showing of 
Megawati's Indonesian Democratic Party for Struggle (PDI- 
P) in the April 5 parliamentary elections. 

The modest recovery under her watch has meant little to 
many laid-off workers around the country. According to a 
recent government survey, employment in the manufactur- 
ing sector fell by 596 in 2002 and 2003, with workers moving 
back to farms. Local economists have dubbed the trend “de- 
industrialization." 

The problems facing Megawati are unlikely to suddenly 
evaporate if Yudhoyono wins the election. “It’s one thing to 
be campaigning. It's another to be dealing with bureaucrats 
and government departments,” notes Umar Juoro, commis- 
sioner with Bank Internasional Indonesia and one-time 
adviser to former President B.]. Habibie. 

Moreover, because no single party won a majority in 
parliament the next president will need to build a coalition 
to pass critical economic reform legislation. This could prove 
a major headache and hurdle to change. = 

Rin Hindryati in Jakarta contributed to this article 
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Brand Name Is the Key 
To Selling in China 


A detailed survey of mainland China consumers has 
found them to be much less cost-conscious than many 
retailers imagined and much more loyal to brands that 
they like. The survey by Kurt Salmon Associates, an 
American retailing consultancy, was based on 
interviews with Goo residents in Beijing, Shanghai, 
Chengdu in inland Sichuan province and Shenyang in 
northeast Liaoning province. “The conventional 
wisdom was that the Chinese consumer will buy 
whatever is cheapest,” said Mohan Komanduri, 
regional director of the firm. The fact that consumers 
now rate quality ahead of price as much more impor- 
tant to buying decisions “means that the Chinese 
consumer is becoming more sophisticated,” said 
Komanduri. Picking a trusted brand name turned out 
to be the most-often cited critical factor in making 
buying decisions, the 
survey found. Ninety-two 
percent of the middle- 
income consumers 
surveyed in the four cities 
said that picking a brand 
they could trust for its 
quality was critical, 
whereas “a fair price” was 
critical to only 73%. DECISIONS: Brand names matter most 


SENIOR OFFICIAL IS A BRIBERY SUSPECT 

A senior official in charge of a massive road-building programme in Beijing 
from 1994 to 2003, Bi Yuxi, has been expelled from the Communist Party for 
taking “enormous bribes.” The government-run Beijing Youth Daily quoted 
the Discipline Inspection Commission of the Beijing Communist Party as 
finding that Bi was “morally corrupt and rotten” and that his lifestyle was 
“decadent and degenerate.” Bi was chairman of Capital Road Development, 
the state-owned highway operator that is responsible for building and 
managing Beijing's highways and ring roads, including Olympics-related road 
projects. Beijing will host the Olympics in 2008. While making the allegation 
that Bi took bribes, the Beijing Youth Daily provided no details in support. The 
investigation of Bi is the first major corruption case involving a Beijing official 
since Mayor Chen Xitong was sentenced to 16 years in prison in 1998. 
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SARS 


Researchers said that no 
adverse side effects have 
been observed in 36 
people involved in the 
world's first clinical trial of 
a vaccine for the virus 
that causes Severe Acute 
Respiratory Syndrome. 
Half the volunteers in the 
clinical trial in Beijing 
were injected with a low 
dosage of the vaccine and 


4 half with a high dosage. 


Growth in new car sales 
declined for the fifth 
straight month in July and 
finished only 1.196 above 
the level a year ago, 
according to the National 
Passenger Car Market 
Information Association. 
For the first seven months 
of 2004, sales were 
24.4% above the same 
period last year. The 
government earlier this 
year imposed restrictions 
on loans to consumers. 


TAIWAN 


Chi Mei Optoelectronics 
of Taiwan has posted a 
record net profit in its 
second quarter, although 
the company echoed 
others in the same 


CHINESE SOCCER 


fans demonstrated 
outside the Work- 


ers’ Stadium in 
Beijing after their 





team lost the Asian 


Cup soccer final to 


Japan, 3-1, on 


August 7. A heavy 


police presence 
helped to quell 
what might have 


been a particularly 


violent protest as 
China's loss, 
combined with 
historical resent- 
ment of Japan by 


many Chinese over 


brutality during 
World War II, fed 
fans' anger. (See 


story on page 24.) 


industry by delivering 


a somewhat downbeat 


forecast for the 


July-September quarter. 
The company, which is 
the world's fourth-largest 


producer of thin-film- 


transistor LCD display 


panels, reported that net 


profit for the quarter 


ended June 30 increased 


more than 12-fold 
to NT$9.01 billion 
($263.6 million). 


A leading Chinese Aids 
activist has gone missing 


in central Henan 


>> 
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BUSINESS DIGEST 





GM VENTURE TO MAKE CAR LOANS 

General Motors has received approval from the China Banking 
Regulatory Commission to begin lending to car buyers through a 
joint venture with Shanghai Automotive Industry Corp. (SAIC). The 
joint venture is the first carioan company to receive official approval 
to begin operations. Securing loans to purchase cars in China is a 
relatively recent phenomenon and accounted for only about one- 
third of all car purchases in 2003. But even that proportion has fallen 
as the government clamped down on bank credit for consumers; 
only about 10% of new car purchases in July were made with loans, 
according to a survey of car dealerships in Shanghai, Beijing and 
Guangzhou conducted by marketing and research firm Automo- 
tive Resources Asia. Based in Shanghai, the new GMAC-SAIC Auto 
Finance joint venture will initially offer financing for vehicles made 
by a separate GM joint venture with SAIC. 


HYNIX TO BUILD CHIP PLANT 

_ Creditors of South Korea’s Hynix Semiconductor have approved 
the company’s plan to set up a $2 billion chip-making plant in China 
with a Swiss company, STMicroelectronics. The approval paves the 
way for Hynix to set up a plant in Wuxi, Jiangsu province. The lead cred- 
itor of Hynix, Korea Exchange Bank, said that Hynix and the Wuxi 
government are expected to sign an agreement on August 18. The 
deal also requires Chinese regulatory approval, said the bank. Fol- 
lowing several multibillion-dollar bailouts in recent years, about four- 
fifths of Hynix is owned by creditor banks. Hynix and STMicroelec- 
tronics will each invest about $500 million in the chip plant, and Hynix 
will seek an additional $1 billion in China, the company said. 


_MINSHENG PLANS BOND ISSUE 


China's only private bank plans to issue 6 billion renminbi ($725 mil- 
lion) worth of 10-year subordinated debt in an effort to beef up its 
capital base in advance of an expected initial public stock offer- 
ing. The Shanghai-based bank is awaiting regulatory approval for a 
listing in Hong Kong to raise as much as $1 billion. The aim of the 
debt issue is to raise the bank's capital-adequacy ratio to around 9% 
or 10%, according to analysts. The bank is recognized as relatively 


- healthy, especially compared with other, bad-debt-burdened Chi- 
_ hese banks. Analysts said that Minsheng's non-performing loan ratio 
. was about 16% in 2003, much better than most of its peers. 


MANUFACTURING OUTPUT SLOWS 
Manufacturing output slowed for the fifth straight month in July, a 
signal that the administrative measures taken by Beijing to slow the 
economy are working. Value-added industrial output, considered 

a critical measure of production in China, rose 15.5% from a year 
earlier, down from a 16.2% increase in June and 19.1% in April. 
Analysts said that the number suggested that China would be able 


. to achieve a soft landing for its economy. 


Elsewhere in the Review: 
Old Hatreds Resurface after Soccer Defeat (page 24) 


HSBC's Bold Investment Recalls the Past (page 42) 
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province, according to 
colleagues. "Li Dan was 
taken away by local 
government and village 
officials," said Wan 
Yanhai, a Beijing-based 
Aids activist. Wan said 
that Li and a colleague 
were detained on August 
8 as they prepared to visit 
a village where other Aids 
activists and patients had 
been preparing to protest 





AIDS ACTIVIST: Li detained 


the government's han- 
dling of the epidemic. 
Four other Aids activists 
arrested in July as they 
prepared to travel to 
Beijing have been 

freed, according to 
other activists. 


FLOODS 


The Chinese Red Cross is 
seeking donations to 
help flood victims around 
the country but espe- 
cially in poorer areas 
where livestock and 


ETa 


cropland have been 
destroyed, according to 
international charity 
officials. The most 
pressing need, said aid 
workers, is in Hunan 
province. Every summer 
brings flooding to China, 
said Chinese officials, 
but flash floods in rural 
areas have been 
particularly devastating 
this year. 


JAPANESE BONDS 


| 


A Japanese newspaper 
reported that China 
cancelled plans to issue 
so-called samurai bonds, 
denominated in Japanese 
yen, because of poor ties 
with Japan. The Nihon 
Keizai Shimbun reported 
on August 10 that the 
Chinese government had 
decided not to issue an 
estimated Y30 billion in 
samurai bonds ($280 
million). The story said 
that the arrests of Chi- 
nese activists visiting the 
disputed Diaoyu Islands 
was a key reason for the 
cancellation. Officials 
from China's Ministry of 
Finance denied pulling a 
planned issue denomi- 
nated in yen but said the 
ministry would not 
comment on what 
currencies its bond 
issues would be issued in. 
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HENAN PROVINCE: Flash flooding has been bad 
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Even in the rain, it shines. 
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Poliaical Business 


Beijing is letting business and politics mix like never before in Zhejiang province, a hotbed 


of entrepreneurialism where more and more wealthy busine ssmen are running for office 


By Anthony Kuhn/Yiw: 
ZHEJIANG PROVINCI 
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SOMEONE HAD TO clean up the mess. 
The little stream that runs through Huaxi 


village was choked with the daily garbage 
of its 3,300 regular residents and over 
[,000 migrant workers. It was so bad that 
villagers said they would give the job of 
village chiefto anyone who could clean up 
the mess. That's when local entrepreneur 
Yu Tingshun launched his campaign. He 
put up a poster in the village promising 
to donate $12,000 of his own money— 
8096 of it to clean up the stream and the 
rest to the village senior citizens' associ- 


ation. If Yu didn't follow through, the 
notice said, he would resign. 
32 Far Eastern Economic Review 
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Although he wasn't a Communist 
Party member and was not well known to 
many villagers, Yu defeated the villagi 
party secretary in an election to become 
village chief early in 2002. 
coarse old guy," Yu says modestly, 
ting in the living room of his gaudily 
ornate, three-storey home with a Lexus in 


“I'm just a big, 
Sit- 


the driveway. A sign hanging in the living 


room of the home reads in Chinese char- 
"It's being muddle- 
headed." Having made a fortune in the 
ballpoint-pen business, Yu can afford to 
be humble. "After all, 


third grade," 


acters: not easy 


| only got as far as 


he says. 
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Yu's situation is hardly unique in Yiwu, 
a major trading hub two hours south of 
Zhejiang's provincial capital, Hangzhou. 
In Zhejiang, 6596 of 4 
elected village chiefs are wealthy entre- 
preneurs, according to a study by the Zhe- 
jiang provincial Civil Affairs Bureau, 
which oversees village elections. 

Yiwu locals overwhelmingly approve 
of the trend that is bringing more busi- 
nessmen to government positions for its 
impact on their villages and 
livelihood. Supporters say it suggests a 


21 democratically 


positive 


return to a time when men of wealth and 


ability ran village affairs, a welcome 


THE SEAT OF POWER 
Yu's entry into 
politics recently took 
him to Beijing 


I ze e 
» n art 


# 
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development after decades of commu- 
nist rule in which the selection of local 
leaders was based on political and class 
credentials, not necessarily on ability 
or merit. 

Broadly speaking, from village gov- 
ernments to the national parliament, the 
arrival of Chinese businessmen onto the 
political stage is a natural result of their 
growing demands for political partici- 
pation, which Beijing would ignore only 
at its own peril. But observers warn that 
the resulting hybrid of merchant-officials 
("bureaucrat-capitalists" in Marxist parl- 
ance) dangerously blurs the line between 
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public and private interests. It could 
also doom the rise of a politically inde- 
pendent middle class and twist China's 
economic reforms into a kind of crony 
capitalism. 

"The upside of businessmen becom- 
ing village officials,” says Mao Shoulong, 
director of the School of Public Admin- 
istration at People’s University in Beijing, 
is that “these nouveaux riches can spur the 
improvement of public services” through 
their contributions. But he notes the 
downside as well: Private contributions 
should not pay for public works any more 
than public money should illegally wind 
up in private hands. Such private contri- 
butions are "just as harmful to any system 
of public finance as embezzlement.” 
Besides, he says, a private businessman 
may ultimately decide to avoid the risk 
of actually bribing public officials and 
simply become one himself. 

[n spite of the dangers, however, the 
trend may represent an important stop- 
gap until better funding for local gov- 
ernments, a more standardized civil 
service, and limits on official power can 
be implemented. 

For now, private business people 
remain a relatively tiny force in Chinese 
politics. The government has traditionally 
co-opted and rewarded wealthy magnates 
with honorific but essentially powerless 
posts. What is different now is that Bei- 
jing’s current policy is to enlist the sup- 
port of the emerging class of entre- 
preneurs—"Advanced productive forces" 
as Beijing calls them—to propel the 
nation’s modernization. 

Zhejiang is famous for its entrepre- 
neurial officials. They are dubbed “red- 
hat” businessmen in reference to the 
Mandarin headgear that the imperial 
court once bestowed upon favoured mer- 
chants. Visitors to Hangzhou still mar- 
vel at the palatial home of rgth-century 
financier Hu Xueyan, the most famous 
of the genre. To reward him for broker- 
ing arms deals that helped it quash the 
Taiping rebellion of 1851-1864, the Qing 
court gave Hu China’s second-highest 
bureaucratic rank. 


ZHEJIANG'S TRANSFORMATION 

Today, Zhejiang is home to some of 
China's largest and most competitive pri- 
vate companies. It has long boasted a 
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MIXING POLITICS 
AND BUSINESS 


* China has a history of 
rewarding businessmen 
with political posts 


¢ But whereas in the past 
the practice was often 
honorific, now it aims to 
produce better politicians 


¢ Critics see dangers in 
allowing aggressive 
entrepreneurs to hold 
such political power 
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notion and completely alien to 
China's traditions. 

Occasional crackdowns do 
little to address the roots of the 
problem. Local officials often 
reward entrepreneurs with gov- 
ernment posts because they are 
deep in debt and strapped for tax 
revenues. Also, the officials' very 
own promotions can depend 
upon GDP growth that the en- 
trepreneurs can promote. 

From the businessmeris per- 
spective, the lack of independent 
courts, industry associations or 
a civil society in general means 
that the conditions necessary for 
their firms' survival rest solely in 
official hands. China has never 
had an independent merchant 
class, and since ancient times, 
business people have flourished 
at officials' pleasure. 


China Daily Newsphot 





CRACKDOWN: Zhan Xialai was 
forced to quit his job as a CEO 


munist Party," he recalls. 

Now he wants to return the 
favour. He says his business has 
not benefited from his new offi- 
cial post, mostly because he's 
too busy with village matters. 
Besides cleaning up the stream, 
he has refurbished village irri- 
gation systems, and presided 
over the building of a new road 
and the planting of trees. 

"Entrepreneurs who be- 
come village chiefs are already 
wealthy enough, so at least they 
don't have to embezzle public 
funds,” says one Yiwu farmer, 
surnamed Yang, as he harvests 
lotus roots from a pond in his 
village. Many of Yang’s fellow 


father at age three and his mother left villagers agree, pointing out that entre- 


Yu Tingshun and other rural en- him at age six. At 11, he herded cows _ preneurs often serve without pay or use 
trepreneurs insist that it is public serv- for his commune, and at age 18 he their personal funds to pay for the win- 
ice, not financial gain, that motivates worked in a local woodcarving factory."] ing and dining of official patrons and 
them to stand for election. Yu lost his grew up relying on society and the Com- clients, endeavours that typically repre- 


BUREAUCRATS GET A TASTE OF ENTREPRENEURIAL LIFE 


On a rainy day in November 1996, Liao Yi arrived by train in 
Wenzhou, China's haven of free enterprise in eastern Zhejiang 
province. The hustle and bustle here was a far cry from his 
home in landlocked southwestern Guizhou province. But 
among the job-seeking throngs, Liao was a different sort of 
migrant: He was, and technically still is, a government official. 

Liao had signed on for a sort of training programme for 
civil servants under age 35, established in 1995 in his home 
county of Luodian. Liao and thousands of other local 
bureaucrats were sent to prosperous coastal cities such as 
Wenzhou to find private-sector jobs for up to two years, all 
while retaining their official ranks and salaries at home. It 
was meant to be a crash course in market economics for 
hidebound, parochial apparatchiks; the trainees were 
assigned to bring back new skills, wealthy investors and 
important contacts. "The point of the exercise," Liao 
explains, “was to rid us of the notion that being an official 
was the ultimate achievement." 

The domestic media got wind of the "migrant officials," 
and before long, other inland provinces, including Hubei, 
Shanxi and Anhui, followed Luodian's example and estab- 
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lished similar programmes, apparently with Beijing's tacit 
approval. It was all just another quirky by-product of the 
tangled relationship between business and government in 
China, the flip side of the growing number of businessmen 
entering politics. While entrepreneurs compete to be officials, 
officials are also, despite Beijing's repeated injunctions, 


flocking into business. 
The programme According to advocates of the 
aims to give programme, cadres who return from 
parochial, rural the big cities are more efficient and 
officials a big- knowledgeable. But there are prob- 
city experience lems. Critics say that the programme 


is blatantly illegal because, since the 
1980s, Beijing has repeatedly issued prohibitions against 
government officials holding positions in companies. How- 
ever, though the programme has been controversial from the 
start, it now seems to have won Beijing's tacit approval. The 
critics add that such a programme is a sorry substitute for a 
more effective civil-service system that addresses a lack of 
training and motivation more explicitly. 

Liao, now 38, is typical of insular officials who were 
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sent an important part of the job. 

Zhejiang provincial officials appear 
equally upbeat about the trend. The elec- 
tion of wealthy entrepreneurs "is benefi- 
cial to village governance," Zhou Bing- 
quan, an official with the Zhejiang provin- 
cial Civil Affairs Bureau, concluded in a 
report last year. Wealthy officials “have 
basically fulfilled their election pledges 
and have resolved a few long-standing 
problems,” Zhou said. 

Zhou's report admitted that some 
candidates for village chief have bought 
their way into office, plying voters with 
liquor, cigarettes and even monosodium 
glutamate. Zhejiang has introduced 
rules that distinguish between vote-buy- 
ing and contributing to public works 
while requiring township election offi- 
cials to approve all campaign pledges 
and speeches in advance. 

Yang Baowei, the head of Yiwu's 
Shangyang village, made one of the 
province's more controversial election 
* pledges. He promised to personally pay 
the entire village's national agriculture 
tax for a year—the equivalent of $12,000. 


introduced to an exciting new world upon 
leaving their homes. Until he started high 
school, he had never been out of the 
mountains of Luodian county, the impover- 
ished home to 300,000 people. After 
graduating from college and working as a 
teacher, Liao worked as an official in the 
county propaganda department, and later 
in the county's television station. 

The pace of life and work in Luodian's 
bureaucracy was glacial. Liao found his 
workload at the overstaffed station to be 
unbearably light. Many of his colleagues 
whiled away their days playing mahjong. 
They expressed amazement at Liao's 
desire to leave given that a government 
job in the county town is an unattainable 
dream for most locals. 

In Wenzhou, Liao found a job at the 
Chint group, one of China's top manufac- 


turers of circuit breakers and other industrial equipment. 
There, he edited the company's newsletter, became the 
company's press spokesman and was informally apprenticed 
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"Before, tax collectors would haul away 


pigs and furniture from the homes of 


uncooperative taxpayers," explains Yang. 
“I thought that if entrepreneurs could pay 
the village taxes, it would mean that the 
government would need fewer tax col- 
lectors," he says. Yang's rivals reported 
the matter to the city government, accus- 
ing him of vote-buying. According to 
Yang, Yiwu decided neither to “support 
it or oppose it." 


finances to be made public every month, 
the village accountant and party secretary, 
who have held their posts for nine years, 


released only vague figures at year's end. 
Yang refused to approve expenses, but the 
accountant doled out the payments any- 
way, he says. 

Village committee members usually 
submitted claims for meals and enter- 
tainment on random scraps of paper. 
"[ offended a lot of people by refusing to 


OPPONENTS COMPLAINED THAT YANG'S OFFER TO 
PAY THE VILLAGE'S TAX BILL WAS AN EFFORT TO BUY 
VOTES. BUT AUTHORITIES DECIDED NOT TO ACT 


Yang got rich making and selling auto- 
matic pencils. That's Shangyang village's 
main industry—it accounts for more than 
7596 of China's total production of auto- 
matic pencils. Yang says he stood for 
office out of a desire to overhaul a corrupt 
and inefficient system, but he concedes 
that it has been a frustrating effort. 
Despite local regulations requiring village 






». 


MARKET: Wenzhou's entrepreneurial spirit 


forever," he writes. 


sign off on anything other than official 
receipts," Yang says. He also complains 
that village Communist Party members' 
annual membership fees don't even 
cover expenses for a single meeting; the 
village is forced to pay for the res! 
one who attempts to address these prob- 
lems, an exasperated Yang observes, is 
“scorned and ostracized.” = 


Any- 


to Nan Cunhui, Chint's founder. 
Nan is a fabled figure in Wenzhou, 
having gone from shoe repairman 
to a place among Forbes maga- 
zine's 2000 ranking of China's 
richest people. Chint sells $ 1.3 
billion worth of equipment a year 
and is currently seeking a listing 
on the Hong Kong stockmarket. 
After two prosperous years in 
Wenzhou, Liao grew evermore 
distant from his highly sought-after 
government job back home. He 
brought his wife and son to settle 
in Wenzhou. Liao says he intends 
to continue working in Wenzhou 
but eventually retire to Guizhou. In 
a book about his odyssey, entitled 
From Guizhou to Wenzhou, he says 
he remains emotionally linked to 


his hometown and is confident about its future. “Wenzhou did 
not start out rich, and Guizhou is not destined to be poor 


Anthony Kuhn 
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INNOVATION 


PHARMACEUTICALS 


Feeling the Pain 


As Vietnam introduces new regulations aimed at keeping the costs of medicines 
down, foreign pharmaceutical firms are already wincing from the potentially painful 


side effects: hurt profits 





By Margot Cohen/HAno! 


MOST VIETNAMESE who braved the eco- 
nomic austerity of the late 1970s and '8os 
will never forget the agonizing shortages 
of medicine. Back then, Hanoi's central 
planners kept tight control over the phar- 
maceutical industry and forbade Western 
imports. Sick people had to make do with 
limited drugs produced by state factories. 
The luckiest families had relatives work- - 
ing or studying in the Soviet bloc who 
would stash medicines in their suitcases 
for rare trips home. 

Economic reforms brought dramatic 
change. Today, Vietnam's pharmacies dis- 
pense a wide range of imported medi- 
cines, ranging from multinational brands 
to generic drugs produced in India and 
South Korea. Spurred by the competition, 
local pharmaceutical factories are improv- 
ing the quality and diversity of their drugs. 
Thousands of private pharmacies have 
sprung up. Imports comprise roughly 
6096 of Vietnam's fast-growing pharma- 
ceutical market, with estimated revenues 
of nearly $600 million this year. 

There's plenty of choice for patients, 
but this deluge of drugs has caused new 
headaches for Vietnam's Communist gov- 
ernment. Like many other developing 
countries, Vietnam is seeking ways to 
make medicines more affordable for its 
low-income citizens, without sacrificing 
consumer choice. In April, Vietnamese 
legislators demanded swift action to sta- 
bilize drug prices, which have risen partly 
because of the fluctuating euro. But 
Hanoi's latest moves to reassert control 
over the pharmaceutical trade have rattled 


PRESCRIPTION: Vietnam wants to 
keep drugs affordable for all 
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Pham Ba Hung 


ONE SOLUTION: Hanoi has better price control over locally manufactured drugs 


many foreign players, who claim that 
Vietnamese consumers will suffer most— 
because of poorly-informed doctors, 
higher drug prices, and bigger risks of 
exposure to counterfeit drugs. 

In recent weeks, for example, Hanoi 
has barred pharmaceutical-company 
representatives from approaching doctors 
on duty at hospitals. While some com- 
panies say such visits are crucial in bring- 
ing doctors up to date on new drugs, 
Hanoi wants to cut down on corrupt prac- 
tices. Some foreign experts estimate that 
Vietnamese doctors earn up to 30% com- 
missions on prescribed brand-name 
drugs, which often leads to unnecessary 
prescriptions and higher retail prices. 
"Medicine became a commodity and a 
source of income, rather than a treating 
tool," observes Rafi Kot, general director 
of Family Medical Practice, which runs 
three private clinics in Vietnam. 

New regulations mandate generics- 
only prescriptions. Moreover, the gov- 
ernment has opted to allow private and 
state-owned Vietnamese companies to 
import hundreds of foreign brand-name 
drugs that are now handled exclusively by 
selected distributors—including Zuellig 
Pharma Vietnam, a Swiss-owned distrib- 
utor for 27 multinational companies such 
as Pfizer and GlaxoSmithKline. Importers 
must prove that they can provide the 
drugs at prices lower than currently avail- 
able. Such alternative channels are known 
as "parallel imports." 

"Exclusive channels for imported 
drugs have to be opened," says Cao Minh 
Quang, director of the Drug Adminis- 
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tration of Vietnam, an agency under the 
country’s health ministry. 

Such moves spell trouble for foreign 
pharmaceutical executives, who worry 
that their profits could be threatened, their 
marketing efforts curtailed, and their rep- 
utations compromised. While Quang 
promises that each batch of drugs pro- 
vided through parallel imports will 
undergo quality tests at government lab- 
oratories, some executives anticipate a 
flood of counterfeits. Fake drugs from 
Thailand and Cambodia already pose a 
problem in Vietnam. 


oi) 


> i >v oO » 
the price very | well] 


“I think parallel imports will affect the 
whole health-care system in a very negative 
way," says Rolf Steffen, regional director 
for Zuellig Pharma, a subsidiary of Hong 
Kong-based Interpharma Asia Pacific. 

The controversy also reflects a pro- 
found difference of opinion over the best 
way to provide drugs at reasonable prices 
to Vietnamese consumers—who are 
mostly uninsured and must pay for drugs 
out of their own pockets. For the long term, 
many Vietnamese officials and academ- 
ics believe the answer lies in promoting 
more local manufacturing of generic and 
domestic-brand drugs. "If we greatly de- 
pend on imported drugs, we can't control 
the price very [well]. Local production can 
be better controlled," says Nguyen Thi Kim 


f we depend on imported 





Chuc, a lecturer in the health economii 
department at Hanoi Medical ! 

Such arguments are dismissed 
multinational pharmaceutical 
executives, who stress thi import 
economies of scale in both production and 
distribution. High volumes of most drugs 
simply carit be absorbed by Vietnanis n 
ket, still modest compared ! 
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Philippines and Thailand. As for disti 


bution, some multinationals say 

get cheaper rates from Zuellig due to exclu 
sive relationships in markets across Asi 
“We can offer manufacturers a way to bring 
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products to market in a cost-effective wa 
at low margins, which ultimateh 


consumers here," says Steffen, who says 

his company earned just 1% to 2% of tht 

$70 million in Vietnam salt 
The bottom line is that foreign drug 

companies want less stat 

more. Already, there are restrict 

the three foreign drug distributo) 

in Vietnam—Swiss-owned Zuellig, G 

man-owned Diethelm 

Mega Products. One reason is that V 
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namese trading and distribution compa 


nies are eager to protect their turf as the 
drug market grows more varied and lucra- 
tive. The health ministry also receives fees 
and incentives from companies seeking 


to register and import drugs. Even a 


.. ceutical, as a foreign-owned 
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Vietnam strives to join the World Trade 
Organization next year, Vietnamese offi- 
cials have made it clear in negotiations 
that they consider pharmaceuticals a 
"sensitive" sector that shouldn't be fully 
opened to foreign firms, according to 
European Union negotiators. 


ZUELLIG'S HEADACHE 

That sensitivity has hit Zuellig hard in 
recent months, as the company became 
a flashpoint for the broader national 
debate over drug pricing and distribu- 
tion. State-owned newspapers attacked 
Zuellig for *monopolizing" the industry 
and imposing steep price hikes, and 
cited official warnings that Zuellig's 
licence could be revoked by September. 
Yet Zuellig says that it controls only 15% 
of the market, and maintains that prices 
on its 579 distributed drugs have risen 


on average just 596 over last year. 

What went ignored in the local press 
is that the government makes Zuellig work 
with a Vietnamese company. Together they 
supply drugs to 4,750 clients across the 
country, including hospitals and phar- 
macies. The government permits Zuellig 
to work alone only in collecting payment 
from 250 regional wholesalers. 

It remains unclear why Zuellig took so 
much heat. The company’s critics point to 
a crucial dispute over whether it has lived 
up to its initial commitment to manufac- 
ture drugs in Vietnam, in addition to prof- 
iting from distribution. But most analysts 
agree that domestic business interests also 
played a part. At a July meeting with Viet- 
namese drug manufacturers and distrib- 
utors, Hanoi officials asked the group what 
would happen if Zuellig were forced out. 
As one participant recalls, some compa- 


nies responded that if manufacturers 
could no longer rely on Zuellig, "they'll 
need us to sell their products instead." 

Steffen remains confident that the 
government will ultimately allow his com- 
pany to stay put. And like Zuellig, other 
multinationals are hoping to smooth over 
their differences with Hanoi and capi- 
talize on the market's growing poten- 
tial. “Most companies are here for the 
long haul," says Jose Nemencio Lim, 
managing director of GlaxoSmithKline's 
representative office in Ho Chi Minh City 
and chairman of the Pharma Group 
under the European Chamber of Com- 
merce. But like most other foreign 
investors in Vietnam, Lints constituency 
is hoping for more consultation and less 
erratic action from Hanoi. What's needed, 
he says, is “a real exchange of ideas on 
how to move forward." & 


A FAMILY COMPANY EYES A BIGGER DOSE OF BUSINESS 


Just three days before North Vietnam's troops descended on 
Saigon (now Ho Chi Minh City) in April 1975, Ha Truong Bich Tuy 
and 14 of her relatives fled overseas. They left behind a promi- 
nent pharmaceutical business that the family had nurtured since 
the 1950s. The refugees eventually settled in the United States, 
while the new regime took over their flagship factory and can- 
celled contracts to manufacture and distribute foreign drugs. 
Now that family odyssey has come full circle. After returning 


to Vietnam and reviving the old 
family enterprise, OPV Pharma- 





business. While multinationals generally argue that Vietnam does 
not offer sufficient economies of scale, some executives say that 
bulky products like cough medicine or even small quantities of 
speciality products might be worth making locally for Vietnam's 
fast-growing market. OPV is also keen to produce and market its 
own brands of cold medicine and other over-the-counter drugs. 
One wing of the factory in Dong Nai is devoted to a joint 
venture with Otsuka Pharmaceutical of Japan, which produces 


18,000 bottles of intravenous 
solution a day. Future plans 
include the manufacture of 


company, Tuy and her two sisters nutritional powders for patients 
— . launched a $20-million pharma- unable to digest solid food. Yasuo 
— . ceutical factory in southern Dong Bando, general director of the 
— Nai province in mid-2003. That joint venture, Otsuka OPV, says 
.. investment puts them at the his company was lured by the 
forefront of Vietnam's drive to opportunity to jump quickly into 
~ expand local drug manufacturing the Vietnam market, and encour- 
= and reduce the country's reliance aged by the family's entrepreneur- 
on imports. ial approach. “Their way of think- 
= Indeed, the family's return ing and their business style is very 
= was encouraged by officials in the TE P NN similar to ours," says Bando. This 
= present administration, including j j X QA year he expects revenues to hit $2 
— Prime Minister Phan Van Khai. MEDICINE TIME: OPV's new factory in Dong Nai million, and he is aiming for $10 


- .. *We would like to make a contri- 


= bution in upgrading the standard and quality of pharmaceutical 


million by 2009. 


OPV is also exploring a partnership with India's Cipla to pro- 


_ products in Vietnam," explains 62-year-old Tuy, OPV's general 
— director. One marketing strategy: invite Vietnamese doctors to 
.. visit the hi-tech factory so they see for themselves that locally 


duce generic drugs to treat HIV/Aids, although Tuy and her sisters 
are still waiting for Vietnamese government guidelines on this. “The 
factory is well-equipped and probably one of the finest in Vietnam," 
observes Pankaj Arora, the Vietnam country manager for Healol, a 
Malaysia-based marketing firm that sells products from Cipla and 
other generic-drug manufacturers. "The only question is whether 
they will be able to generate the kind of volumes that they need." 


Margot Cohen 





— made products are not inferior to imports. 
k The family hopes new regulations issued in May, which offer 
-more flexibility for multinational pharmaceutical companies to 
= Subcontract manufacturing to factories in Vietnam without 
k relinquishing the licences on their drugs, will win them new 
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Hard-Disk 


Hunters 


Can’t find that file? A bunch of smart new 


_ programs helps you find stuff stored ‘somewhere’ on 
your computer—super-fast 

















CONSIDER THIS: Your hard drive probably contains 
more info than you could ever imagine. Say 
you've got a modest hard drive of 20 giga- 
bytes. That’s the equivalent of about 20 
copies of the Encyclopedia Britannica. 
Or 20,000 floppy disks. That's a lot 
of stuff, and, chances are, you 
have little or no idea what's actu- 
ally on there or, if you do, how 
to find it. Be ignorant no more: 
Help is at hand. 

Now, I know we've been 
here before. One of my bug- 
bears has been the lack of a 
decent program to find files on 
your computer. By this I don't 
mean looking for anything par- 
ticularly obscure, just your last let- 
ter home, or the e-mail you got from 
the accounts department demanding 
your expense report from covering the 
Burma Campaign. Simple stuff, and it's 
always annoyed me that Internet search 
engines do this so much better on the 
world wide Web than they do on our own 
Word files or e-mails. (Mac fans will chime 
in at this point and say they've always had this 
feature; Windows fans will say XP has its own 
search-and-index function. But, with respect to both 
groups, I'd say neither is particularly useful and, in the 
case of XP's, practical. It's clunky, hard to figure out, and 
slows your computer down to a snail's pace.) But now sharp new 
programs promise to do something about this, and they are 
aimed directly at the casual user who just wants to find stuff, 
without a lot of fuss. 

First, check out blinkx (www.blinkx.com), launched late last 
month. It's a half-screen size window that lets you enter search 
terms and look for matches both on your hard drive and the Inter- 
net. Results are neatly laid out, and you can choose whether to 
look for only a certain type of file (Microsoft Word, Adobe Acro- 
bat, e-mail) or everything. Move your mouse over one of the 
matching files in the list and a little pop-up window will appear 
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giving the matching word in its context. It does all 
this super, super-fast, and it's free. There are myr- 
iad other little features in there, but 
to be discovered, rather than overw! 


thev're there 


elmine vou. 


As blinkx co-founder Suranga Chandratillake says 
“Our focus is heavily on the random home user 
who downloads it for personal use and gives it just 
five minutes before deciding whether to keep or 
un-install." That sounds like most folk 
Another option is FILEhand (www filehand.com) 
This has a more “no-nonsense, find-it-before- 
lunch” feel to it, but gives you a bit more con 
trol over, for example, how much of the itc] 
ing documents you want to see. There's no 


[nternet search involved but it's also super 
fast. Price: $40. 
Copernic, the Canadian search 
company, will launch its own Desk- 
top Searc h this month, which 
automatically adds new files 
and updates old ones 
overloading vour computer s 
processing power. From what 


without 


I've seen, it looks impressive. 
Another desktop cum-Inte1 
net search tool, Tukaroo, was 
recently bought by search 
engine Ask Jeeves before its 
official launch, so expect 
something from ther 
Google and Microsoft are both 


tO see 


SOOTI 


reportedly planning their own 
challengers. 
Finally, there's X1 (www.x1.com) 


which I've looked at here before. A 

new version released last week resolves 

most of the quibbles I had with previ- 
ous versions, and probably puts 

head of the pack. The program looks nice 
feels sleek and, importantly for me 

you see all the matches in a preview of the 

entire document—so you don't have to open the 
original program. 

[n the new version you can do more advanced 
searches involving phrases, Boolean strings (not 
the garters that hold up Amish dancers leggings 
but more complex searches including ANDs and 
ORs). It also has the ability to save searches so 
you can run them again quickly. The price: $100, 
which is a tad steep, but it's selling for $75 until 
September r5. 

A small price to pay for all that wisdom hidden 
on your hard drive. 8 
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More musings and search tips at 
loosewtreblog.com 
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MOBILE PHONES 


Two For the Price of One 


That's two technologies—cellular and Internet—in one handset, resulting in 
wireless convenience, faster access and cheaper calls 


By Ginny Parker/Toxyo " 


, 3 YOU'RE WALKING TO WORK while talking on your cellphone. 

| Out on the street, you're using a cellular network and pay- 

Lo * Lo ing your mobile provider for each minute you gab. But once 

— you reach the office, your cellphone detects a signal from your 

company's wireless Internet, or Wi-Fi, transmitter and auto- 

matically switches you from the cellular network to the Wi- 

Fi one. Your call is now being routed over the Internet, sav- 

ing money on cellphone fees. You're also able to browse the 
Web on your cellphone at super-fast broadband speeds. 

Such technology stands to revolutionize telecommuni- 
cations on two levels. For the consumer, the technology 
combines the convenience of cellular access with the low cost 
and high speeds of Wi-Fi networks, all in a single device. 
For the industry as a whole, this technology illustrates a 
new but increasingly common theme: How the convergence 
of once discrete technologies—in this case, mobile-phone 
service and the Internet—is pitting unlikely rivals against each 
other in a battle for chunks of a brand-new territory. 

Japan serves as a prime example. Here, two companies 
have recently announced handsets that function on both 
cellular and wireless networks. One is made by NEC Corp. 
ee and will be marketed by NTT DoCoMo, Japan's largest cel- 





lular provider. The other device is from Fujitsu Laborato- 
ries, a wholly owned subsidiary of computer maker Fujitsu, 
which has long cooperated with DoCoMo by making hand- 
sets for the carrier's exclusive use. This time, however. Fujitsu, 
in a joint project with telecoms-equipment maker Net-aCom 
Corp., is striking out on its own. 

Both Fujitsu and DoCoMo's handsets are examples of a 
new breed of communication devices that merge PDA-like 
functions, such as Web-surfing, with cellphones. Nobutsugu 
Fujino, a senior researcher at Fujitsu, calls his company's prod- 


uct an "all-purpose remote control for the office." In addition 

to being able to make phone calls, the bar-shaped handset 

has a screen for doing things like Web browsing, e-mailing and 
m> à 


looking at documents stored on a company’s server. 

Of course, Japanese companies are not the only ones devel- 
oping such devices. Other companies, including United 
States-based Motorola and Hewlett-Packard, have unveiled 
phones that combine cellular and Wi-Fi technology. 

But the race to develop this new type of phone is likely 
- 3 to be particularly heated in Japan, where cellular technology 
j is more advanced than almost anywhere else. Nearly 7096 
TALK, SURF AND SAVE: Consumers will relish the convenience of the population uses cellphones, many of them packed with 
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A NEW BREED: 
New models 
from DoCoMo 
(left) and 
Fujitsu (below) 





fancy features like MP3 music players, television tuners and 
video-conferencing capabilities. 

Moreover, amid intense competition, cellphone opera- 
tors are struggling to find new markets and ways to distin- 
.- guish themselves. Devices like Fujitsu's and DoCoMo's— 
designed specifically for corporate use—are seen as the new 
wave of gadgetry. 

Fujitsu's phone can function on wireless networks— 
both office Wi-Fi systems and public Internet-access 
points called hotspots. When it is not within range of a 
Wi-Fi transmitter, a networking card inserted into the 
top of the phone allows it to function on cellular net- 
works. The changeover from one network to another 
is automatic and takes place without disruption of the 
service, using Fujitsu-developed software called 
Seamlesslink, says Fujino. The company has not yet 
set a price for the handset, which will be available 
later this year. 

The handset runs on Microsoft's Windows CE 
operating system, and users can customize the 
~~ device by loading it with different types of soft- 
ware. That's a stark contrast to the way cellphones 
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typically work in Japan, locking users into the software pro- 
vided by the carrier. “The idea is to give users the freedom 
to use whatever applications they want, without being con- 
trolled by the cellular carriers,” Fujino says. 

As demonstrated at a Fujitsu technology show last month, 
some of the proposed uses for the device seem almost futur- 
istic. For instance, the phone can be equipped with a card that 
stores personal identification data, with sensors installed 
around the office communicating with the device and deter- 
mining the employee's location. Calls to the employee's work 
phone number are routed right to the employee, no matter 
where he or she is. And when an employee sits down at any 
computer, whatever documents the person has stored on 
the company's server are automatically called up onto that 
computer screen. 


THE CONVERGENCE OF TECHNOLOGIES— 
MOBILE-PHONE SERVICE AND THE 
INTERNET—IS PITTING UNLIKELY RIVALS 
AGAINST EACH OTHER 


[n a mock conference room at the Fujitsu exhibition, ceil- 
ing-mounted ultra-sonic sensors communicated with the 
handset, allowing the user to send documents to nearby print- 
ers or have them projected onto a screen. 

As a potential competitor to Fujitsu's device, NTT 
DoCoMos NgooiL, unveiled last month, is a phone that works 
over wireless office networks and DoCoMo's high-speed, third- 
generation, or 3G, cellular network. 

Hitoshi Yasuda, who directs product development for cor- 
porate users at DoCoMo, calls the handset an “information 
terminal" that will work as a cellphone while also functioning 
like a PDA, allowing users to check office e-mail, schedules 
and documents saved on the company server. The company 
says it hopes to sell 100,000 handsets a year. The N9ooiL 
sets, priced at around ¥40,000-50,000 ($360-450) each, will 

be available by the end of the year. 

Some analysts think the ability to make mobile 
phone calls over the Internet will eat into DoCoMo's 
core cellular traffic, the way Internet-protocol teleph- 
ony, growing in popularity in Japan as elsewhere, 
has eaten into the traffic of the nation’s fixed-line 
phone providers. In addition, the ability to make 
calls wirelessly over the Internet may give broad- 
band Internet-service providers a chance to enter 
Japan's mobile-phone market—where cellular 
licences are restricted by the government—by mak- 

ing use of Wi-Fi networks alone. 
Yasuda at DoCoMo says that the company isn't 
worried, since Japan does not yet have a prolifera- 
tion of Wi-Fi hotspots. It's more important, he says, 
to bring new corporate users onto DoCoMos networks 
and get them to use the company's data-transmis- 

sion services. & 
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HSBC Bets 
Big On China 


In a gamble on the reform of China’s banking system, HSBC has 
taken a significant stake in the Bank of Communications. While it 
might seem a risky bet, the long-term payout could be enormous 


By Ben Dolven/SHANGHA!, Howard Winn/HoNc KONG 


IN 1995, the Hongkong and Shanghai 
Banking Corp. turned down an opportu- 
nity to reclaim a huge piece of its China 
heritage. Authorities were offering to lease 
the bank its old Shanghai headquarters, a 
grey neoclassical edifice on the city's his- 
toric riverfront, for around $100 million. 
The enormous dome-capped building had 
been its home from 1923 until 1955, the 
final decades of an 8o-year period in which 
the bank had financed everything from rail- 
ways to guns for the British colonial admin- 
istration and a series of Chinese rulers 
including the Qing imperial government. 


HSBC’S STRATEGIC 
INVESTMENT 


* HSBC gains access to 
BoC's 2,700-strong 
branch network covering 
139 cities to market a 


range of services 


* Board representation 
gives it some control 
over management 


*When China deregulates 
its banking system, HSBC 
could take over BoC 
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Shanghai's mayor had since moved 
into the building and it was now bedecked 
with fluttering red Chinese flags. The inte- 
rior was in disrepair, the offices spartan 
and it would have cost the bank an enor- 
mous sum, perhaps another $100 mil- 
lion, to refit the building. So HSBC's Lon- 
don-based board, after long argument 
about whether to re-possess their heritage, 
opted to leave the offer on the table, 
instead setting up shop in a new sky- 
scraper across the river. 

Nine years later, HSBC was once 
again made an offer—the largest possi- 
ble deal in Chinese banking. And this 
time, HSBC took it. On August 6, in Bei- 
jing's Great Hall of the People, HSBC 
Holdings Chairman John Bond an- 
nounced an agreement to pay $1.75 bil- 
lion for a 19.996 stake in Shanghai-based 
Bank of Communications, China's fifth- 
largest bank. The investment—eight 
times bigger than any previous foreign 
investment in a Chinese bank—gives 
HSBC a dramatic lead in the race to grab 
pieces of China's banking market, from 
a wide consumer- and corporate-banking 
network to credit cards and wealth man- 
agement. But investing so much in a 
state-owned lender raises myriad ques- 
tions about HSBC's wisdom in opting to 
work so closely within the troubled Chi- 
nese financial system. 





Bank of Communications has 2,700 
branches in 139 cities around the country, 
compared with HSBC's current nine. So 
the deal could give HSBC an opportunity 
to market its own services through a 
massive branch network and take care of 
existing clients just about anywhere in 
China. And its officials are talking about 
seizing a historic moment: *We are back 
in force," says David Eldon, the bank's 
chairman. (See interview on page 44.) 

HSBC looks at this deal as the largest 
possible opportunity to plant its flag 
inside the Chinese financial system—to 
build ties and stakes that give it a chance 
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to do small things now in expectation that 
regulatory change may allow it to do more 
in the future. In recent years it has made 
other, smaller investments: $63 million 
for an 896 stake in Bank of Shanghai, a 
smaller bank with which it has had trou- 
ble building operational ties; and $766 
million for a 1096 share of Ping An Insur- 
ance, China's second-largest insurer. 
Eldon says the next priority is getting an 
asset-management business running, 
either on its own or via a similar route. 
"HSBC is one of the few banks in the 
world that can afford to take the view that 
they have in China," says an analyst at 
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BELLY OF THE BEAST: 
From its domed 
headquarters in 
Shanghai to its 
gleaming tower in 
Hong Kong, HSBC 
has come a long way 





an American brokerage. “That is to say, loan growth during 
take 20% of this bank and 20% ofanother caused its bad-loan tally 
institution and other piecemeal-type of The bank's official NPL ! 
minority shareholdings, and waita gen- before the deal, but just 
eration for it to turn into real money." ernment-backed a 

Still, it’s an enormous gamble. Stan- pany bought mo 
dard and Poor's figures some 40% ofout- cents on the dollar. Bu 
standing loans in the Chinese banking the real rate is hig 
system are unrecoverable. And Bank of as the Big Four | 
Communications, which became China's icy lending has meant | 
first “shareholding” bank in the 1980s, has problems with asset qu 
a balance sheet as impenetrable as any of hasn't been good 
the country's institutions. A banker famil- record,” says David Mai 


iar with its books says it had a huge hole in 
its balance sheet three years ago, but rapid 
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at Fitch Ratings 
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With the investment, HSBC has 
pushed as many chips into the pot as it 
could. Chinese regulations place a 2096 
limit on a single foreign investor's stake 
in a Chinese bank, and a 25% limit on 
total foreign shareholding of a bank. (The 
latter regulation will present a complica- 
tion as Bank of Communications pro- 
ceeds with a planned public share offer- 
ing in Hong Kong next year.) "What 
HSBC may be expecting is that over time, Euri. MEL. 
the limits on foreign ownership may be E. d 
lifted and HSBC could lift their stake and 
perhaps ultimately take control," Marshall 
says. But, he adds, "that would clearly be 
a long-term game." 

The strategy makes sense if one is 
optimistic about the direction the Chinese 
banking system is taking. Bank of Com- 
munications is big enough to offer HSBC 
enormous regional spread, but not as 
large or politically sensitive as the Big 
Four state banks, which most observers 
figure the government would never let go 
of. “It’s the biggest deal possible. There 
will be nothing bigger," says Stephen 
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INTERVIEW: DAVID ELDON 


Harner, a Shanghai-based banking con- 
sultant. “If you do succeed, nobody will 
touch you for a generation.” 

In the Chinese market today, HSBC, 
Citibank and Standard Chartered are 


essentially the three international banks 
that matter. They're the only three who 
have demonstrated the commitment to 
build a broad renminbi business. And 
HSBC and Citibank are the two with the 


THE RACE FOR CHINA'S FINANCIAL SERVICES 
HSBC buys 8% stake in Bank of Shanghai for $63 million 


HSBC buys 10% stake in Ping An Insurance for 


$600 million (investment later raised to maintain stake in 
subsequent IPO) 


> 





Citibank buys 4.6% stake in Shanghai Pudong 


Development Bank for $67 million 


Hang Seng Bank (HSBC unit) buys 16% stake 


in Industrial Bank for $208 million 


HSBC takes 27% stake in Fujian Asia Bank 


(later renamed Ping An Bank) for $20 million 


Newbridge Capital buys a 17.9% stake in 


Shenzhen Development Bank for $149 million 


HSBC buys 19.9% stake in Bank 
of Communications for $1.747 billion 


Managing the Odd Hiccup 


The deal with Bank of Communications has brought HSBC back into contention in 
the turbulent China market, the chairman of HSBC Group tells Howard Winn 


WHAT IS THE SIGNIFICANCE OF THIS INVESTMENT FOR HSBC? 


We started off in Hong Kong and China 140 years ago. Clearly 
over a period of time, as China has gone through various stages 
of development, our business was very strong right the way 
through from 1865 to the 1930s. Subsequent to that we remained 
in China and became very involved with specifically trade finance 
without being able to do much other traditional banking busi- 
ness. This move for us creates an opportunity to move back 
into the market in China in a significant way. Here we have an 
organization which is the fifth largest after the Big Four in China 
and the difference in size between it and the next one down is 
very substantial. So it gives us a distribution network and the abil- 
ity to grow our business. It give us, for example, an immediate 
credit-card base. 

| think there probably is a sense in which this is a histori- 
cal moment. It is the largest investment by a foreign bank in 
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China in recent times. In the run-up through 
the 1920s and 1930s we were well represented 
throughout China. We haven't had the same sit- 
uation existing for a long time. We were basi- 
cally operating out of Shanghai. Now we are back 
in force. 


WHY THE BANK OF COMMUNICATIONS? 


This is a bank that fitted the criteria that we were 
looking for and was of a size that interested us— 
because it appeared manageable and gave us the 
breadth of coverage [across China] that we wanted. 


WHICH SIDE INITIATED THE CONTACT? 


Somebody came to us with the idea that we might 
want to have a look at them—an investment banker. 
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size to do a deal like this: Standard Char- 
tered looked hard at a Bank of Commu- 
nications deal before deciding it was too 
big to swallow. 

Over the past three years, as the 
mainland market has opened, HSBC has 
gone in more quietly than arch-rival 
Citibank—though no less intently. When 
the American giant opened its first 
Shanghai branch, just a few doors north 
of HSBC's former headquarters, then- 
chairman Sanford Weill was the one who 
cut the tape and watched balloons float 
out over the city. Over the ensuing 
months, HSBC's branch openings were 
barely noticeable. 

But for all the quietness, HSBC has 
steadily built its business. The bank now 
has over 1,000 employees based on the 
mainland. It hasn't released its China 
results for last year, but in 2002 the 
Chinese operations turned a net profit 
of 156 million renminbi ($18.8 million), 
with interest income totalling 353 million 
renminbi and fees fetching another 212 
million renminbi. "They have aggressively 


over the years sought to create a network 
of products and services that would allow 
them to attract renminbi," says Harner. 
"They just have done an outstanding job 
of focusing on the liability side—gather- 
ing renminbi deposits and placing those 
deposits in profitable ways." 


EARLY MILESTONE 
That's important. One of the big problems 
that foreign banks in China have had is 
getting their hands on the Chinese cur- 
rency, since their ability to take renminbi 
deposits is severely limited. In order to 
provide financing for Chinese products, 
they've typically had to borrow local 
currency from Chinese banks, which 
increases their cost of funds, squeezing 
margins and competitiveness. Beginning 
in 2002, HSBC no longer had that dis- 
advantage. Citibank was the only other 
bank that reached the milestone so early. 
HSBC has also quietly built a network 
of trade financing for its small corporate 
clients, and largely ignored bigger deals 
that didn't feed the bottom line. “HSBC 


has been rather distinguished in not pur- 
suing the GMs of this world 
Harner. "It's been their good-banker dis- 
cipline over the years. They 
target these MNCs where th 
almost nothing—the really low margin, 


say ^» 


didnt even 


: spreads are 


low return-on-assets, top multinational 
tier business—unless the were a lead 
manager or arranger where they got fees 


They didn't see a need to participate to see 

their name on the masthead if it didnt 

make commercial sense 
Meanwhile, they’ve opened branches 


will 


d this 


faster than anyone else. Their tent! 
open in Suzhou later this year. Ai 
will likely continue: In August, the gov- 
ernment announced it would eliminate 
rules forcing foreign banks to wait a year 
between branch openings in a particular 
city, and cut minimum « 
ments for new branches to 50 
renminbi from 600 million renn 
previously. Bankers, however, say the 
capital requirements still represent à 
substantial burden that will keep them out 
of most second- and third-tier cities, &* 


apital require- 
million 


in DI 


WHAT DO YOU THINK OF THE ASSET QUALITY OF THE BANK OF 
COMMUNICATIONS? 


We have got a 2096 stake and we have done the sort of due dili- 
gence that our shareholders would expect for an investment of 
this size. We are comfortable with what we have found there. 


DID YOU SECURE ANY GUARANTEES OR ASSURANCES OVER THE 
EXTENT OF YOUR INFLUENCE ON THE MANAGEMENT OF THE BANK? 
There are agreements that we have between us but they are not 
something I am at liberty to talk about. There are agreements over 
what we can do in the future in terms of business. 


WHAT SORT OF ASSISTANCE AND HOW MANY PEOPLE WILL YOU BE 
SECONDING TO THE BANK OF COMMUNICATIONS? 

It may be 5 or 10 but it won't be a huge number, We will have two 
seats on the board. We also have the option to install a very senior 
person at the bank, but we won't do that for the time being. We 
are specifically interested in and will provide the bank with some 
people and assistance in terms of audit, governance, risk assess- 
ment, and risk management—so we will do all of those things. 


THERE HAVE BEEN CONCERNS FOR MANY YEARS OVER THE 
POSSIBILITY OF A CRISIS WITHIN CHINAS BANKING SECTOR 

China has grown at such a pace for such a long period of time. 
I think anyone who thinks it can continue to grow without there 
being the odd hiccup is not taking any lessons from history. It 
depends on how those hiccups are managed. = 
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Getting access to Bank of Commu- 
nications' 2,700 branches will be a big 
boost. But if that's the sole benefit, $1.75 
billion is a very large amount to fork out 
for it. Others, including Standard Char- 
tered, manage to take care of their clients 
through cash-management agreements 
that let them use the branches of large 
Chinese banks. 

So HSBC is betting strongly that it can 
work operationally with its new partner. 
It will get two seats on the bank's 18-mem- 
ber board and says it's determined to raise 
risk-management and other standards. 
"Some of the other investments are more 
passive," Bond said in announcing the 
deal. "This one is very different. It's much 
larger and we expect to play a role." 

The large sum invested— plus the 
fact that the government put 19 billion 
renminbi of new capital into Bank of 
Communications, replaced three of its 
top executives, and hived off 41.4 billion 
renminbi of its bad loans before the 
deal—suggests that HSBC must have 
done its homework well and negotiated 
aggressively. 

But there is a certain “when worlds 
collide" character to the partnership. Visit 
their branches to get an idea: In HSBC's 
branch along Shanghai's tony Nanjing 
Road, professionally dressed staff stride 
out quickly to intercept customers, sit 
them down and pitch the bank's services 
as young trainees watch intently. Their 
services are priced lower than Citibank's. 


Personal accounts carry no minimum 
balance and there's no penalty as long 
as you keep $2,000. "Do you want to open 
an account today?" an agent asks quickly 
after laying out the choices. 

Less than a 10-minute walk away (and 
still in Shanghai's most expensive office 
district), a Bank of Communications 
branch is run-down, a mobile-phone 
number scrawled on the door. The ATM 
plaques are half-rusted and unreadable, 
and a workman fiddles on the floor with 
a screwdriver, rolls of paper and, oddly, a 
computer keyboard, slowly repairing the 
cash-deposit machine. On the wall, next to 


the advertisements for fixed-term sav- 
ings accounts, hangs a poster touting the 
bank’s security, featuring camouflage-clad 
policemen with semi-automatic weapons. 
“It doesn't feel like you're in Shanghai,” 
says one account holder, describing how a 
Bank of Communications staffer berated 
him angrily for losing his ATM card. “It 
feels like you're in a dusty bank branch 
somewhere in South America.” 

Indeed, Bank of Communications is an 
odd beast—not nearly as big as the Big " 
Four state banks, but not nearly as nim- 
ble as the bevy of municipally owned com- 
mercial banks that have cropped up over 
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TYING THE KNOT: BoC President Zhang Jianguo congratulates HSBC Chairman David Eldon 


A LONG AND CHEQUERED PAST 


HSBC's deal with Bank of Communications is not the first time 
these two have done business. Both banks have long histories, 
with HSBC’s extending back to 1865 while the Bank of Com- 
munications was established in 1908. Their paths crossed 
during the troubled years of the early 20th century when China 
was brought to its knees by feuding warlords and the 
predations of the European powers, Russia and Japan. 

Such was the parlous state of China's finances that it was 
forced to borrow from foreigners to fund its purchases of guns 
and ammunition to defend itself. The Hongkong and Shanghai 
Bank, as the dominant bank in the East, played a leading role in 
these loans, which brought it in contact with the Bank of 
Communications. The two banks were also involved in the 
loans floated predominantly by the Hongkong and Shanghai 
Bank to build railways in China. 

In 1898, the bank together with the long-established Hong 
Kong merchant house Jardine Matheson had formed the British 
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& Chinese Corp. to secure railway concessions in China. 
Jardines handled the building of the railways while the bank 
managed the finances of the operation. In 1910 the bank was 
appointed to the lead role in the multinational China Consor- 
tium that sought to organize the international loans needed to 
keep China afloat. 

Later, during the financially chaotic period after China came 
off the silver standard in 1934, the bank's Shanghai manager 
A.S. Henchman distinguished himself by preventing a complete 
collapse in the currency. He battled speculators for a year until 
China adopted a managed-currency mechanism on the advice 
of the British Treasury. For his pains Chiang Kai-shek awarded 
Henchman the Order of the Brilliant Jade and presented him 
with a gold watch. The bank's role as banker to China during 
this period was the result of the dominant position it assumed 
in the preceding 40 years in financing the China trade. 

The bank was established in Hong Kong in 1865 by the 


the past decade. It was established in 
1908 in the latter years of the Qing 
dynasty by a government trying to wrest 
financial control over railways from colo- 
nial financiers. At the same time HSBC 
was financing the building of railways 
around China, Bank of Communications 
first project was helping the Qing gov- 
ernment secure funds to take operating 
rights on the Beijing-Wuhan railway. 
_ The bank's current incarnation 
appeared in 1987 as a spin-off from the 
central bank. Its diffuse shareholding 
structure was a reform-minded experi- 
ment, but during the 1990s, it came 
under greater government control: Its 
shareholdings were centralized, the 
finance ministry upped its stake and the 
bank began behaving much like the 
country’s state-owned behemoths. “It 
sort of lost its way in the late 1990s,” 
Harner says. 

Today, like many Chinese banks, 
Bank of Communications has interna- 
tional consultants crawling over it. 
Price WaterhouseCoopers has worked 
on its accounting and risk-manage- 
ment systems and for the past two and 
a half years Goldman Sachs has been 
helping with its restructuring and a 
prospective listing next year. Still, as in 
many cases, these efforts don't instil 
confidence that the bad-loan tallies 
wont grow. 

And problems riddle its recent his- 
tory, serving as a reminder that the Chi- 


nese banking sector is dotted with poten- 
tial sink-holes that could make HSBC's 
task arduous. Regulators recently chided 
Bank of Communications for two loans 
made to disgraced Shanghai property 
tycoon Zhou Zhengyi. Investors have 
protested this summer at its headquar- 
ters, demanding to be repaid for invest- 
ments in trust products that never paid 
off. And in June, China's National Audit 
Office uncovered embezzlement of 221 
million renminbi at a branch in Liaon- 
ing province. 

The question is whether HSBC can 
work with this beast. It's by far the 
largest Chinese financial institution any 
foreign bank has ever bought a stake in. 
*For the amount of money they are 
investing, they are clearly going to have 
a lot of management influence on this 
bank," says John Wadle, a Hong Kong- 
based banking analyst for UBS. 

Wadle talks of the long view: “It’s like 
them buying Hang Seng Bank in the 
'Gos. The payoff for that didn't come 
until the ’90s when there was a major 
boom in financial markets in Asia. 
There will be a lot of transitional prob- 
lems in China over the next ro years. 
[But] at some point they are going to 
break through all of that and they will 
have a more developed middle class and 
a more developed infrastructure." & 

Helena Yu in Shanghai and 
Nancy Zhang in Beijing contributed 
to this article 
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International Busin 


South China = 
Gateway to Mainland Business Community 


The best way to understand local business culture is té 
learn from the local market. As a distinguished platfo a 
you to share international knowledge and local intelligen 

CEIBS is the gateway to the largest business elite ne 
in the mainland China. 


Celebrating our 10 year anniversary this year, CEIBS is 
proud to continue its mission of contributing to China's 
economic growth with our “CEIBS South China Forum” 



















Established as a non-profit joint venture between the —— 
Chinese government and the European Union, CEIBS is th 
first international business school in mainland China. Q6 
MBA, Executive MBA, and Executive Education are tj j 
only EQUIS accredited programmes in mainland Chhai f 
school is internationally recognized and has b 2 / 
world's top 100 business schools bj oS, 
for three consecutive ye f 
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Mandarin Oriental We 
5 Connaught Road, C 


EMBA Information Session 
6:00 p.m. to 8:00 p.m. August 26 

Topic: Growth and Growth Theory 

Speaker: Xu, Xiaonian, Professor of Economics & Finance 
Contact Info: 

Tony Jiang, EMBA Office 

jtony@ceibs.edu, *86-21-2890-5888 


Opening of HK and Macau Alumni Chapter 
B:00 p.m. to 10:00 p.m. August 26 

Contact Info: 

Kristy Gu, Alumni Relations Office 
gkristy@ceibs.edu, +86-21-2890-5121 


" org Hote! 
entral, Hong Kong island 




















Wuzhou Guest House 
No. 6001, Shennan Road 


MBA Information Session 
2:00 p.m. to 5:00 p.m. August 22 
Contact Info: 

Calvin Yan, MBA Admissions Office 
admissions ceibs edu, «85-21-2890.5555 


CEIBS Job Fair 
8:30 a.m. to 1:30 p.m. August 23 
Contact Info: 

Ada Shang, Career Development Centre 
sada@ceibs.edu, +86-21-2890-5608 


Press Conference 
1:30 p.m. to 2:00 p.m. August 30 
Contact Info: 

Phoebe Li, Marketing & Communication 
IphoebeOceibs.edu, +86-21-2890-5122 


CEIBS Forum 

2:00 p.m. to 4:30 p.m. August 30 

Topic: Overviews of China Economy 

Speaker: Wu, Jinlian, Bao Steel Professor of Economics 
Xu, Xiaonian, Professor of Economics & Finance 

Contact Info: 

Elly Lin, CEIBS Shenzhen Office 

lelly@ceibs.edu, «86-755-8293-1563, 8293-4723 


Alumni Party 

5:30 p.m. to 7:30 p.m. August 30 
Contact Info: 

Kristy Gu, Alumni Relations Office 
gkristyGceibs.edu, «B6-21.2890-5121 

















































TianLun International Hotel 
172 Linhe Road Central 


CEIBS Executive Talk 
2:00 p.m. to 5:00 p.m. August 25 
Topic: Establishing a Learning Organization 
Speaker: André Wierdsma, 

Professor of Management & Organization 
Contact Info: 
Elly Lin, CEIBS Shenzhen Office 
lelly@ceibs.edu, +86-755-8293-1563, 8293-4723 
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SOUTH KOREA 


Careful Consumers 


With 7 trillion won in unpaid credit-card debt, Korea’s 
consumers quite understandably are taking a breather 


By Lina Yoon 

Weak consumer spending has been the bane of eco- 
nomic policymakers in South Korea as they strug- 
gle to steer the economy back to the path of strong, 
sustainable growth. In the past two years, consumer 
confidence has remained stubbornly weak, despite 
low interest rates and solid export growth. 

Now, the Korea Chamber of Commerce and 
Industry has produced a survey of consumer shop- 
ping patterns showing just which types of business 
have been hardest hit by the loss of the retail won. 





IN THE DUMPS 
South Korean consumer confidence in 
the economy has fallen sharply 
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Economic Monitor 


By far the biggest losers, according to the survey 
released on July 28, have been department stores, 
such as the big chains Shinsegae, Lotte and 
Hyundai. The survey showed shoppers’ monthly vis- 
its to department stores had declined by 28.6% com- 
pared to a year ago. Even the normally cheaper 
hypermarkets have been hit hard by the consumer 
slump—visits were down 17.5% over last year. 

The figures indicate South Korean shoppers 
are avoiding expensive discretionary shopping 
such as clothing and cosmetics even in the big dis- 
count stores. “People spend less on women's suits. 
They don't buy accessories as they used to. It is OK 
not to buy a new purse or a hair pin,” says Ha Ji 
Sung from Hyundai's public-relations department. 
The survey results suggest Korean shoppers are 
keeping their spending to essentials. In contrast 
to visits to department stores and hypermarkets, 
visits to traditional markets were down only 5.8% 
over last year and that to supermarkets and local 
convenience stores fell by just 4.7%. 

The outlook for consumer confidence is bleak. 
The latest consumer expectation index, released by 
the National Statistical Organization on August 5, 
showed expectations of spending in the preceding 
six months were down. The index dropped to 89.6 
in July from 92.2 in June, the lowest level since 
December 2000, when the index stood at 82.2. An 
index rating below 100 means that more consumers 
expect the economy and living standards to worsen. 

The weakness of consumer spending is usu- 
ally attributed to the huge credit-card debts that 
built up after the government and banks encour- 
aged the flow of easy credit to boost economic 
growth after the 1997-98 economic crisis. Since 
1999, the government has maintained low inter- 
est rates, facilitated the use of credit cards and low- 
ered taxes for credit-card users. Economic growth 
surged to 7% in 2002 on the back of increasing 
consumption by low-income households. 

But, according to the Financial Supervisory Ser- 
vice, delinquent credit-card debt stood at 1 trillion 
won ($837 million then) in 1999, 6 trillion won in 
2002, and 7 trillion won in 2003. “The drop-off in 
consumption in the past year and a half can be 
attributed to the dramatic increase in consump- 
tion in 2002,” says Philip Lim, an economist at the 
Korea Development Institute. 

The combination of low consumer confidence 
and rising inflation has left policymakers with a 
dilemma as they try to meet an annual economic 
growth target of more than 5%. If the Bank of Korea 
lifts interest rates to dampen inflation, it risks fur- 
ther restraining domestic spending and lowering 
growth. Says KDI's Lim: "The most probable reac- 
tion is not doing anything at the moment, see 
through the recovery process and then decide." = 
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. Dow Jones Global Indexes Local Indexes 


Index big % chg YTD (Aug. 9) Mkt Unit Latest % chg YTD 
(Aug. 9) %chgYTD Australia 3,519.50 +6.46 Aluminium Ldn $/tn 1633.00 +1.81 
Australia. 221.42 *1.53 Bangkok 607247 -21.33 Cocoa NY $/tn 1615.00 — *6.60 
China 88 119.90 -11.66 Bombay 5,233.21 -10.37 Coffee NY c/Ib 6235 +3.70 
Hong Kong 217.31 *0.24 Colombo 1451.84  +36.69 Copper NY c/lb 12415 «18.75 
Indonesia 55.68 +1.24 Hong Kong 12,467.41 -0.86 Cotton NY c/Ib 4575  -39.06 
Japan 80.25 +3.30 Jakarta 750.04 +8.40 Gold Ldn $/oz 399.00 -4.37 
Malaysia 108.52 -0.09 Karachi 5,363.96  +19.96 Oil: Brent Ldn $/barrel 40.91  *35.60 
New Zealand 199.45  +10.32 Kuala Lumpur 816.81 *2.88 Palm Oil KL Ringgit/tn 1,424.00 -19.73 
, Philippines 73.67  +13.85 Manila 1578.23 +9.42 Pulp FOEX — $/tn 650.68 — *16.31 
Singapore 140.24 *5.29 Seoul 742.13 -8.46 Rice Bnk $/tn 238.00 +1782 
South Korea 100.28 -5.79 Singapore 1,922.75 +8.97 Rubber KL Mc/kg 455.50 ~-3.60 
Taiwan 102.09 -9.90 Taipei 5,399.45 -8.34 Soyabeans Chg c/bushel 57075 -2842 
Thailand 6147 — -23.13 Tokyo 10,908.70 +2.17 Sugar NY c/Ib 8.08 +42.50 
U.S. Total Market — 251.34 -4.32 Wellington 2,321.63 +1.90 Tin KL $/tn 8,755.00 +32:45 
Euro Stoxx 50* — 2,596.52 -5.95 DJIA 9,814.66 -6.12 Wheat Chg c/bushel 331.550  -12.07 
FTSE 4,314.40 -3.63 AIG - Dow Jones Commodity Index — 14543 +7.51 

Dow Jones Global Indexes track about 80% of market 
capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx ™ — Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Tolerate: Reuters; Dow Jones 





ECONOMIC DATA IN THE SPOTLIGHT 















% chg on yr earlier 12-mth cumulative (Sbin) Latest interest rates South Korea (0.9 1% on week) 

(Aug. 9) GDP CPI Current acct [Trade balance — !-mth interbank | Prime rate Won/$ 

Australia — 37(MarQt) +2.5 (lun Qtr) -33.04 (Mar) -16.82 (Jun) $34 950  — 154— 

China 9.6 (Q2 '04) *5.0(Jun ^ *45.88 (2003) * 14.32 (Jun) 3.62 n.a. 

EU 4.6 (1'04)  +42.2(un) *44.85(01'04) -9.09 (May) 2.10 na. 1,156 —— 

Hong Kong 6.8 (Q1 '04) -0.1 (Jun) * 15.27 (Mar) -12.99 (Jun) 0.49 5.00 | 

‘India X  8.2(04 '03/'04) 43.0(un) ^ *456(Mar) -16.78 (Jun) 6.00 11.13 1,158 — 

Indonesia 4.46 (Q1 '04) *7.2 (Jul) *4.70 (2003) *26.51 (Jun) 7.37 9.23 

Japan  — 61(0!'04) -0.1 (Jun)  *16143(May)  *115.48 (Jun) 0.06 1.38 1.160 - 

Malaysia 7.6 (Q1 '04) *1.3 (Jun) * 13.41 (Mar) * 17.29 (Jun) 2.83 6.00 

NewZealand 3.6 (Q1 '04) +2.4 (Jun Qtr) -4.20 (Mar) -2.21 (Jun) 6.23 6.39 1,162 

Philippines 6.4 (O1 '04) *6.0 (Jul) *3.94 (Mar) -1.25 (May) 7.13 10.13 

Singapore 12.5 (02 '04) +2.3 (Jun) ^ *2715(Mar) —*27.40 (Jun) 0.88 5.50 1164 

South Korea 5.3 (01 '04) *4.4 (Jul) *24.43 (May) *30.92 (Jul) 3.77 3.90 | e 

Taiwan 6.3 (O1 '04) -.*3.3 (Jul) «27.30 (Mar) * 13.28 (Jul) 0.98 0.75 1166 209 975573 a 
Thailand 6.5 (Q1 '04) *3.0 (Jun) *6.99 (Jun) *1.72 (Jun) 1.34 5.75 i "IB a F 5 d 9 10 

"WAS = 3.0 (Q2 '04) +3.3 (Jun) -402.14 (Mar) -518.76 (May) 1.55 4.25 August 

Source: Government Statisties Source: MoeeyLine Tirlerate 
r 

Key Currencies 

(Aug. 9) $1 worth Spot rate % chg YTD (Aug. 9) $1 worth Spot rate % chg YTD 
Australia dollar 1.3974 -5.01 Mongolia* tugrik 1,188.00 -5.22 
Bangladesh taka 59.20 -1.18 Nepal rupee 72.00 +1.39 
Brunei dollar 1.723 -1.03 New Zealand dollar 1.5305 0.25 
Burma** kyat 940.00 -5.32 Pakistan rupee 58.83 2.84 
Cambodia** riel 3,982.00 -3.24 Papua New G. kina 3.0774 +7.27 
China renminbi 8.2769 0.00 Philippines peso 55.69 0.31 
European Union euro 0.8144 -2.55 Russia** rouble 29.241 0.00 
Hong Kong dollar 7.798 -0.44 Singapore dollar 1.7155 1.04 
India rupee 46.4225 -1.78 South Korea won 1,156.00 +3.11 
indonesia rupiah 9,160.00 -8.23 Sri Lanka rupee 103.95 -6.78 
Japan yen 110.60 -3.07 Taiwan NT dollar 34.103 -0.39 
Laos** kip 10,755.00 -2.98 Thailand baht 41.37 -4.35 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,765.00 -0.68 
Malaysia ringgit 3.80 0.00 

Other rates: HK$ = renminbi 1.061 S$ = ringgit 2.214 SDR * $1.4701 *Official rate — ** Unofficial rate Sources: MoneyLine Telerate; Reut 

August 18. 2004 Far Eastern Economic Keview 49 


| CURRENTS 


DRUGS 


A New Menace 


Indonesia was once relatively free of hard drugs. But over the past decade, heroin use has 


mushroomed. Government and society are ill-equipped to cope 


AT 27, Rodiyah Sahuddin doesn't have long to live. Diag- 
nosed HIV-positive and racked by hepatitis C and tuberculosis, 
Rodiyah—who has a seven-year-old daughter—sits pop-eyed and 
emaciated on her Jakarta hospital bed. Beads of sweat glisten 
on her forehead as she talks in short gasps about how she began 
experimenting with heroin eight years go. The drug has now 
destroyed her life. 

Rodiyah's eldest brother, also a heroin addict, died three years 
ago of Aids. Her youngest brother, aged 22, is a junkie as well. 
Gnarled hands clasped in front of her, Rodiyah's 62-year-old 
mother, Rumsiah, leans on her only daughter's bed and struggles 
to explain her emotions. "I feel shame, I feel angry," she mur- 
murs softly, “but what can I do? They're my children and I have 
to take care of them." 

It has taken a rising toll from HIV-Aids for Indonesia to wake 
up to an uncomfortable fact: Heroin addiction, often involving 
a deadly cocktail of shared needles and unprotected sex, is mak- 
ing deep inroads in a country that was once relatively free of drugs. 
In less than a decade, the population of heroin users has mush- 
roomed from just a few thousand to nearly 200,000. 

Last year, Indonesian police seized 21.8 kilograms of heroin, 
up from 14 kilos in 1999, and brought charges against 3,900 deal- 
ers—nearly 2,000 more than in 2002 and four times the num- 
ber five years ago. On August 5, a firing squad executed a 67-year- 
old Indian trafficker—the first to die for a drug-related offence in 


é 
Ten years ago it was almost 
" 59 
non-existent. It came out of nowhere 


/AP 


Syutlana/ 


ELIZABETH PISANI, FAMILY HEALTH INTERNATIONAL 


Indonesia. There are 33 other convicted traffickers on death 
row, many of them foreigners. But despite the seizures and 
arrests, detectives admit they have no real idea of how much 
heroin is entering the archipelago. 

By regional standards, Indonesia's narcotics trade appears rel- 
atively modest. For instance, Thai police last year seized 450 kilo- 
grams of heroin and arrested 89,700 people on drug-related 
charges (although those figures were boosted by the government's 
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SEIZED: Only a tiny fraction of trafficked heroin is intercepted 


anti-drug campaign). And while non-governmen- 
tal organizations and other sources familiar with 
the trade estimate that Indonesia has twice as many 
addicts as Thailand, the archipelago's population 
is almost four times larger. 

Still, what is striking in Indonesia is how rap- 
idly the problem has grown, particularly over the 
past decade, as heroin has moved off university 
campuses and into poor urban neighbourhoods. 
"Ten years ago it was almost non-existent," says 
Elizabeth Pisani, who tracks HIV infections for 
Family Health International, a United States- 
funded NGO. *It came out of nowhere and it was 
supply driven." Even government officials have 
been taken aback by the hidden scale of addiction: 
"We were very surprised when we discovered how 
serious the heroin problem is," admits Maj.-Gen. 
Togar Sianipar, chairman of the National Narcotics 
Board, which was formed just two years ago. 

Irwanto, a psychiatrist and the head of the 
Atma Jaya University Research Institute, runs Kios 
Atma Jaya, an outreach programme for addicts 
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which is funded by the U.S. Agency for Interna- 3 "o 





| ! a o 
tional Development. He says that while heroin has pd A" Ge à 
been around since the 1970s, it became freely avail- ry Aa = 
able only in the dying days of President Suharto's f 


regime in the mid-1990s. 

Views differ on the reasons for that. Irwanto 
and other health workers say powerful elements 
in the police and the military protect and even 
encourage the trade, adding to a growing list of ille- 
gal businesses they have reverted to since the col- 
lapse of the country's economy in 1997-98. 

Competition between the two forces is intense. 
When the police were separated from the mili- 
tary chain of command in 2000, the two became 
embroiled in a struggle for control of the drug 
trade. The real extent of that conflict broke into the 
open in November 2002, when eight people were 
killed in a drug-related gun-battle between the 
police and the military in North Sumatra. For- 
mer Defence Minister Juwono Sudarsono acknowl- 
edged then that drug-smuggling had become part 
of the military's illicit activities. 

Police put the current street price for heroin in 
Jakarta at 500,000 rupiah ($52) a gram, or 50,000 

-rupiah for a single o.o1 gram hit of 50% pure 
heroin. According to narcotics officials, those prices 
are about two or three times higher than in 
Bangkok, where a 700-gram “unit” of 100% pure 
heroin wholesales for $8,750 and the proximity of 
the Golden Triangle makes smuggling less risky. 

[Interviews with drug users in Jakarta confirm 
that the high price means many addicts can afford 
their habit only by becoming "jockeys"—members 
of the distribution chain. Ruly, 30, is one of them. 
“I've never had a job," he says, clutching a bag of 
pills he hopes will stop the aching in his bones. “All 
I’ve been is a jockey." Like Rodiyah, Ruly lives in 
Kampung Bali, a square block of narrow lanes in 
the crime-ridden Tanah Abang section of central 

„Jakarta. There, 92% of the 200 addicts tested by 
the Pelita Ulna Foundation so far have been diag- 
nosed with HIV. 

Ruly learned he had the disease two years ago. 
“With God's will I will live to 40,” he says. “The 
doctor told me to pray more.” He and almost every 
other addict tell the same story. Some started with 
cannabis or amphetamines, others began smok- 
ing heroin out of curiosity. For the first couple of 
weeks—time enough to get hooked—it was pro- 
vided free. It wasn't long before they were inject- 
ing the drug to get better value for money. 

In a small back-street in Cideng, a few kilo- 
metres northwest of Kampung Bali, about 20 ; 
addicts gather for a counselling session with Kios E 
Atma Jaya workers. Magdelena, 25, one of three | 

women in the group, recalls starting to use heroin OG z 
when she was just 14. Ocoy, 30, took it upin PP STRUNG OUT: Rates of HIV infection are high among heroin users 
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HELP FOR SOME: A few junkies get help, but many do not 
v 
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his early 20s. Ask how many share needles, the easiest way to 
transfer HIV, and more than half the group raise their hands. 
Magdelena, cute in her red T-shirt and reversed white baseball 
cap, is among them. Here, about 7496 of addicts are HIV-infected. 

The source of Indonesia's heroin supply has changed in recent 
years. Narcotics agents say far less pure-grade Golden Triangle 
heroin is now coming into the country, in particular since Thai 
Prime Minister Thaksin Shinawatra unleashed a major crack- 
down early last year, which led to the deaths of an estimated 
2,500 small-time drug dealers. Most of Indonesia's heroin now 
comes from Afghanistan and Pakistan, a flow that first began— 
largely unnoticed—in the late 19905. 

Southeast Asian heroin is mostly the domain of ethnic-Chi- 
nese trafficking syndicates, but in Pakistan American narcotics 
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officials describe a "hybrid" network of West 
African and Pakistani traffickers, using mainly 
African, Nepalese, Thai and Indonesian couri- 
ers. In some cases, African dealers have used their 
own Indonesian wives to carry the drug. *I think 
it's growing and growing," says one Asia-based 
United States Drug Enforcement Administration 
agent. "There's an awful lot of it in transit to Aus- 
tralia and the U.S., but a lot of it also stays in 
Indonesia." 

How much is anyone's guess in a country that 
lacks even basic data on the drug trade. Health 
workers reckon police seize only 0.596 of the heroin 
entering the country each year. Wayne Wiebel, a 
pony-tailed, Harley-riding epidemiologist who is 
seeking to replicate in Jakarta an HIV-intervention 
project among needle users that he pioneered in 
Chicago, believes the fact that most heroin is sold 
in Indonesia at 50% purity indicates a plentiful 
supply: “By world standards, that's kick-ass. In 
some places it is only 296 to 396." Still, Wiebel 
believes that, despite the abundant supply, heroin 
use may have reached its peak as people begin to 
understand the harm it does. 


MOST DRUG BUSTS are made at Jakarta's 


Sukarno-Hatta International Airport, but with 142 
ports and airports and countless thousands of 
unguarded entry points around the archipelago, 
Indonesia is wide open. Adang Rochjana, deputy 
director of the Criminal Investigation Board's drug- 
law enforcement and organized-crime directorate, 
says the last sea-borne heroin seizure was made in 
1994 when a 28-kilogram shipment was inter- 
cepted after being smuggled into Sumatra from 
Port Klang in Malaysia. 

Irwanto believes Indonesian heroin shipments 
these days are being moved by African gangs, 
many of them posing as buyers at Jakarta's Tanah 
Abang textile market. They almost certainly have 
high-level Indonesian connections, the same busi- 
nessmen and underworld figures who control 
gambling and prostitution and supply locally made 
amphetamines and Ecstasy to a growing popula- 
tion of upper-class thrill-seekers. "They're doing 
all this under our noses," says Irwanto. 

Indonesia has about 1,300 anti-narcotics police- 
men, but there are now more pressing priorities. 
Because of their experience and dedication, many 
of Indonesia's small core of top narcotics agents 
spearheaded the investigations into the Bali and 
J.W. Marriott Hotel bombings. Funded by the U.S. 
and other Western countries, they are now work- 
ing full time on the continuing hunt for key mem- 
bers of the Jemaah Islamiah terrorist network. 

Meanwhile, the heroin keeps flowing. = 

Puspa Madani contributed to this article 
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So What’s Become of YOUR Doodles? 
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-arly sketch of telephone prototype by Alexander Graham Bell c. 1876 


If you or your company is proud of an innovation you have come up with, big or 
small, low-tech or cutting-edge, then we would like to hear from you. You could 
be a winner in the prestigious Asian Innovation Awards presented by the Far 
Eastern Economic Review. As a winner you will be honoured at a gala awards 
dinner in Singapore and profiled in the REVIEW. Last year’s finalists ranged 
from an innovative way to gather coconuts (the “Coco-Net”), to new 
life-saving breakthroughs in heart monitoring and early childhood leukemia 
detection. We're looking for creative solutions and breakthroughs whether at 
work or in the lab that improves productivity or the quality of life in Asia. 
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Wrap and Roll Heaven 


Boy waitresses and shops such as Mang Donald’s have put 
the Philippines at the cutting edge of wordplay in East Asia 


THERE'S A SIGN ON Congressional Avenue 
in Manila that says: "Parking for Costumers Only." 
This may be a misspelling of “customer.” But the 
Philippine capital is so full of theatrical, brightly 
dressed individuals that I prefer to think it may 
actually mean what it says. 

This week, we'll take a reading tour of one of 
the most spirited communities in Asia. The Philip- 
pines is full of wordplay. The local accent, in which 
F and P are fairly interchangeable, is often used 
very cleverly, such as at the flower shop in Diliman 
called Petal Attraction. 

Much of the wordplay in the Philippines is 
deliberate, with retailers favouring witty names, 
often based on Western celebrities and movies. 
Reader Elgar Esteban found a bread shop called 
Anita Bakery, a 24-hour restaurant called Doris Day 
and Night, a garment shop called Elizabeth Tai- 
loring and a hairdresser called Felix The Cut. 

Smart travellers can decipher initially baffling 
signs by simply trying out a Taglish (Tagalog-Eng- 
lish) accent, such as that used on a sign at a restau- 
rant in Cebu: “We Hab Sop-Drink In Can An In 
Batol." A sewing accessories shop called Beads And 
Pieces also makes use of the local accent. 

Of course, there are also many signs with oddly 
chosen words, but they are usually so entertaining 
that it would be a tragedy to “correct” them. A reader 
named Antonio "Tonyboy" Ramon T. Onsiako (now 
there's a truly Filipino name) found the following: 
In a restaurant in Baguio: "Wanted: Boy Waitress;" 
on a highway in Pampanga: "We Make Modern 
Antique Furniture;" on the window of a photogra- 
phy shop in Cabanatuan: ^We Shoot You While You 
Wait;" on the glass wall of an eatery in Panay Avenue 
in Manila: “Wanted: Waiter, Cashier, Washier.” 
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Some of the notices one sees are thought-provoking. A shoe store - 
in Pangasinan has a sign saying: "We Sell Imported Robber Shoes." Could 
these be the sneakiest sort of sneakers? On a house in Jaro, Iloilo, one 
finds a sign saying: "House For Rent, Fully Furnaced." Tonyboy com- 
mented, "Boy, it must be hot in there." 

Occasionally, the signs are quite poignant. Reader Gunilla Edlund saw 
one at a ferry pier outside Davao, southern Philippines, which said: 
"Adults: 1USD; Child: 5o cents; Cadavers: subject to negotiation." 

But most are purely witty, and display a love of Americana. Reader 
Robert Harland spotted a bakery named Bread Pitt, a Makati fast-food place 
selling maruya (banana fritters) called Maruya Carey, a water-engineer- 
ing firm called Christopher Plumbing, a boutique called The Way We Wear, 
a video rental shop called Leon King Video Rental, a restaurant in the Cainta 
district of Rizal called Caintacky Fried Chicken, a local burger restaurant 
called Mang Donald's, a doughnut shop called MacDonuts, a shop sell- 
ing lumpia (meat parcels) in Makati called Wrap and Roll, and two 
butchers called Meating Place and Meatropolis. 

Tourists from Europe may be intrigued to discover shops called Hol- 
land Hopia and Poland Hopia. Both sell a type of Chinese pastry called 
hopia. What's the story? The names are explained thus: Holland Hopia 
is the domain of a man named Ho and Poland Hopia is run by a man 
named Po. 

People in the Philippines also redesign English to be more efficient. 
"The creative confusion between language and culture leads to more 
than just simple unintentional errors in syntax, but in the adoption of 
new words," says reader Rob Goodfellow. He came across a sign that 
said "House Fersallarend." Why use five words (house for sale or rent) 
when two will do? 

Tonyboy Onsiako explains why there was so much wit in the Philip- 
pines. "We come from a country where you require a sense of humour to 
survive," he says. "We have a 24-hour comedy show here called the gov- 
ernment and a huge reserve of comedians made up mostly of politi-@ 
cians and bad actors." & 
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MUSIC 


Play It Agai 
An orchestra made up entirely of Asian youngsters begins a 
regional tour to celebrate a remarhable musical success story 
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of the Work? 


By Alison Sebens/HONG KONG 


PLAYING 19 CONCERTS in 25 days from 
Guangzhou to Manila to Tokyo—it sounds like 
the life of a superstar. For three intense weeks 
in August, that's the schedule of the 107 young 
musicians of the Asian Youth Orchestra (AYO), 
which marks its 15th anniversary this year. 

But to most AYO members their brief burst 
of fame is not as valuable as the chance to per- 
form with fine conductors and soloists like Yo-Yo 
Ma, and in world-class arenas such as New York's 
Lincoln Centre. 

Each year the AYO's directors audition over 
1,000 musicians aged 15 to 25 across Asia to find 
the best young talent. This year's youngest mem- 
ber, Hong Kong oboist Michelle Wong, 15, says 
she's not intimidated by the more experienced 








A membe of 


musicians. ^I am the only one in my section cho- 
sen to play all repertoires,” she says confidently. 
The chosen ones attend a three-week re- 
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TOOT THAT HORN: AYO players 
at boot camp in Hong Kong | 


hearsal camp in Hong Kong involving seven 

hours a day of group practice and individual coaching. For many 
the hard work and new friendships add up to an emotional 
experience. South Korean flautist Choe Jee Young, playing with 
the AYO for a second year, recalls performing at the Sydney 
Opera House in 2002. “We were playing Brahms Symphony 
No. 4, and all of a sudden someone started to cry. Pretty soon 

„we were all crying." 

The AYO was founded in 1987 by violinist Yehudi Menuhin 
and American conductor Richard Pontzious, who was concerned 
at the number of young Asian musicians wanting to study abroad. 
His aim was to create in Asia “an orchestra that would unite 
the region, celebrate the excellence of the young people here and 
encourage them to build on what they have at home." 

The AYO relies on ticket sales and donations to raise its $1.5 
million annual budget, which is mainly spent on airfares and 
accommodation. Its reputation now attracts sponsors such as 
Cathay Pacific Airways and Standard Chartered Bank. 

They're financing a life-changing summer for talented 
youngsters, inspiring them to become professional musicians. 
Trumpeter Lertkiat Chongjirajitra, a 1995 alumnus, went on 
to start a trumpet festival in Thailand, thanks, he says, to his 
AYO experience. = 

> For full details of the orchestra’s tour and ticket 
information, see www.ayohk.com 
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AT TANAH GAJAN. UBUD. BAT T 
THE REMAINDER - | Z 
OF THE AYO TOUR 
WILL TAKE IT TO 
THE FOLLOWING 
CITIES: 


August 13, 14 
Singapore 





August 15 
Kuala Lumpur 


August 17, 18 
Manila 


August 20, 21 | 
| 


Hong Kong For further information on these properties 
and special packages available please visit 
August 23 , ; urba 
www.ghmhotels.com or for reservations 
Fukuoka (Japan) 


call 62-361-730622 or email 
reservation @thelegianbali.com 


August 25, 26 
Takamatsu (Japan) 


August 27 
Osaka A STYLE TO REMEMBER 


August 30, 31 
Tokyo 
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Larger Than Life 


A documentary on Imelda Marcos roused the ire of the erstwhile 


Philippine first lady herself, writes Scarlet Cheng 


THERE ARE TWO SIDES to every story—Imelda’s and other was re-elected to the presidency in 1969. Martial law, which 
people's. That's clear from watching Ramona S. Diaz's Imelda, he declared in 1972, paved the way to one-man rule. During 
a riveting documentary on the former first lady of the Philip- their reign, cronyism was rife, and political opposition 
pines, Imelda Romualdez Marcos. Alternately hilarious and and press freedoms were suppressed. As Philippine 
hair-raising, it showcases the contradictions of a woman journalists Pete Lacaba and Jo-Ann Maglipon know 


adored by some and despised by others. 

Marcos herself filed an injunction against 
the showing of Diaz's film in the Philippines, 
where it had been slated to open on July 7. 
But the injunction was defeated and Imelda 
was released there two weeks later. 

The film's highlights are one-on-one 
interviews with Marcos, charismatic even 
when she is being obfuscating. These seg- 
ments are skilfully interwoven with choice 
archival footage and interviews with politi- 
cians and journalists, friends and relatives, 
and even one of the jurors who acquitted her 
when she was brought to trial in the United 
States in 1990. Photography by the talented 
Ferne Pearlstein won the best cinematog- 
raphy award at the Sundance Film Festival 
in January this year. 

Ferdinand and Imelda Marcos were a 
formidable pair. They ruled the Philippines 
for two decades after the ambitious Ferdi- 
nand won the presidency in 1965. He 
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from personal experience, those who offended were jailed 
and tortured. 

Imelda's high-profile, extravagant lifestyle 
was legendary. She partied with the likes of 
actor George Hamilton and Henry Kissinger.. 
She was always decked out in her perfect 
bouffant hairdo and elegant terno, the tradi- 
tional Philippine dress, whether she was 
poised to greet celebrities and foreign dig- 
nitaries on the home turf, or jet-setting 
around the world. One segment in the doc- 
umentary shows her arriving in Libya to meet 
Moamar Qaddafi. He enters the meeting 
beaming ear to ear, thrilled to meet this 
charming emissary. 

In the end, it was the withdrawal of the 
support of the United States, Marcos's long- 
time ally, that brought about the demise of 
the glitzy couple. The 1986 election was a 

| sham, resulting in massive protests in the 
CAPTURING THE CONTRADICTION: Philippines. This time Washington sided with «f 
Film-maker Ramona S. Diaz the opposition, led by Corazon Aquino, which 
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KOREAN 


Still think South Korea is known only for 


‘kimchi? Look again. With a new block- 


"has been tapped by China's 


-both drafted by South Korea's 


' 


buster out nearly every other month, South 
Korea is cementing its position as the 
spicy, cinematic powerhouse that other 
Asian countries and even Hollywood look to 
for inspiration or talent. 

The all-time box-office champion in 
South Korea, the war epic Taegukgi has 
already raked in $95 million—and 
counting—across Asia. The film was bought 
by Columbia Pictures earlier this year and 
is slated for release in the United States in 
September. Its lead actor, Jang Dong Kun, 


Chen Kaige to star in his first 
martial-art epic The Promise. 
Written and directed by 
Kang Je Gyu and starring Jang 
and another Korean superstar, 
Won Bin, Taegukgi is a stagger- 
ing war epic with equal meas- 
ures of heart-wrenching drama 
and riveting action sequences. 
The movie starts in 1950 TI 
with Jin Tae (Jang) and younger 
brother Jin Seok (Won) being 


Edko Films Ltd. 


army to fend off the invading 
North Korean communists. 
Realizing that one draftee 
could be discharged if the other 
draftee from the same family showed 
extraordinary bravery, Jin Tae volunteers for 
a series of dangerous missions in an 
attempt to get his younger brother dis- 
charged. Later, mistakenly thinking that his 
brother has been executed by the South's 
communist-cleansing squads, Jin Tae 


turns vengeful and joins the communist 


v 


army to battle the South while Jin Seok 
survives and goes onto the battlefield to 


~ 
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CLIPS 


face his brother from the other side. 
Director Kang deserves kudos for 

tackling a sensitive war topic without 

taking sides. As one character says early 


on, “| don’t understand any of this ideology. 


| just want a life.” The lavishly orchestrated 
war scenes also serve to emphasize the 
brutality of war rather than glorifying the 
heroism of the victorious side. 

Actor Jang, with his matinée-idol good 
looks and stoic demeanour, turns in a 
mesmerizing performance as the older 
brother who is willing to sacrifice himself 


Gangster in 2001 and continued with the 
2001 blockbuster My Sassy Girl, both of 
which turned the gender equation in Asian 
romantic comedy on its head. 

Windstruck starts with beautiful but 
ill-tempered policewoman Yeo (Jun Ji Hyun) 
mistakenly arresting geeky high-school 
teacher Ko (Jang Hyuk). The unlikely pair 
fall in love and commence their unusual 
relationship. 

Actress Jun holds the movie together as 
the impossibly beautiful yet fire-breathing 
cop who lovingly abuses her man. As 


for his sibling. Actor Won is also captivating portrayed by Jun, this dominatrix is a 





TOUGH LOVE: Policewoman Yeo (Jun Ji Hyun) in action in Windstruck 


as the innocent younger brother who is 
prone to emotional outbursts. 

Also worth seeing is director Kwak Jae 
Young's Windstruck, the latest example of 
Korea's new way with romantic comedies. 
This film features a sado-masochistic 
relationship between a dominatrix police- 
woman and a teacher—who keeps coming 
back for more. This dominatrix vogue 
started three years ago with My Wife is a 


gun-totting high-fashion model 
with a romantic penchant 

for the ordinary Joe. Actor 
Jang exudes amiable goofiness 
as the guy next door captured 
by an unconventional 
policewoman. 

The movie unveils its old- 
fashioned heart when the 
dominatrix turns out to be an 
incurable romantic. In one of 
the high moments in the film, 
the policewoman strides 
uninvited into her lover's 
classroom to announce, "No 
smoking, drinking or eating 
in this classroom . . . he is 
my boyfriend and don't you 
girls dare flirt with him . .. and we have 
slept together." 

While the comedy scenes derive much 
wattage out of the gender-reversal irony, 
the romantic scenes often verge danger- 
ously on soppy sentimentality. Luckily, for 
every syrupy moment, director Kwak 
delivers another comic sparkle to counter- 
act the sappiness. Andrew Huang 

Andrew Huang is a writer based in Taipei 


led to the hasty departure of the Marcoses into exile in Hawaii. 

They left in such a hurry that a hoard of jewellery, cloth- 
ing and Louis Vuitton luggage was discovered at the presi- 
dential palace in Manila. Today, even Imelda smiles about the 
fabled 3,000 pairs of shoes she left behind—they are now 
in a museum—and proudly points to a poster she spotted 
in New York, "There's a little Imelda in all of us." 

Diaz was brought up in the Philippines and studied film 
at Stanford University. She was well aware of Marcos's larger- 
than-life personas. In her documentary, Diaz tries to tread the 
fine line between eulogy and parody. For decades, Imelda Mar- 
cos provided a powerful female role model, promoting the 


*-arts and charity at home, while putting her sleepy archipel- 


ago nation on the international map. In the documentary, she 
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is shown surrounded by adoring crowds whenever she ven- 
tures into public. In private she rationalizes her extravagance 
by saying "the people want me to be beautiful." 

Furious at the documentary, Imelda claimed that the film- 
maker was shooting for a thesis project, that the footage 
was never meant to air in public. Diaz says "she's thinking 
of another film, Spirits Rising, which | made in the early 
‘gos and was indeed my thesis project. This one is completely 
different, and was always meant to be distributed." And, 
she says, she has a release signed by Imelda to prove it. Diaz 
says making the film “helped me to understand that between 
good and evil, there's a lot of grey—and it's that grey we should 
look at more closely because that's where the truth lies.” = 


Scarlet Cheng is a writer based in Los Angeles 
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A Private Believer 


Public-private partnerships can be a powerful economic-development tool, believes Nicolas Borit, 
if only governments don’t lose their heads 














































as Borit believes it will be, it is natural to wonder why 

government involvement was needed in the first place.’ 

Borit brushes such questions aside. “In this indus- 

try a purely private-sector model is impossible,” 

he says. “Even with top-level occupancy, there 

would hardly be enough revenue to cover the invest- 
ment in construction.” 

But building the centre still makes sense, espe- 
cially for the government, Borit claims. “The real 
benefits to the broader economy are tremendous,” 

he says. “The venue gets only a tiny slice of the cake. 
The big share goes to the city.” Hotels, restaurants, 
shops and a raft of other local enterprises will all 
benefit from business brought into Hong 
Kong by the exhibition centre, provid- 
ing a substantial boost to the local 
economy, says Borit. According to 
one research report, AsiaWorld- 
Expo will contribute over HK$2.8 
billion in economic benefits in 
2006 alone, more than its entire 
development cost. 
But where Hong Kong’s govern- 
ment has been really smart, 
says Borit, is in tying its pri- 
vate-sector partners into the 
project with equity stakes, 
rather than relying on debt 
financing. That has helped 
ensure the centre’s commercial viabil- 
ity and will provide a powerful incentive 
for the professional contractors and man- 
agers to build and operate the centre as effi- 
ciently as possible. “It was a good way of 
attracting real commitment from the private 
sector,” he explains. 

When PPP initiatives have failed in other 
countries, it is because governments have 
turned to the private sector to finance proj- 
ects which lack a sound business rationale, 

argues Borit. As a result, private investors have 
been enlisted to finance toll-roads which carry 
insufficient traffic and to build prisons, where 
the inmates can generate no revenue. “Some 
governments have been tempted to use PPPs 
for everything,” says Borit. "That's a funda- 
mental error." TOM HOLLAND 


PROJECTS FUNDED partly by govern- 
ments and partly by private enterprise 
have a troubled history. In Australia, 
disagreements over public-private part- 
nerships, or PPPs, have set Victoria's 
state government and the federal gov- 
ernment at each other's throats. In 
Britain, the Private Finance Initiative, or 
PFI, has been lambasted for causing a gap- 
ing hole in the taxpayer's pocket. 

Things aren't much better in Hong Kong, 
where government subsidies for both the Cyber- 
Port property development and the Disneyland 
theme park have drawn heated public criticism. 

None of this bothers Nicolas Borit, the French 
chief executive of AsiaWorld-Expo Manage- 
ment, which is developing a vast new 
HK$2.6 billion ($336 million) exhibition 
centre near the city's airport. He is a diehard 
enthusiast for public-private partnerships. 

"I would love it if Hong Kong developed 
more PPP initiatives," he gushes. "PPPs are 
the right way forward." 

If AsiaWorld-Expo is as suc- 
cessful as Borit predicts, it 
will stand as an impressive 
model for further projects. 
The bulk of the 70,000-square- 
metre centre is being funded with 
a HK$2 billion equity investment 
from the Hong Kong government. 
The Airport Authority has provided the 
land, in return for a 10% stake. The 
remaining 14% of the money has been pro- 
vided by French-owned construction company 
Dragages Hong Kong and local firm Yu Ming 
Investments, which together own the centre's 
management company. 

Construction is under way, and the centre 
is scheduled to open late next year. So far, 
12 exhibitions have been booked for 2006, and 
Borit claims the project will turn an operating 
profit in its first full calendar year. He expects 
to have made enough money to be able to pay 
dividends to all the centre’s investors as early 
as 2009. 

Of course, if AsiaWorld-Expo is as profitable 





58 far Eastern Economic Review jon berkeley August 19. 2004 


UNIQUELY 
Singapore 


Location: Sentosa Cove 


PARADISE FOUND 


xA 
| 


-— T 


3 > af 
] 
w ~] - 
er — ‘ne 
oa à 
=S e 


; T Tae Um 
» 


Sentosa Cove, where 
Luxury and ocean meet 


Destined to become the most prestigious and sought-after address in 
Singapore, Sentosa Cove isa truly unique location anda powerful statement 
of your style and sophistication. You'll enjoy the finest in amenities, recreation 
facilities and sweeping ocean views, yet it's only minutes from the city centre. 
If you're looking for paradise, you'll find it at Sentosa Cove. 


‘For more information, email enquiry coveGsentosacove.com.sg 


: e 
a sentosa waterfront community R 





$1 41 JOER FDLR 
oe” R mr ?. 22 MI.*8 


TIH HTHTIU 
THIR HTH HE GU 


© 


| 

' 

LI 

Lj 

Ld 

Lj 

i 

Li 

> 

Li 

* a 

A EEUU 

—_— 
emn 
End 
— 
teem 

oe 
nemame 
^" a 
^*^. um 


TIN 


E 
^ n 


T. — 1 4 


FAST TRADES. YET 7-3 
AT ANY TIME. E*TRADE MAKES 
IT HAPPEN. SCALABLE 
SYSTEMS FROM IBM HELP 
MAKE IT POSSIBLE. 


‘ON DEMAND BUSINES 


IBM, the IBM logo and the On Demand logo are registered trademarks or trademarks of International Business Machines Carnoratinn ip the Lpited States andin counties, Other company product and sarvic 





A Great River 
Faces Ruin 





Wed A 
‘ \ X K |. \ 
It's On Demand Business. Ready to respond to tha ae 


pressures and fluctuations of an on demand ANN ALY 
N 


On Demand Business is about transforming your business So it raspands NN s TEI 
quickly to ever-changing. lêvéls of competition, customer expectatio 
and market flux. This Means rethinking how processes, people am^ 
information are integrated across your company. Rethinking rigid, 
costly or commodity processes. Replacing them n yh fle. integrated 
designs. Either in-house or with partners. One "Sieb a "LU time, Hilding 
ROI upon ROI. IBM understands all the pieces that need to be integrated. ae 


Te 


world’s largest ibio company, Tu deep expapig 
18 industries. We help clients thrive: ‘We carhelp you too. 


If's,@n.on demand world. Be an Ondyemand Business. To talk¥g 
MP, WM i 


/ JON DEM AND BUSIN $us 


BLU 


reti tradead T trademarey of Interdatiing 
À names may be trade Or Service marksipt others. 90048 BM Corporal: All rights 


wat 












WAITING AN APOLOGY 
animosity of the Chinese towards 
apanese is totally understandable 
n Goal, Aug. 19]. After all, what 
‘ou expect the Chinese reaction 
to be towards a country that perpe- 
-trated atrocities in China during 
- World War II? Worst, after commit- 
. ting these horrors, Japan has yet to 
properly apologize. 

A civilized nation should apologize 
^ for its mistakes, no matter what. In 
Japan's case, instead of properly apol- 
 ogizing, it shows no remorse, tries to 
-rewrite its school history books and 
< politicians keep making visits to the 
= Yasukuni Shrine where class-A war 
criminals are interred. 

Whether in sports or other areas, 
how can China reconcile with Japan? 
Japan's bewildering behaviour is the 
. result of not facing up to its past. Japan 
must tell the truth and properly apol- 

ogize to China. 













JODY WONG 
New York 

O 1, CALCUTTA 
ticle on Calcutta was timely [Cal- 


- cutta On a Roll, Apr. 29]. Many things 
have happened there that have gone 
unnoticed. The success of the Left in 
West Bengal shows that pragmatism 
is key to democratically elected gov- 
ernments staying in power. Your article 
| itself shows that growth in the state was 
higher than that in India as a whole. 


SUGATA SAKAR 
Mumbai 


~ PHONE MANNERS 

I enjoyed Jeremy Wagstaff’s article, 
Beat the Cellphone Blues [Loose Wire, 
July 22], on cellphone manners, and 
have to share one experience. 

Of course, | am perfectly polite 
when tethered to the cellphone (though 
it is tacked handily to my belt— 
nowhere else to put the darn thing). As 
I was leaving a luncheon about a year 
ago, I was forced to make a quick 
“detour” (read: bathroom stop) on the 
. way out of the building. A gentleman 
ered the facilities beside me. No 
r had he taken his spot beside me 





than his phone rang. Hé iiswered and, 


began to hold an apparegtly-ii]por- 


tant conversation. Having" fished” 


what I needed to do, and wanting to 
maintain the highest standards of deco- 
rum and sanitation, I flushed. 

I have no idea how the gent's con- 
versation went after that point, but I 
don't expect that it went well. 


RICK BROOKS 
San Diego 


In Wagstaff’s column, he mentioned 
those “horrible men who hang their 
phones on their belts.” Those who 
dont care for this should offer to edu- 
cate those who are so clearly in need of 
instruction. Cellphones are too flimsy 
to fit in a pocket (this includes all 
“clamshell” and some “candy bar” 
phones) or the batteries run out when 
buttons are accidentally pushed while 
in the pocket (candy bar phones). 

Women obviously don't have this 
problem because they have purses 
that are perfectly suited as a cellphone 
repository. But for men, neither a 
backpack nor a briefcase is universally 
appropriate. More than that, brief- 
cases and portfolios are easily lost 
(especially while distracted by the cell- 
phone). Any alternative suggested 
would be considered. 


CHARLES BALL 
Boston 


LIFT THE EMBARGO 

I write in reference to your article, New 
Cracks in the Alliance [Aug. 12]. The 
United States’ insistence that the Euro- 
pean Union should not lift its arms 
embargo on China is for the U.S.’s own 
selfish interest. The U.S. wants to 
remain the only superpower that calls 
the shots. The EU should lift the 
embargo. Not only will this pay off com- 
mercially, but it would be in the interest 
of world peace. The world community 
should place checks on the U.S. 


H.Y. YEO 
Malacca 


All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Box 160, Hong Kang; By fax: (852) 2503 1530; 
By e-mail: letters@feer.com 
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Local Responsibility 


Despite the past, East Timor and Indonesia want their relationship to move forward 


MEGAWATI SUKARNOPUTRI was right. In a pre-inde- 
pendence day address, the Indonesian president rejected inter- 
vening in a series of court decisions that have resulted in the 
acquittal of four security officials in trials related to violence in 
East Timor in 1999, as well as that of a military officer charged 
over an incident in 1984 in Indonesia that resulted in 23 deaths. 
Miss Megawati correctly noted that politicians shouldnt inter- 
fere with the judiciary. While the West long has urged judicial 
independence in the developing world, it needs to accept it when 
courts there don't rule the way it might wish. Still, it must be 
acknowledged that the decisions leave unfinished business; 
but here Miss Megawati offers a prudent option. 

After the East Timor decisions from an appeals court 
emerged, the New York-based Human Rights Watch called for 
the United Nations to create an international tribunal. Miss 
Megawati, instead, backed establishing a truth-and-reconcilia- 
tion commission, such as did post-apartheid South Africa. There 
are two reasons why the tribunal should be opposed and why 
Miss Megawati's offer makes sense. 

The first relates to the fact that, though we admit that 
criticisms of the recent acquittals have resonance, Indonesia 
ultimately must take responsibility for the actions of its own 
people. After all, unlike Rwanda, for example, Indonesia has 


a judicial system that can be roused to function, and, impor- 
tantly, is reforming itself. Even if some found the acquittals 
disappointing, interfering there would be counterproductive 
to establishing norms of independence and would upset ongo- 
ing reforms elsewhere in the legal system. And just as bad 
would be for Indonesia to roll over for the UN, implicitly admit- 

ting that it sees no hope for its own courts. | 

In the absence of legal closure over the East Timor violence, 
the truth commission Miss Megawati backs would allow Indone- 
sians an avenue to confront that episode and decide what to do. 
It is another way for Indonesians to take responsibility. 

The second reason to oppose a UN tribunal and support a 
truth commission is, quite simply, because East Timor thinks 
so. In an interview with the Reuters news agency on August 
9, Foreign Minister Jose Ramos-Horta said: "The government 
of East Timor does not contemplate lobbying for an interna- 
tional tribunal to try the crimes of 1999 because we know this 
would undermine the existing relations" between Dili and 
Jakarta. Instead, Mr. Ramos supports the idea of a truth and rec- 
onciliation commission of some form. 

When there is such a degree of agreement between the 
two directly involved parties to move on, it doesn't reflect well 
on the international community to try to stand in the way. = 


Pac ific Help Australia sets a good example of the doctrine of pre-emption 


THE DOCTRINE of pre-emption could 
do with some good news. But instead of 
looking for this in Afghanistan or Iraq, 
turn to the Pacific. A year after the arrival 
of an Australian-led multinational force 
in the strife-torn Solomon Islands, order 
has been restored. As a result, fears that 
the Solomons would become a failed state 
that might attract the attention of terror- 
ists looking for a safe haven have much 
receded. Now, the hope is that the success 
in the Solomons can be replicated in 
nearby Papua New Guinea. 

On August 13, Canberra finally struck 
an agreement with Port Moresby to com- 
mit more than $600 million over five 
years to PNG and send 210 police officers 
to help restore security. In addition, over 
60 lawyers and economists will join the 
police, to help rebuild the judicial and eco- 
nomic infrastructure in PNG. 
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While PNG isn't on the verge of 
becoming a failed state, it has problems 
it can't solve on its own. The country of 
roughly 5.5 million people, who speak 715 
indigenous languages, is endowed with 
abundant natural resources. But corrup- 
tion, ethnic cronyism and declining law 
and order prevent the country from tak- 
ing full advantage of this bounty. Eco- 
nomic growth can barely keep pace with 
population rises; and the signs are that 
social indicators are deteriorating. Accord- 
ing to one report, estimates are that 1596 
of the urban workforce counts on crime 
as its main source of income. 

Weak states like PNG need to be 
strengthened so they don't attract the 
attention of transnational criminals and 
terrorists. It is unlikely to have escaped 
the attention of Jemaah Islamiah, which 
trains militants in the southern Philip- 


pines, that PNG's jungles offer a good 
place to hide, train and plot. 

Australia bears a degree of responsi- 
bility for the present situation. It admin- 
istered PNG until 1975. After PNG's inde- 
pendence, Australia was anxious to play 
down its former colonial role. Thus, it felt 
more comfortable dispensing aid while ` 
leaving it to PNG to decide how the money 
was used. But bad governance meant the 
funds were squandered, creating the pres- 
ent crisis. Now, Australia rightly is taking 
responsibility for this, while correcting the 
imbalance to protect its own interest. 

Yet some Australians bristle at the idea 
of a role for their nation that's been painted 
as neo-imperialist. But what shame is 
there in helping neighbours? Indeed, pre- 
emption would gain far more respect if 
other countries acted in the manner of 
Australia within their neighbourhood. — 
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Pricing a Mega- 
Merger in Thailand 


PTT, Thailand's largest oil and gas company, confirmed that 
it would be willing to take a strategic stake in debt-plagued Thai 
Petrochemical Industries (TPI), but only at the right price. 
Majority state-owned PTT has been widely tipped to take a 3096 
stake in TPI as part of a new government-led restructuring plan 
for the $2.95 billion that TPI owes its creditors. PTT presi- 
dent Prasert Bunsumpun says his company has already stud- 
ied the possibility of buying into TPI, and he says that PTT 
would be willing to pay “no more” than two baht (0.05 U.S. 
cents) per share for the acquisition. TPI's shares currently trade 
at around 6.5 baht per share on the Stock Exchange of Thailand. 
Prasert also says a merged PTT-TPI entity would be in a “strong 
position” to compete with Siam Cement's petrochemical arm, 
Thailand's second-largest petrochemical producer, and that 
PTT-TPI would eventually consider expanding regionally. Still, 
a potential deal is likely to face resistance from TPI founder 
Prachai Leophairatana. During a recent presentation to foreign 
journalists, Prachai repeatedly referred to the government's debt 
plan as "daylight robbery" and expressed his concerns that 
the Thai government had eventual designs to nationalize TPI. 
Prachai believes the fair price for an outside investor to take a 
stake in TPI is between 20 and 22 baht per share. 


A Bic EXCEPTION TO CHINESE AUSTERITY 

Even though myriad public-sector construction projects in 
China have been suspended in recent months, Shanghai 
media have reported an enormous exception to the coun- 
try's economy-tightening measures. The State Council, reports 
said on August 16, has approved a massive tunnel-bridge proj- 
ect that would connect the mainland to Chongming Island 
near Shanghai. That allows construction on the project, which 
government officials figure will cost around $1.5 billion, to 
commence. The project as planned includes a 9-kilometre- 
long tunnel, a 6.5-kilometre elevated highway and a 10-kilo- 
metre bridge, which together would link the mainland to 
the island, which the city wants to develop for tourism and res- 
idential use. The project is planned for completion in 2007. 
But will that really happen? The approval comes as numerous 
other big-ticket government projects have been delayed, most 
visibly Beijing’s Olympic Stadium, construction on which was 
suspended on July 30. In Shanghai, some previously an- 
nounced projects, including a plan to build the world’s tallest 
building and a much ballyhooed Universal Studios theme 
park, face questions about whether they'll be finished at all. 


VALUABLE WAR GAMES FOR SINGAPORE 

Canberra and Singapore further strengthened their close 
defence ties with the launch in mid-August of a joint naval 
exercise off the north Australian port of Darwin. The August 
14-24 war games are aimed at testing the capabilities of the 
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WAR GAMES: Singaporean and Australian naval officers meet up 





two navies to deal with anti-submarine, surface and air war- 
fare, say Australian navy personnel. More than 1,200 per- 
sonnel are taking part and Singapore has sent two missile- 
equipped corvettes to the war games, which involve warships 
and combat aircraft from both countries. The exercise will also 
provide a good opportunity to test the stealth capabilities of 
Australia’s trouble-prone Collins class submarines. It will also 
be particularly beneficial for Singapore, which lacks the open 
space for military manoeuvres and has relied largely on Tai- 
wan since the 1970s for major combined-arms exercises. This 
has put an increasing strain on relations with China, but Sin- 
gapore's war games with Australia pose no such political prob- 
lems. Several foreign military observers, including the Indone- 
sian naval attaché and the Chinese attaché, were invited to 
witness the exercise. Australia and Indonesia have not taken 
part in joint military exercises since Jakarta ended its rule over 
East Timor after failing to prevent an outbreak of violence 
directed against pro-independence supporters in 1999. 


INDONESIA AWAITS ENERGY DEREGULATION 
A new regulatory board that is to steer Indonesia's power 
industry towards liberalization has to pass a parliamentary 
review before it can start work. Critics say the delay is helping 
the state power utility, Perusahaan Listrik Negara (PLN), to 
hold off facing competition. The 13 regulatory-board candi- 
dates, nominated on June 25, face a “fit-and-proper” test by 
a parliamentary commission on mining and energy affairs. 
The commission checks their backgrounds for involvement 
in questionable business practices. Vetting of candidates for 
high-level government appointments has become standard 
procedure, but critics say parliament is moving too slowly 
on this review. A commission member says it's likely to be 
completed by the time parliament's current session ends on 
September 20. Seven of the 13 nominees are from PLN; the 
others are bureaucrats. The board will help govern Indone- 
sia’s power sector, which is undergoing a major programme 
of deregulation. In 2002 parliament passed a bill to replace 
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the elaborate system of state monopolies and controls in the 
energy sector with a multi-buyer, multi-seller model. Last year, 
Indonesia completed negotiations with 26 power producers 
whose contracts were cancelled during the Asian financial cri- 
sis of 1997-98. Some of the investors are keen to return to 
building plants and generators, which would be welcomed by 
Indonesians in outer provinces facing power shortages. 


JAPANESE ECONOMISTS’ WEATHER FIXATION 
With Japan's economy at a crucial stage in its recovery after 
a decade in the doldrums, guess what Tokyo economists are 
talking about? The weather! Summer temperatures have 
become the hot topic because of their impact on seasonal con- 
sumption. UBS economist Ayako Mitsui surveyed summer 
sales from 1980 to 2003 and discovered June-August sales of 
beer, ice-cream and fizzy drinks grew in hot years by more 
than 10% above the average growth in normal years. One gov- 
ernment survey estimates that for every degree a summer's 
average temperature exceeds the normal average summer 
temperature, Japan's total household consumption rises by 
Y1.5 trillion ($13.6 billion). That could have a big effect on the 
economy this year, because it was Tokyo's hottest summer on 
record. The temperature hit a record 39.5 Celsius in Tokyo 
during July. Beer shipments grew 10.496 year-on-year to 35 
million cases in that month, the first double-digit increase 
in six years, says the Brewers Association of Japan. But the 
hot weather hurts sales of umbrellas, flu medicine and choco- 
late. It's also not good for business at certain leisure facilities, 
such as golf courses. To help them out, the Tokyo Interna- 
tional Financial Futures Exchange is considering listing 
weather derivatives by next spring, so they can effectively buy 
insurance against abnormal weather. 


KOIZUMI STAYS HOME FOR THE HOLIDAY 
Most world leaders escape to exotic resorts or country retreats 
in the summer. But Japanese Prime Minister Junichiro 
Koizumi spent the annual break hanging out in Tokyo. In 2001, 
his plans included a visit to the controversial Yasukuni Shrine 
~ to commemorate the end of World War II in August 1945. But 
after the anger that that gesture provoked in other parts of Asia, 
he has since decided to visit the memorial at other times of the 
year. On August 13 this year, he moved out of his official resi- 
dence to stay at the posh Takanawa Prince Hotel in the down- 
town Shinagawa district, an official in the prime minister’s 
office says. There he watched the Olympics on TV, and made 
congratulatory phone calls to successful Japanese competitors. 
He also watched Deep Blue, a documentary about the oceans, 
at a cinema in the fashionable Roppongi Hills development. 
The highlight of his vacation was a trip to the theatre to see a 
famous kabuki play called Genroku Chushingura. This is the 
story of 47 retainers who plot over the course of a year to avenge 
their fallen master—while knowing that the act of vengeance 
will lead to their own demise. They end up disembowelling 
themselves at their master’s grave. Koizumi was said to have 
burst into applause and cried at the same time. 
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TAKING A BREAK: 


Japan's Prime 
Minister Koizumi 
decides there's no 
place like home 
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| Regional Briefing | 


THIS WEEK 


South Korea Names Site of New Capital 


The South Korean government announced that it 
has chosen an area in the centre of the country 
for its new capital. The site is located about 160 
kilometres south of Seoul in the rural Yeongi- 
Gongju region of South Chungcheong province. 
The authorities will conduct a detailed land 
survey to draw up a blueprint for the new capital, 
with construction scheduled to begin in 2007. 
More than 80 government ministries and institu- 
tions, including the National Assembly and the 
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RURAL AREA: Yeongi-Gongju 


Supreme Court, will be 
relocated to the city from 
2012. But the multibillion- 
dollar project has met with 
mounting opposition from 
politicians and the public. 
The government hopes the 
move will ease pressure on 
congested Seoul. 


————————————————————————————— — ——— o ——— M O 


The government said GDP grew 
4.3% in April through June, 
against a revised 5% year-on-year 
growth in the first quarter, and 
lower than analysts' forecasts of 
up to 4.856. Private consumption 
accounted for 6996 of GDP in the 
second quarter, growing 5.3% 
from a year earlier, but less than 
the 5.7% for the first quarter. The 
rupiah has fallen 9.396 against the 
U.S. dollar this year and the 
inflation rate hit a 15-month high 
of 7.2% in July. The slowdown has 
thrown the spotlight again on 
Indonesia's $150 billion debt 
burden, equivalent to about 65% 
of GDP. Indonesia needs to 
maintain high growth rates in 
order to keep up debt repay- 
ments without compromising 
spending on welfare and invest- 


Sukarnoputri unveiled a draft 
budget that stuck to conservative 
spending plans, trimming the 
budget deficit to 0.8% of GDP 
next year from a projected 1.2% 
this year, but which offered an 
optimistic growth rate of 5.4% for 
next year. The budget is likely to 
be revised by the newly elected 
parliament and could be further 
revised by the next government. 








ment on infrastructure. Mean- 7 
SLOW BUSINESS: A vendor in Jakarta 


while, President Megawati 
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Digital Camera’ Y x 
Photography Pointers. 


‘Bue-Bye" to So-So Pictures! 


AN 2. 


2. v 





Taking lots of pictures is easy with C ontents 
a digital camera, but taking 


; ‘en! Basics for taking beautiful pictures 

pictures that really stand out isn't How to Hold the Cometa 

so simple. If you're suffering from Focus Lock i 

the digital photo blues, this Sio " 

booklet is just the lift you need. It donaa 5 — tU AE 

will show you easy steps you can Zoom i 

take to turn your digital images rc: : 

from bland to brilliant right away. White Bolonce "a | EN 

Once you've read these pointers, €xposure Compensotion *- 

your only problem will be trying Movie s 

to decide which is the best Make your pictures stylishly professional! 

photograph in your collection of Woman T sn i 

k Child 

masterpieces. a IT 
Sports. - = 1 
By the Water 1; 
Panorama nane DONN 
Under the Seo m di 
Print out Vour Mosterpieces = E 
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ow to Hold the Camera 


to prevent camera shake causing imace blur 


















movement can 
easily. So fix your 
ows at your sides to 
old the camera tight. 
Setting your elbows on a 
steady surface is also 
effective. Press the 
shutter button softly so as 
not to move the camera 














mera firmly 
it against your 
to prevent camera 
ke. Be careful not to 
ove the camera when 
pressing the shutter 
button, and don't push 
too hard—a gentle touch 
will do the trick. 












When you shoot nearby subjects, use the LCD monitor with almost no parallax (lag of position 
between image viewed when shooting and actual image taken). When you shoot in bright 
outdoor conditions, use the viewfinder, because the LCD monitor is sometimes difficult to 
view in such conditions. 


-ocus Lock 


to eliminate out-of-focus pictures 





Full Push 

Shift the camera to a If you don't lock 
antre of the screen to your composition you like (but don't focus on the subject, 
abject and press the shutter move it forwards or backwards), the camera may 
utton halfway. The camera will while continuing to press the focus on the 
yen focus, and the green button halfway to keep the focus background 
Ydicator lamp lights up. locked. Then fully press it. 


These instructions are based on the pa[mju:| 410 DIGITAL. The CAMEDIA C-770/765/760 Ultra Zoom feature 
Jlympus's IESP Auto Focus, which shifts the AF target mark from the centre to where the subject is, using the 
amera's intelligent detection system. So you can compose a photo just as you wish, right from the beginning 





Shootino Modes 


Auto mode captures subjects beautifully in almost any situation. 
However, some subjects can be reproduced more attractively by 
using the mode most suitable for the situation. The following 
shooting modes are good examples. 





Portrait-style images focusing Qo rt C) | ' 
on people against a blurred 

background. Skin tones are 
reproduced naturally. 






Make the background 

simple. The telephoto 

capability lets images of 
people stand out from the 
background much more than 
with wide angle, providing a 
larger blurred background. Be 
careful not to have the subject's 
face spoiled by shadows 














Landscape Portrait t= 


Both the foreground and background are e re. rÈ » vC 
beautifully in focus. Good for shooting people h aa 
in front of landscapes. 





+ Stand close to people and shoot them ina 
somewhat large-size format. Shifting 
people to the left or right from the 

picture centre results in a well-balanced 
composition and a better view of landscapes 


——————— + 







Landsca 


Sharp pictures of sweeping landscapes. Ir 
particular, blues and greens are rendered vivid! 


Long exposure with a slower 
shutter speed than normal 
captures the scattered lights 


of night scenes listinctly 





Quality photos ot yourselt while OIO naq the 
camera. Focus locks on you, and complexions 
appear natural 











The advantage of a zoom lens is flexibility in 

framing. Wide angle expands picture scope and 

focuses objects nearby and faraway 

simultaneously (great for landscapes). 

— Telephoto enlarges faraway objects and blurs 
the background (great for portraits). 





The different perspectives of 

wide angle and telephoto 
Wide angle makes nearby objects appear biqger and 
faraway objects appear smaller exaggerating Wide angle 
perspective, Step forward and the foreground 





appears even larger, producing dynamuc pictures 
Telephoto makes faraway objects appear big, 
making both background and foreground objects 
look closer. So it compresses perspective 
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Wide angle Telephoto 













Telephoto 





Macro Mode 


Macro mode is useful to enlarge small objects such as 
accessories. Sometimes a camera cannot focus on objects 
when it is too close. With Macro mode, a digital camera can 
be used very near to objects for marvelous close-ups. Taking 
close-up photos of flowers and insects is fantastic fun! 














Make the background simple so the subject stands out. You can set Macro mode by 





just pushing the button marked with a tulip, shown at right. It's very easy, so enjoy ( 





your Macro mode operations anytime! 





ist remember the following three points, and you will become a flash expert! 





D Flash working range* is approximately 50 cm to 3 m. Digital cameras that can change ISO 
sensitivity extend flash range by setting a high rating, such as ISO 400. If a subject is too 
close, the image will be too whitish from the bright light; if too far, light from the flash 
won't reach the subject 


*Different depending on camera. Refer to instruction manual or catalogue for camera s f h working r 
: ] 


3 Auto Flash mode always makes the camera flash if it is too dark. Set to Flash Off mode if 
you don't want the flash to operate in dark or low-light situations. Set to Fill-in Flash 
mode if the subject is backlit or shaded in bright sunshine. 


E Flash time is instantaneous, so flash use prevents images from blurring 


Auto Flash Mode 
Doesn't flash because it is bright outdoors 
The woman's face is too dark in the shadow of the hat visor 


Fill-in Flash Mode 
Forcing flash operation makes it possible to capture the 
woman's face clearly 


Auto Flash Mode 

Image of the man in the foreground appears fine, but the 
background is dark due to short exposure time (normal 
shutter speed) 


Auto Flash Mode with Night Scene Shooting Mode 
Both the man in the foreground and the Ferris wheel in the 
background appear clearly thanks to long exposure time (slow 
shutter speed). The man's image is not blurred bacause of flash 
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With a film camera, colour reproduction differs depending on the lighting. Pictures 
will be slightly green under fluorescent light and somewhat red under tungsten light 
But a digital camera can produce natural-looking colour by setting the white balaneé 
The Auto setting can achieve natural colour reproduction in almost any situation. In 
some conditions, Preset settings such as Daylight, Overcast, Tungsten Light, or 
Fluorescent Light provide better results. You can also use Preset settings under 

| different light sources to get creative colour effects. 


Auto setting in the shade Overcast setting in the shade 





A under daylight conditions under daylight conditions 
The face of the woman in the shade The face of the woman in the shade 
looks pale due to a blue tinge looks healthy with the red tinge 


Daylight setting 
under tungsten light conditions 


Tungsten Light setting 
under tungsten light conditions 





Natural-looking colour reproduction is A warm effect is achieved by setting 
achieved Flash should not be used white balance to a different light source 
Hash should not be used 


Exoosure Compensation 


:xposure compensation brightens or darkens images for true-to-life colour, or for giving 
rour picture a strong impression. An exposure unit is denoted by EV (Exposure Value) s | 









"lus compensation: ————————— ——————————» 
jrightens and lightens colour of images. When most 





Q White or light-yellow flowers 


»f the picture is white or other light colours, colour G subjects in the shade that are backlit 


'eproduction will be dark, so a plus compensation 
hould be used. 


Minus compensation: —————————————— ——» RETICS ALA 











Jarkens and deepens colour of images. When most G Deep green forest, blue sky, blue sea 
»f the picture is black or other dark colours, colour G subjects against a dark background 
'eproduction will be bright, so a minus compensation " 

ihould be used. 





With plus 61 EV Without With minus 
compensation compensation compensation 
Nhite comes out greyish. Actual white is achieved Black comes out arey Actual black rs achieved 





Motion image recording is an advantage of digital cameras not available with film 
:ameras. The Motion JPEG format is generally used. Recording time has been getting 
onger, and with the introduction of the MPEG-4 format, extended recording times, 
almost like a video camera, are available. Check your tennis swing or record the 
adorable activities of your pet! 


"The CAMEDIA C-770 Ultra Zoom'uses the MPEG-4 in addition to Motion JPEG 








Shoot in back light. 

When you're shooting under bright 
sunlight, your subject may unwittingly 
frown at the camera. To avoid this, 
have the subject's back to the light 
and use plus exposure compensation. 
Complexions will look healthy, 
subjects will look happy, and the back 
light will add lustre to hair 





Shoot in soft sunlight. 
With soft sunlight, skin textures are smoothed out, creating a calm 
atmosphere in the picture. Taking advantage of the direction of the sunlight 
can also enable a cubic effect to be expressed. As faces are not symmetrical, 
try to find the angle that brings out the best in each individual face. 


Low-angle shooting makes legs. 
look longer. 

When shooting from a low angle, the 
face looks smaller and the legs look 
longer, enhancing the subject's style 
and glamour. The background will 
spread out behind the subject, giving 
the image a wide-open feeling. To 
make people look slimmer, position 
them so that they are standing aslant 
to the camera. 





With children, a happy, 
smiling face is always best. 
When you see a smile, capture it 
immediately with Full Auto mode, 
which lets you take pictures without 
any hassle. Take as many as you 
want, as a digital camera allows you 
to store only the pictures you like 
Shoot from a high angle or low 
angle to get different effects 


Stop motion with the 
high-speed shutter | 
The high-speed shutter can i 
capture fast-moving children 4 
without blurring. Using the 
Sports shooting mode is the most 
convenient way to do this, since 
it is preset to use the high-speed 
shutter. Another method of 
stopping motion is by using the 
flash, which is instantaneous 








Zoom in from a distance to capture the most charming moments. 
Telephoto shooting from a distance lets you catch a child's natural smile and 
expressions, because a child may tense up when you shoot from up close. You 
don't have to make the child pose or look at the camera. Pictures of a child 


absorbed in something or playing with someone will be nice 
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Use Macro mode for close-ups. 
Close-up shooting will help you take 
beautiful pictures of flowers. Using the 
Macro mode lets you get close to the 
subject. Fill up the frame with the flower 


for more artistic images—you could even Blur the background with 
shoot only the central part of the flower Aperture Priority mode. 
instead of putting the whole flower into Setting a large aperture blurs — « 
the frame. The results will amaze you! the background and makes the 


flower stand out. Focusing on 
stamens adds a more 
professional finishing touch. If 
the Aperture Priority mode is 
not available, substitute the 
Portrait shooting mode to get a 
similar effect 


With plus compensation (+1 EV) 





Get the perfect image with exposure compensation. 
Exposure compensation in the range of «1/3 to «1 EV will give you 
good results when shooting white or light-yellow flowers. Colours 
will be natural and true-to-life. 
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-apture even the goalkeeper's facial expression 
with the 10X ultra zoom. 

‘Ne CAMEDIA C-770 Ultra Zoom boasts a powerful 10X 
sptical zoom. Even subjects very far away can be captured up 
lose and personal, thanks to its superior performance. 






Seize the moment with 
Sports shooting mode. 
The camera automatically sets 
the high-speed shutter, 
enabling you to capture fast- 
moving action without blur. 





» How to shoot à running person 


Focusing in advance: Focus on a certain point in advance where 
you want to shoot the subject. As soon as the subject comes into 
frame, press the shutter button. Pressing the shutter button a 
ittle early is the key to success. Fast shutter speed is appropriate 
?anning: Focus on the running person, then press the shutter 
dutton while moving the camera in the direction of the subject 
The photograph will have a streaming background, while the 
iubject will appear to be still. This evokes an impression of high 
ipeed in your photograph. Fast shutter speed is not appropriate 








IPEG-4 enables extended movie recording. 
»orts action can be more exciting when seen in live motion, Since the C-770 Ultra Zoom uses 
ve MPEG-4 format's superior compression method, you can shoot for approximately six times 
inger than with Motion JPEG—the standard format typically used by digital cameras. Plus, the 
-770 Ultra Zoom records at 30 frames per second for smooth motion 
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the Water with 





All-weather design protects 
the camera from water. 
Water splashes won't hurt 

the 4Ji[mju:] 410 DIGITAL, so you car 
go right up to the water's 
edge—whether you're at the pool, 
the beach, or a tumultuous 
waterfall—and get some great shot 
You can also shoot safely in the rair 
or snow, without worrying about 
the camera. Even if a mischievous 
child pours water on the camera, it 
will keep on shooting. 








The LCD monitor image is visible 
even in sunlight. 

The u[mju:] 410 DIGITAL's newly 
developed LCD monitor is easy to see even 
in bright outdoor conditions. So it is very 
useful at a beach or on a ski slope. 





Beach & Snow mode is useful. 

This shooting mode is designed to provide beautiful 
images under bright lighting conditions that occur at 
beaches or on snow-covered mountains on sunny days. 
Sand and snow are rendered beautifully white, and sea 
and sky are reproduced in vivid blues. 









Attractive subjects on the beach 





Look at the sands, and you will find them. Footprints, the shadow of a palm tree, and 
much more. The sands are a changing canvas which will stimulate your creativity 








ou can turn pictures taken with the Olympus xD-Picture Card into a panorama 
icture on your computer using the CAMEDIA Master software provided with 
ifympus digital cameras. Enjoy wide-spectacle pictures. 


OLYMPUS 





'lympus offers exclusive underwater cases (sold separately) 
»r just about all of its digital cameras. White balance 
djustment capability for natural colour rendition and an LCD 
vonitor are useful for underwater photography. Expand 
Jur shooting expertise to the vista beneath the waves 


43-* 






PT-016 Underwater Case for 
plmju:] 410 DIGITAL 


PT-022 Underwater Case for 


CAMEDIA 770/76* 








ow you know how to shoot masterpieces, 
id you're going to want to print them 

1d share them with friends and family. 
scent Olympus digital cameras and the 
AMEDIA P-10 Digital Photo Printer 

hown at right, sold separately) are 
(mpatible with PictBridge, for easy 

'inting without a computer 





ll of the pictures in this Dooklet were taken with Olympus diq tal cameras 
amera features in this booklet are based on the Jimju 1410 DIGITAL and/or 


AMEDIA C-770/765/760 Ultra Zoom e 





All-weather Digital Camera Willing to Get Wet 


New ££ Imju:] in 
Three Colour Variations 


Alou] 410 DIGITAL 


All-weather Stylish Metal Body 
4.0 Megapixel Image Quality 
» 3X Optical Zoom, 12X with Digital Zoom 
LCD Monitor Visible Even in Sunlight 
A Variety of Shooting Modes 





di lour availability depends or 3 Area 








(MEDIA C-770 Ultra Zoom 
10X Optical Zoom, 40X with Digital Zoom 
| 4.0 Megapixel Image Quality 
MPEG-4 Extended Movie Recording 


CAMEDIA C-765 Ultra Zoom 
10X Optical Zoom, 40X with Digital Zoom 
4.0 Megapixel Image Quality 
Motion JPEG Movie Recording 


[ «mme «M (AMODA C-760 Ultra Zoom 
" ) 10X Optical Zoom, 30X with Digital Zoom 
» 3.2 Megapixel Image Quality 

Motion JPEG Movie Recording 









OLYM PUS OLYMPUS CORPORATION 


www.olympus.com 








reduction was a pre- 
emptive move to offset 
the effects of higher 
prices. But analysts 
said the move could 
increase inflation. 


BERE C 
Tata Iron & Steel Co., 
India's second-largest 
steel company, agreed to 
buy the steel business of 
Singapore's NatSteel for 
about $285 million as 
part of Tata's plans to 
boost capacity and 
exports. The acquisition 
will take NatSteel out of 
the steel business while 
giving Tata Steel a 
presence in seven Asian- 
Pacific countries. Tata 
Steel will use the Nat- 
Steel facilities and brand 
in the Asian markets. 
NatSteel intends to use 
money from the sale to 
expand its chemicals 
and construction busi- 
nesses. The Tata Steel 
acquisition will add close 
to two million tonnes to 
its global capacity. 


A bomb blast in the 
northeast state of Assam 
killed at least 15 people, 
including several children. 
The explosion ripped 
through an Independence 
Day celebration on a 
college parade ground in 
the town of Dhemaji. 
Police blamed the attack 
on a separatist group, The 


DEADLY BLAST: A victim of the explosion in Assam 


United Liberation Front of 
Assam, which had called 
for a boycott of Indepen- 
dence Day events. 


BURMA 


United Nations Secre- 
tary-General Kofi Annan 
called for Burmese 
opposition leader Aung 
San Suu Kyi to be freed 
from house arrest. He 
also called for "substan- 
tive dialogue" between all 
parties and said the 
military government's 
reforms would not be 








RELEASE CALL: Annan 


credible without the 
involvement of Suu Kyi's 
National League for 
Democracy. His state- 
ment followed a failed bid 
by the NLD to secure the 
release of its leader. 


PHILIPPINES 


Seventeen suspected 
members of the Islamic 
rebel group Abu Sayyaf 
were sentenced to death 
by a court in the southern 


sanay 


Philippines island of 
Basilan. The men-four of 
whom were tried in 
absentia—were found 
guilty of kidnapping four 
people on Basilan three 
years ago. 





MALDIVES 


The government declared 
a state of emergency 
after a pro-democracy 
rally turned violent in the 
capital Male. The order 
gives President Maumoon 
Abdul Gayoom the power 
to suspend the constitu- 


, tion and take any steps 
= necessary to maintain 
^ peace in the one-party 


Indian Ocean state. 


VIETNAM 


Vietnam confirmed that 
there have been three 
new deaths from bird flu 
in the country. The three, 
including two children, 
died in early August of 
the H5N1 strain of the 
virus. They marked 

the first officially con- 
firmed cases of the 
disease since an out- 
break last February left 
24 people dead in 
Thailand and Vietnam. 


AUSTRALIA 


National Australia Bank 
named four nonexecutive 
directors, ending the 
boardroom upheaval that 
was caused by a foreign- 
exchange trading scandal 
in January. The new 
directors have back- 
grounds in finance, 
banking, law and futures 
trading. NAB now has 12 
directors, with only three 
holding executive posi- 
tions. The nation's 
biggest lender hopes the 
additions will assuage 
investors and help rebuild 
its credibility. 





SPOTLIGHT 


THE SERPENT 
Charles 
Sobhraj is 
jailed again 





KILLER IN THE CLINK 
Three decades after preying on foreign back- 
packers around Asia, serial killer Charles Sobhraj 
has finally been convicted of murder. The Kath- 
mandu District Court on August 12 sentenced 
him to life imprisonment for killing an American 
tourist in 1975. 

The 60-year-old French national was arrested 
in a Kathmandu casino last September after sur- 
prisingly returning to the country where he was 
accused of killing Connie Bronzich, 29, and her 
Canadian boyfriend, Laurent Armand Carriere, 
26. Their charred bodies were found on the out- 
skirts of Kathmandu in December 1975. Bronzich 
had been stabbed 16 times. 

Wearing his trademark dark glasses and 
baseball cap, the man known as “The Serpent” — 
because of his disguises and ability to elude 
the law—said he would appeal. 

Sobhraj served more than 20 years in New 
Delhi's Tihar prison for the manslaughter of two 
tourists in India in 1976. He broke out of the high- 
security jail in 1986, but was recaptured 22 days 
later in Goa. He settled in France on his release. 

Sobhraj, whose father was Indian and mother 
Vietnamese, has been implicated in at least 12 
killings across Asia, including seven in Thailand 
between August and December 1975. 

When he flew to Nepal that December he and 
his late accomplice, Marie-Andree Leclerc, were 
travelling on the passports of their two latest vic- 
tims, a Dutch-born Indonesian and his girlfriend. 
Police said they had been killed two days ear- 
lier after being handcuffed to a bed in Sobhraj's 
Bangkok apartment. John McBeth 
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SECURITY 


Marching Out 
Of Asia 


President George W. Bush, under pressure in Iraq and on the campaign trail, has endorsed 
a shift in America's military presence in the region. Trading troops for technology may make 
military sense, but it's mahing a lot of people very nervous 


By Susan V. Lawrence/W ASHINGTON 
and David Lague/HoNc KONG 





FOR MORE THAN a decade, senior United 
States officials, when questioned about 
security in Asia, would intone the mantra 
that Washington intended to keep 
100,000 troops in the region. To key U.S. 
allies, it wasn't just the number itself that 
mattered. The key reassurance was that 
the number was unchanging. From bar- 
racks hard up against the Demilitarized 
Zone in South Korea to sprawling marine 
bases on Okinawa, the presence of long- 
established U.S. forces on the ground was 
a symbol of a superpower's determination 
to keep the peace. 

Now the numbers are changing, as the 
U.S. launches the biggest redeployment 
of its forces since the end of the Korean 
War. On August 16 President George W. 
Bush announced that the U.S. plans to 
"bring home" 60,000 to 70,000 troops 
stationed overseas in the next decade along 
with 100,000 family members and civil- 
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ian employees. Under intense pressure to 
maintain combat forces on the ground 
in Iraq while at the same time realigning 
forces in keeping with post-Cold War 
realities, the U.S. will base significantly 
fewer troops in Asia. As part of this shift, 
12,500 troops are to be withdrawn from 
South Korea by the end of 2005 and Wash- 
ington has been negotiating with Tokyo 
about smaller reductions in the 50,000- 
strong force based in Japan. 

Close U.S. consultations with key 
allies about troop cuts and strong indi- 
cations that the U.S. plans to boost 
regional firepower with the deployment 
of a second aircraft carrier battle group to 
the region seem to have dampened alarm 
in Asia (see page 16). However, at a time of 
growing tension across the Taiwan Strait 
and an unresolved nuclear crisis on the 
Korean Peninsula, any change to the U.S. 
military posture is highly sensitive. 

"Overall, it doesn't seem like it's a 
retreat of U.S. forces from this region," 
says strategic analyst Yuan I of Taiwan's 
National Chengchi University. The prob- 
lem for Yuan and other experts is that with 
the U.S. tied down in Iraq for the long 
haul, there is uncertainty about Wash- 
ingtoris strategic priorities, and that could 
be dangerous. 

America's goal over the next decade, 
Bush said as he announced the plan in a 
speech to a gathering of the Veterans of 
Foreign Wars in Cincinnati, is to “deploy 
a more agile and more flexible force." 
While fewer troops will be stationed in 
Europe and Asia, more will be stationed 
in the U.S. and deployed from the U.S., 
he said, while some "troops and capabil- 
ities" will go to new locations abroad from 
where they can "surge quickly to deal with 
unexpected threats." 

In briefings about the proposed 
changes for reporters in Washington, 
administration officials repeated that 
from now on, the U.S. wants the strength 
of its commitment to regional security 
to be measured in terms of capabilities, 
not numbers of troops based on the 
ground. “We have one military force 
throughout the world and we have to use 
those forces where they are most needed,” 
a senior Defence Department official 


OFF TO IRAQ: U.S. troops in South Korea 
ready for their flight to Kuwait 


BEHIND THE 
REDEPLOYMENT 


* The U.S., pulling back 
troops from Asia, wants 
its commitment 
measured by capability, 
not troop numbers 


* The U.S. has eased the 
pain with the promise of 
firepower 


* But any change to the 
U.S. military posture is 
highly sensitive 





explained in response to a Japanese 
reporter's question about whether 3,000 
marines deployed in February from Oki- 
nawa to Iraq would be replaced. The 
briefers made clear that the days are over 
when the U.S. felt the need to maintain 
100,000 troops in Asia to reassure its 
allies and deter its potential foes. 

Bush's words, a senior State Depart- 
ment official told reporters, are "his 
endorsement of the overall concept and 
his signal that it's now time for us to dis- 
cuss in earnest the details of these many 
important changes." 

The announcement also left the 
impression that it was calculated to help 
boost support among military families for 
Bush's bid for re-election in November. 
Bush promised service members *more 
time on the home front and more pre- 
dictability and fewer moves over a career." 

Pentagon public affairs officials said 
that after Bush spoke they were deluged 
with phone calls from local radio stations 
around the country inquiring when 
troops from their home towns would be 
coming home. 

[n a statement released by the Demo- 
cratic National Committee, retired Gen. 
Wesley Clark, a former presidential can- 
didate now supporting Bush's opponent, 
John Kerry, in the presidential election, 
blasted Bush's speech. He argued that 
"removing U.S. forces from the Korean 
Peninsula at a critical juncture in diplo- 
matic efforts to dismantle North Korea's 
nuclear programme will send a dan- & 
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gerous signal of weak American resolve 
to Kim Jong Il," North Korea's leader. 

Other analysts argue that U.S. plans 
to pull significant numbers of ground 
forces out of South Korea and redeploy 
remaining troops further south on the 
Korean Peninsula, away from the bor- 
der with North Korea, will allow the U.S. 
to minimize its casualties in a war on 
the peninsula, and thus potentially make 
it easier for the U.S. to decide to attack 
North Korea from afar by air. 

Jonathan Pollack, chairman of the 
Strategic Research Department at the 
Naval War College in Rhode Island, notes 
while some in South Korea have a "fear of 
abandonment," others fear that the U.S. 
is “redeploying to be better able to fight 
a war" with North Korea. 

Most analysts agree that implications 
of the troop redeployment are minimal 
for the other flashpoint in East Asia, a 
possible confrontation between China 
and Taiwan. 

"Whatever the nature of U.S. secu- 
rity commitments to Taiwan, it is 
extremely difficult to conceive of some- 
thing that would involve use of Ameri- 
can ground forces," says Pollack. The 
bulk of the troop withdrawals from both 


Europe and Asia will be ground forces, 
he observes. 

Behind the force deployment is Wash- 
ington's view that that configuration no 
longer makes sense in light of the collapse 
ofthe Soviet Union and the emergence of 
new threats, along with technological 
advances that have boosted the military's 
ability to project force over long distances 
and lessons learned from post-Cold War 
military operations. 


PRESSURE FROM IRAQ 

The significance of Iraq as another moti- 
vating factor has been largely unarticu- 
lated by U.S. officials. For Canberra-based 
security commentator Allan Behm, the 
troop cuts are a clear sign that the war 
in Iraq is exerting tremendous pressure 
on the U.S. military. 

"To maintain its operational tempo in 
the Middle East and Afghanistan, the 
U.S. simply has to take forces from 
Europe and Asia," he says. "This tells 
us that the U.S. is in the Middle East for 
the long haul, and that has introduced a 
fundamental strategic problem that is far 
bigger than anyone imagined." 

The challenge for Pentagon planners 
is that America's 480,000-strong regu- 


lar army has shrunk to a historically low 
proportion of overall U.S. full-time mil- 
itary manpower since the end of the Cold 
War—about 35%. Already reserves and 
national guard troops are playing vital 
roles in Iraq and Afghanistan, where the 
U.S. has about 150,000 troops on duty. 
If Washington were faced with another 
crisis, such as a ground war on the 
Korean Peninsula, it might have the air 
power and naval forces to assist South 
Korea but reinforcing and supporting a , 
major U.S. ground force would be a 
major headache. 

But in Asia, the biggest changes will 
be to deployment of forces in South 
Korea. The U.S. envisions dramatically 
scaling back its ground forces in South 
Korea, perhaps to the point where they 
are only a token presence. One of the two 
U.S. combat-ready ground force brigades 
in Korea, comprising 3,600 troops, 
recently left for Iraq. The fate of the sec- 
ond brigade remains under discussion 
with Seoul, which has requested that the 
U.S. delay large-scale withdrawals while 
the threat from North Korea remains 
uncertain, and while the government 
grapples with the cost of providing more 
of its own defence. Washington and &* 
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Seoul agreed last month on the rede- 
ployment of all U.S. forces further south 
on the peninsula. 

Michael McDevitt, a senior official 
in the Office of the Secretary of Defence 
in the 1988-1992 Bush administration, 
notes that the U.S. began the process of 
"downgrading the ground component of 
our presence in Korea" in 1990. The U.S. 
withdrew 7,000 troops between 1990 
and 1992 before the secretary of defence, 
Richard Cheney, froze the process 
because of concerns that the U.S. was 
"sending inconsistent signals" to allies 
and to the U.S. Congress, says McDe- 
vitt, now director of the Centre for Strate- 
gic Studies at CNA Corp., a Virginia-based 
think tank. The U.S. was then trying to 
raise alarm bells about North Korea's 
nuclear programme and felt troop with- 
drawals blunted its message. 

Today, the U.S. is again deeply con- 
cerned about North Korea's nuclear pro- 
gramme, but now Vice-President Cheney 
may be calculating that the public rela- 
tions bonus of announc Ing troop returns 
in an election year trumps any risk of 
appearing to send mixed messages. 
Today, U.S. officials also justify the with- 


REASSURANCE: 
Sailors line the 
deck of U.S. 
aircraft carrier 
Kitty Hawk in 
Yokosuka, Japan 


drawal of ground forces from Korea by 


pointing to the U.S. military's enhanced 
and to 
improvements in the Korean military's 
own capabilities that allow it to handle 


power-projection capabilities, 


ground- defence tasks. 

In Japan, the U.S.'s other major alliance 
partner in Asia, plans call for moving some 
U.S. personnel to Guam, in the Western 


Trading Troops for Firepower 


Critics of military thinking say generals are always fighting the previous war. In 
the case of United States troops based around the world, many are still deployed 
on the front lines of long-finished wars. In Europe and Asia, the bulk of U.S. 
troops remain in positions left over from World War Il and the Cold War. 

Behind the Bush administration's decision to withdraw 70,000 troops from 
Europe and Asia over the next decade is an effort to realign U.S. military forces 
offshore to take account of new military realities along with a need to maintain 


forces in Iraq. 


Senior U.S. officials have been at pains to reassure their regional allies that 
the reductions in troop numbers will be offset by additional firepower, more 
mobile forces and agreements with allies that open access to new bases and 
staging areas. The most visible move to support these claims will be the 
expected deployment of a second aircraft carrier battle group to Asia next year, 
probably based at Guam or Hawaii. The U.S. now has one aircraft carrier in the 
region, the Kitty Hawk, and its supporting warships based in Japan. 

With tensions remaining high on the Korean Peninsula and across the Taiwan 
strait, the top U.S. military commander in the Pacific, Adm. Thomas Fargo, has 
advised the Pentagon that more forces are needed in the region. “I believe I’ve 
stated pretty clearly we need to move another carrier strike group to the Pacific 
that can operate on the same model as the Kitty Hawk, co-located with its ai 
wing and funded to level readiness,” Fargo told a June 10 naval symposium in 
Washington. The U.S. has also moved three submarines to Guam in a bid to meet 
what many naval strategists believe is an emerging threat from China's 


expanding submarine fleet. 
[ E 
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Pacific, while bringing others to Japan from 
Washington state, on the U.S. west coast, 
and moving still others to new locations in 
Japan. The U.S. is refusing to say how the 
overall number of troops in Japan will be 
affected. The senior State Department offi- 
cial who briefed reporters insisted that 
"there won't be a dramatic change in per- 
sonnel” in Asia. 

As it pulls back some troops from 
Asia, the Pentagon is also mooting the sta- 
tioning of a second aircraft carrier in the 
Pacific and the stationing of more air force 
bombers and other “advanced strike 
assets” on Guam. And it is working to con- 
clude agreements with governments in 
Central Asia and Southeast Asia to allow 
U.S. troops to train in those places and 
have access to facilities and services in the 
event that U.S. forces have to intervene in 
a crisis nearby. 

The plan faces hurdles. “There is 
clearly some resistance to this” in Asia, 
ack. It doesn't help, he notes, that 





says Pol 
the U.S., claiming security concerns, says 
it cannot tell other governments in pre- 
cisely what kind of circumstances the 
U.S. might deploy its forces. 

The U.S. needs “the arrangements, 
the access, the collaboration, the training, 
the exercise profile that make it credible 
when and if you have to act,” says Pollack. 
“It is very focused on the very military 
functions. But there is a kind of political 
underpinning to all this about whether 
states want to be that enveloped in the 
strategy with the United States.” = 
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A takeover battle between banking giants offers 
a glimpse at how market forces are reinvigorating 
Japan’s long-stagnant financial industry 


By Martin Fackler/Tokvo 


THE FIRST BANK takeover battle in Japanese history prom- 
ised all the drama of a Godzilla movie: two financial mega- 
monsters poised for an epic clash that would flatten Japan 
Inc.'s clubby way of doing business. 

But in the end, there was no dramatic showdown 
between the banking behemoths. On August 12, Mitsubishi 
Tokyo Financial Group proudly claimed the prize when it 
signed a deal with UF] Holdings to create the largest bank 
ever. Rival titan Sumitomo Mitsui Financial Group lumbered 
away for the time being. 

But even without a thrilling finale, the fight for UF] has 
marked a turning point in Japan's 14-year financial funk, ana- 
lysts and bankers say. Not only are big Japanese banks show- 
ing themselves to be healthy enough, and confident enough, 
to take bold steps, they are also starting to move with unprece- 
dented speed and aggression. 

Mitsubishi Tokyo “has dealt with its bad loans . . . and 
moved from a defensive to an offensive posture," the bank 
groups president, Nobuo Kuroyanagi, told reporters on July 
16 when he first announced his group's desire to consoli- 
date with UFJ. The tie-up will create a bank with Y189 tril- 
lion ($1.75 trillion) in assets—three times the size of the 
Indian economy. 
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A WINNER: Mitsubishi fended off Sumitomo's bid for UFJ 
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Winner Takes All 
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Sumitomo Mitsui, Japan's third-largest bank, sparked the 
confrontation on July 30 by making a surprise counter- 
offer after UFJ had already agreed to a tie-up with the coun- 
try’s No. 2 lender, Mitsubishi Tokyo. 

While neither suitor ever unveiled an actual bid, they both 
tried to woo UF]'s management with offers of fresh capital 
for writing off bad loans, and top jobs in any new bank. Mit- 
subishi Tokyo's deeper pockets prevailed, as UF] President 
Ryosuke Tamakoshi told a press conference he felt more con- 
fident that it could deliver a promised injection of up to ¥700 
billion before UF] faced a potential cash shortage at the end 
of the fiscal half year on September 30. 

Still, the spectacle of two of Japan's biggest banks com- 
peting with ever richer offers marks a big change from just 
last year. Then, banks were still hunkered down to weather 
the economic hard times that followed the 1990 stock mar- 
ket collapse and the end of Japan's go-go bubble economy. 
Gasping under heaps of bad loans, banks were slashing 
new lending while posting record losses. Even the waves of 
bank mergers in the 1990s were essentially strategies for sur- 
viving by becoming too big to fail. 


LEANER AND MEANER 

Now, profits are up thanks to Japan's strongest economic 
recovery since the 1980s. Years of big bad-loans write- 
offs and cost cutting have helped banks look their best in 
recent memory. All of Japan's biggest lenders except lag- 
gard UFJ appear set to meet a deadline imposed by the 
reformist banking minister, Heizo Takenaka, to reduce dud 
loans by 5096 by March 2005. 

Not only are banks leaner, they're also meaner. One of 
the biggest changes of the last decade has been the demise 
of the convoy system, in which banks moved in lock step 
under the direction of paternalistic regulators. In its place 
has come an increasing reliance on market forces, rewrit- 
ing the rules in the banking industry. In this harsh new 
world, banks must now compete to survive, even if it means 
trying to elbow into each other's merger plans. Such con- 
frontational behaviour would have been unthinkable in 
clubby old Japan. 

Regulators helped trigger the battle by pressuring UF] 
to speed up its bad-loans disposals, forcing the bank to seek 
a stronger suitor to avoid a dangerous shortage in capital. But 
bankers say the Financial Services Agency, successor to the 
once all-powerful Finance Ministry, has not orchestrated 
this takeover from behind the scenes, as bureaucrats did in 
the past. Nor did foreign investors or investment banks play 
a big role, as they have in the past. 

True, when the dust settled, the most predictable outcome 
prevailed: Original suitor Mitsubishi Tokyo emerged victori- 
ous. But analysts say the fact that a takeover battle could 
happen at all, and that it involved domestic players in the 
private sector, demonstrates that Japanese banking has entered 
a new, more competitive era. 

"The bad-debt crisis is over," says Richard Jerram, an 
economist in Tokyo for Macquarie Securities. "Banks ar« 
focusing on the future, not the past." & 
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INDONESIA 


Tunnel Vision 


The Golkar party’s support of Megawati in the 


presidential race should have only a marginal effect 


By John McBeth/JAKARTA 


INDONESIA'S POLITICAL elite is taking a long time to under- 
stand that a combination of democracy and decentralization 
is empowering constituents and taking a toll on the power 
of party leaders. But don't try and tell that to chairman Akbar 
Tanjung and the political diehards in his Golkar party, which 
may have won the most seats in the April 5 parliamentary elec- 
tions but remains little changed from the machine that under- 
pinned the autocratic rule of former President Suharto. 

In announcing its support for incumbent Megawati 
Sukarnoputri in the second round of the presidential election, 
the party leadership on August 15 seemed to be signalling 
its conviction that a coalition 
of the country's two largest 
parties, Golkar and the 
Indonesian Democratic 
Party for Struggle (PDI-P), 
would be able to peg back 
front-runner Susilo Bam- 
bang Yudhoyono ahead of 
the September 20 electoral 
showdown. 

But with Yudhoyono still 
holding a commanding lead 
in the opinion polls, politi- 
cal analysts were almost 
unanimous in their conclu- 
sion that Golkar's support 
will have only a marginal 


° | 
impact on the eventual out- 


come. The retired general ELECTION ALLIES: President Megawati with Golkar's Akbar Tanjung (right) 


might see some of his lead 
disappear in the next few weeks, but independent surveys 
show that 4096 of Golkar constituents voted for Yudhoyono 
rather than the party's official candidate, former armed forces 
chief Wiranto, in the first round of the election on July 5. 
Although about two-thirds of Golkar's 25-member central 
executive board is considered loyal to Tanjung, that did not 
prevent 21 out of the party's 32 provincial chapter leaders from 


VOTERS HAVE SHOWN AN ALMOST 
OVERWHELMING PREFERENCE FOR 
PERSONALITY OVER PARTY 
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meeting on August 8 with Jusuf Kalla, Yudhoyono's run- 
ning mate and a Golkar member, to discuss a possible coali- 
tion with Yudhoyono's small Democratic Party (DP). An angry 
Tanjung later threatened to take disciplinary action, saying 
that maintaining party unity was "the most important thing" 
ahead of the run-off. 

In the end, however, all but eight provinces fell into line 
with Tanjung's dictate—at least for now. "It's very simple," 
says Golkar Vice-Chairman Marzuki Darusman, one of four 
central-board members to attend the Kalla meeting. "It's a 
self-serving decision by the regions because it comes before 
the regional conferences that will choose new boards in the 
next few weeks. The central board has a big say in which chap- 
ter leaders will stay on." 

Golkar Secretary-General Bomer Pasaribu claimed that 
with Megawati prevented by law from seeking a third term, 
a coalition with her PDI-P would provide Golkar with a spring- 
board to win the presidency in 2009. Given the new-found 
independence of many voters and the fact that they have so 
far shown an almost overwhelming preference for person- 
ality over party in the presidential election, analysts find 
that thinking difficult to understand. 

Analysts also note that while Golkar captured 127 seats in 
the parliamentary elections, more than any other party, its 
support remained flat at 
21.596 of the national vote, 
compared to 2296 in 1999. 
Instead of going to Golkar, 
as was widely expected, 
most of the 1596 of the vote 
that Megawati's Indonesian 
Democratic Party for Strug- 
gle lost in April moved to 
the DP and the Muslim-ori- 
ented Justice and Prosperity 
Party in what was seen as a 
backlash against the estab- 
lished parties. 

Golkar didn't have to 
enter the presidential fray. It 
is the one party neither of ` 
the contestants can afford to 
ignore and, political analysts 
say, it would have made 
more sense for Golkar to have taken a neutral stance and then 
allowed itself to be courted in the days of horse-trading lead- 
ing to the new president's inauguration on October 20. "The 
majority of the provincial boards know Megawati is a lost 
cause," says Darusman. "Perhaps this is also one way to push 
Akbar [Tanjung] out of the game." 

Indeed, Tanjung's open preference for President 
Megawati may be motivated by his own self-interest. If 
Yudhoyono wins next month, it could lead to his running 
mate Kalla leading a revolt against Tanjung in the coun- 
try's biggest party. It is no coincidence that the Golkar chap- 
ter in Kalla's home province of South Sulawesi threw its sup- 
port behind the Yudhoyono ticket. = 
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BENTLEY 


PRESTIGE AND PERFORMANCE United under a 
“winged B”, Breitling and Bentley share the same 
concern for perfection. Extreme standards of reliability, 
precision and authenticity. A world where cutting-edge 
technology merges with noble traditions. The ultimate 
blend of prestige and performance. Symbolizing this 
communion of ideals, Breitling participated in the styling 
of the instrumentation and designed the dashboard 
clock for the Bentley Continental GT; Breitling also 
accompanied the victory of Team Bentley in the 
legendary Le Mans 24 Hours race. 


EXCLUSIVITY AND TECHNICAL EXCELLENCE 
For devotees of fine mechanisms, Breitling has created 
an exceptional chronograph named Bentley Motors. 
The culmination of sophisticated aesthetic research, 
this wrist instrument mirrors certain signature features 
of the famous British car manufacturer, such as the 
knurled finish on the bezel, inspired by the Bentley 
controls. Dedicated to the automobile world, it 
features two exclusive mechanisms as well as a high- 
performance “motor” assembled and “prepared” in 
the Breitling Chronométrie workshops. 
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burn more fuel. They just don't have to. 
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ECONOMIES 


Hidden Costs 


Price controls over a few key items remain a 
critical piece of Beijing’s fight against inflation 


By James T. Areddy/SHANGHAI 


GRIPPING A BRIGHTLY coloured umbrella on a pleasant sum- 
mer night as a kind of signal flag, Zhang Yuji positions him- 
self to be the first thing taxi drivers see when they round the 
corner onto his employer's street. The Manchurian Special 
restaurant hired Zhang a year ago to land taxis for its patrons. 
It's a job description that reflects how difficult it has become 
to get a cab in Shanghai. But it's also a symbol of what has 
become an increasingly common choice made by Chinese 
officials at all levels of government: Keep prices low even if 
that leads to shortages. 

Shanghai has enjoyed double-digit increases in real gross 
domestic product each year for over a decade, giving its 
residents among the highest average disposable incomes 
in China. But the last time the government sanctioned an 
adjustment in taxi fares, in 1998, it actually reduced them 
nearly 30%. Capitalism with Chinese characteristics increas- 
ingly seems to mean nonsensical pricing. From the cheap 
$1.20 flag-fall in Shanghai taxis to the artificially low prices 
for many key commodities like electricity, government reg- 
ulation, intervention and outright fiat have become critical 
tools for suppressing prices. 

Chinese officials like to boast that 9696 of all prices are 
officially set by the market. But that is extremely mislead- 
ing. The government's influence remains widespread and 
deeply felt. And shortages, not rising prices, are the main 
release valve when demand is stronger than supply. 

To a degree, the artificial suppression of prices has worked. 
China last week reported that consumer prices were 5.396 
higher in July than they were a year ago. That represented a 
seven-year high in the consumer price index and marked a 
fourfold jump in the CPI from the 1.2% average for all of 2003. 
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RELIC OF THE PAST: In modern China, price controls 
remain a powerful symbol of past central planning 


But it wasn't as high as it might have been. Globally, oil prices 
have rocketed, but in China petrol prices have barely budged 
in weeks. Food prices jumped over 14% in July and the gov- 
ernment blamed food for the bigger-than-usual increase in 
inflation. But non-food costs were barely 1% higher and 
services edged up a scant 296. 

Guiding the inflation fight is a relic of China's state- 
planning apparatus: the local price bureau. “We have hun- 
dreds of staff at the district- and county-level price bureaus 
gleaning price data and reporting to us," says Shen Nian Dong, 
chief economist at the Shanghai Municipal Price Bureau. 
Today, price bureaus in Shanghai and all over China enforce 
caps and other controls on such key products as fertilizers, 
fuel, medicines and transport services. 

Price deregulation was a hallmark of China's 25-year 
march through the 1980s and 1990s toward a market econ- 
omy. But even Shen now concedes that the momentum 
to liberalize pricing has slowed. Events like the 1989 
Tiananmen Square Massacre—in which unhappiness with 
inflation may have been a critical factor fuelling the dis- 
affection of some—might have persuaded Chinese officials, 
always ultra-concerned with maintaining social stability, 
that inflation must be kept in check, even at the cost of eco- 
nomic progress. 

The scramble for cabs is a typical result. The taxi-jockey 
Zhang says that many people can afford to ride these days, 
since "the price hasn't changed." The Shanghai price bureau 
says it fears scaring off riders by sanctioning high fares 
and figures that the real problem is poor distribution of taxis 
at peak periods in high-demand areas. 


MAINTAINING LOW ELECTRICITY RATES 

Factories are being charged a little more for power this year, 
but rationing is the main regulatory device to deal with a short- 
age even though China's electricity rates are much lower than 
that of its neighbours. The daytime residential rate in Shang- 
hai remains stuck at $0.074 per kilowatt hour, cheap com- 
pared with an average $0.15-$0.18 in Japan, $0.11 in South 
Korea and $0.13 on Hong Kong island, according to Merrill 
Lynch, a United States investment house. 

China's biggest problem from all of these efforts is macro- 
economic, say economists. Hong Liang, an economist for 
Goldman Sachs in Hong Kong, says that price controls on any 
specific product are "never effective" for more than a few 
months because sellers will ultimately *find a way to get the 
price they want." 

Down on the farm, where market pricing got its mod- 
ern start in China 25 years ago, some trends are positive. 
In mountainous Tonglu county south of Shanghai, signs have 
emerged that a rapid rise in food prices last year might not 
be repeated this harvest. "It is a market economy now, prices 
should follow the market," says a vegetable buyer in the area 
Whether other price pressures dissipate any time soon is 
another matter. = 
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PAKISTAN 


Al Qaeda’s 
Changing Face 


In response to a crackdown that has yielded 
significant arrests, the terrorist organization is 
finding new recruits and forming smaller cells 


By Zahid Hussain and 
Jay Solomon/IstAMABAD 


PRESIDENT PERVEZ MUSHARRAF'S growing crackdown 
on Al Qaeda’s command structure is forcing the terrorist 
organization to adapt, breeding new militant Islamist threats 
in Pakistan that security officials say could be even harder 
to uproot. Police say that more than two-dozen terrorist 
cells, smaller than those seen in the past, have been formed 
in Pakistan in recent months as Islamabad has arrested sen- 
ior Al Qaeda figures. Most of the new cells are considered 
to be linked to Al Qaeda. 

Terrorists are also believed to be expanding their recruit- 
ment pool. One recently disrupted cell, called Jundullah, or 
“Army of God,” was set up last year by middle-class profes- 
sionals and political party mem- 
bers in Karachi. Pakistani police 
have also grown alarmed by intel- 
ligence that suggests Islamist mil- 
itants are preparing to deploy 
female suicide bombers against 
the government. Until recently, the 
use of such bombers was seen 
primarily in non-religious terror 
organizations. 

Terrorist cells “are multiplying 
with the crackdown on Al Qaeda,” 
says Tariq Jamil, chief of police 
in Karachi, which with three 
major attacks in recent months 
has become a central battlefield 
in Al Qaeda’s war against the Pak- 
istan government. 
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Bec. 13 President Pervez Musharraf narrowly escapes 
= assassination attempt after bomb daoni 
under bridge minutes after his convoy passes 


Dec. 25 Musharraf survives second attack involving 
| two suicide bombers 


Mar. 17 Thirty-eight people killed in gun battle 
between Pakistani security forces and a mix 
of tribal and foreign militants 


May? Militants kill 20 people in a suicide bomb 
attack at a Shiite mosque in Karachi 


May 28 Suicide bombers attack U.S.-Pakistan cultural 
centre in Karachi, killing one 


mation about Al Qaeda's terror plans, say United States and 
Pakistani officials. 

Pakistan's security forces have arrested at least 25 Al Qaeda 
suspects in recent weeks and helped to disrupt what have been 
described as major plots against the U.S. and Britain. Mushar- 
raf says he believes 9096 of the Islamic militants hiding inside 
Pakistan have now been arrested. 

But even as Islamabad is helping to break down Al Qaeda's 
formal structure, Pakistani police are concerned by the threat 
posed by a looser command structure. 

Educated, middle-class Pakistanis run many of these new 
groups, rather than the madrassa students who have been 
associated with Islamic extremism in Pakistan in the past. The 
Taliban and Al Qaeda have regularly recruited from the sem- 
inaries that predominate inside Pakistan's tribal areas, but tra- 
ditionally have had less success in Pakistarrs cities. 

Political analysts say the rise of these cells illustrates the 
growing opposition amongst Pakistan's middle class and elite 
towards Musharraf's alliance with the U.S., his decision to 
launch an offensive against Al Qaeda supporters inside Pak- 
istar's tribal areas that has resulted in the deaths of hundreds 
of civilians, and his decision to withdraw support for an 
Islamist insurgency in the disputed region of Kashmir. 

"Angry at Musharraf's policies, many young Pakistanis are 
[turning to] militancy," says Khalid Rehman, executive direc- 
tor of the Institute of Policy Studies in Islamabad. “There 
are many people who can exploit their frustration." 

Pakistani police cite the creation of the Karachi-based Jun- 
dullah as a prime example of Al Qaeda's changing face in Paki- 
stan. The group was formed by Attaur Rehman, a mathe- 
matics student in his thirties, and draws significant support 
from a number of professionals 
and former politicians, say security 
analysts. Karachi police arrested 
Rehman in June on charges of 
leading an assassination attempt 
that month on Karachi's top mili- 
tary officer that left 11 people dead. 
A further crackdown on Jundullah 
has netted two doctors and some 


political party, Jamaat-e-Islami. 
Rehman's journey to Islamic 
militancy began after he graduated 
from the University of Karachi 
with a master's degree in statis- 
tics in 1991, say security officials. 
The eldest son of a businessman, 
he grew up in a middle-class 


The July 12 arrest of Muham- 
mad Naeem Noor Khan, Al Qaeda 
communications chief in Pakistan, 
exposed an intricate web of ter- 
rorism contacts in Pakistan, 
Britain and the United States. 
Computers and CDs seized from 
his base provided a “trove” of infor- 
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May 31 Suicide bombing of Shiite mosque in Karachi 
kills 25 people 


June 10 A! Qaeda cell narrowly misses Karachi's top 
general. Eleven men are killed 


July 30 Prime Minister-designate Shaukat Aziz 
narrowly escapes suicide bombing of his 
convoy. Nine people are killed 

Source: REVIEW Data 





neighbourhood in Karachi. His 
family’s house was the biggest in 
the area and was known by neigh- 
bours as the “White House.” Many 
of Rehman’s close relatives settled 
in the U.S. His classmates at uni- 
versity remember him as a mild- 
mannered student who was active 
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members of Pakistan's largest - 





in campus politics, including a brief association with a stu- 
dent wing of Jamaat-e-Islami. "He was a very quiet person, 
and didn't give any indication of his potential involvement 
with a terror network," says Najib Ahmed, a one-time neigh- 
bour of Rehman’s in Karachi. 

Like thousands of young Pakistanis, Rehman went to 
Afghanistan in the mid-199058 to receive guerrilla train- 
ing, say senior Pakistani police officials. Interrogators of 
Rehman say he formed Jundullah after the arrest of top Al 
Qaeda operatives in March 2003, including Khalid Sheikh 
Mohammed, the alleged mastermind of the September 11, 
2001 attacks in the U.S. Security officials say Jundullah's 
existence shows how new jihadi cells quickly emerge after 
others are wound up. 

An outfit of some two dozen people, Jundullah has been 
made up largely of young educated men. Authorities have also 
arrested Akmal Waheed, a cardiologist, and his brother Arshad 
Waheed, an orthopaedic surgeon. They have been accused 
of sheltering Al Qaeda fugitives. Both men, who are in their 
mid-30s, were senior officials of the Pakistan Islamic Medical 
Association and active members of Jamaat-e-Islami. 

In recent days, Interior Minister Faisal Saleh Hayyat has 
publicly attacked the Jamaat-e-Islami and a broader coali- 
tion of Islamist political parties for allegedly harbouring Al 
Qaeda terrorists. 

Jamaat-e-Islami's leaders have denied that the party had 
any formal links with the militancy. “The authorities have 
failed to prove any charges of terrorism against Jamaat activists 
arrested by them," says Munawar Hussain, deputy chief of 
the Jamaat-e-Islami. 

Jundullah emerged on the scene after a daylight machine- 
gun attack on the convoy of a top army commander in Karachi 
on June 10. The general narrowly escaped, but 11 people, 
including eight army soldiers, were killed. It was the most 
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serious terrorist attack against Pakistan's military since the 
two failed assassination attempts on Musharraf last Decem- 
ber. Jundullah has also been accused of leading recent attacks 
on army rangers, police stations and last month's twin car 
bombing outside the U.S.-Pakistan cultural centre in Karachi 


NEW GROUPS RECRUITING WOMEN 

Jundullah is only one of the several small terrorist cells that 
have emerged since Musharraf banned the largest militant 
organizations after the September 11 attacks in the U.S 
According to police officials, some 20 cells are now operating 
in Karachi. Most of these cells have simply splintered off from 
larger groups that were banned. 

Newly formed militant groups in Pakistan have also started 
recruiting young women. Police are looking for two sisters 
who have allegedly been trained to carry out suicide bomb- 
ings. A senior police officer in Karachi says Arifa Hason 
20, and Saba Hason, 18, have been missing since July : aftei 
they left home telling their family members that they were 
going on a "divine mission." 

A concern for the authorities is that some of these new ter- 
rorist groups are finding new sympathizers in Pakistan's secu- 
rity agencies, which have a history of support for militant 
groups and the Taliban. Several military personnel were 
arrested earlier this year for their involvement in the attacks 
on Musharraf and on suspicion of having links with pro-Al 
Qaeda militant groups. Some analysts maintain that the influ- 
ence of these Islamic militants is increasing among junior- 
level soldiers, suggesting more of a backlash against Mushar- 
raf for his anti-jihad policies. 

"As the external avenues for waging jihad are being closed 
the militant Muslim youth are turning inwards and targeting 
the military or the state," says Rifaat Hussain, a leading 
counter-terrorism expert in Islamabad. 
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Keep the Pressure on China 
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By Peter Brookes 


The author, a former U.S. deputy assistant secretary of 
defence for Asian and Pacific affairs, is currently a senior 
fellow at the Heritage Foundation in Washington 


Early next month, the European Union will be considering the 
lifting of the “Tiananmen arms embargo” against China. 
The embargo is so named because it was imposed in reac- 
tion to the Tiananmen Square massacre in 1989. A change 
in the EU’s arms policy would simultaneously give approval 
to EU member states to sell military equipment and technol- 
ogy to China while absolving Beijing of its human-rights 
abuses against peaceful Tiananmen Square pro-democracy 
demonstrators in 1989. Doing either would be a mistake. 

The EU, led by the French and Germans, are pushing for 
a change in their arms-export policy for at least three reasons: 
to balance American global power, to open a new arms market 
for European weapons in China and to provide group political 
cover for the policy change. 

In the aftermath of the Cold War, Paris and Berlin, in intel- 
lectual concert with Moscow and Beijing, have pushed for a “mul- 
tipolar” world. In their construct, the United States’ overwhelm- 
ing power would be counterbalanced by other power centres such 
as China, Russia, Japan and the EU. For some Europeans, 
making China more powerful will help them challenge the 
United States’ ostensible global pre-eminence. The rise of China, 
aided by European arms, will distract the U.S. from its national 
interests in Europe, the Middle East and Asia, leaving Paris 
and Berlin with greater influence than they would have otherwise. 


* EU arms could be used to suppress political dissent 


across China, especially in Tibet and Xinjiang 99 


The Chinese, of course, see an alignment with other “poles” 
as an effective way of increasing their own political clout, 
resulting in increased international leverage and an improved 
ability to check American power in the Pacific. 

Another EU goal in lifting the Chinese arms embargo is to 
compete with the U.S. in the world's arms market. Since 
American weapons systems are very competitive globally, 
the best strategy for the EU is to go places where the Americans 
aren't selling weapons, such as China. 

China, which has the world’s third largest defence budget 
after the U.S. and Russia, spends $50 billion-$70 billion a year 
on defence. Its appetite for weapons—especially ships, sub- 
marines and fighter aircraft—exceeds $5 billion per year. 

Raising the arms embargo will also allow the EU to com- 


22 far Eastern Economic Review 





pete with China’s main supplier, Russia, increas- 
ing competition, driving down weapon prices for 
the Chinese and enhancing the likelihood of 
generous, advanced-technology transfers to the 
Chinese arms industry as part of any arms deal. 
The Chinese imply that if the EU lifts the weapons 


sanctions, Beijing will redirect not only military : 


purchases to the EU, but also large, civilian con- 
tracts, including commercial aviation and power- 
generation plants. 

EU countries are also sensitive to political crit- 
icism at home over the policy change. By altering 
the policy under the EU's umbrella, it is hoped that 
they will inoculate themselves from their con- 
stituents' disapproval for backing down on China's 
human-rights record. 

The EU's arms-policy change should be opposed 
for three reasons: human rights, Asian security and 
weapons proliferation. First, the human-rights 
situation in China has not improved since 1989. 
In fact, some suggest it has regressed. Lifting the 
arms embargo would send the wrong signal to 
other repressive regimes. Moreover, because China's 
army still has a domestic-security mission, EU 
arms could be used to suppress political dissent 
across China, especially in Tibet and Xinjiang. 

Second, China is engaged in a major military 
build-up that exceeds its defensive needs. In the 
next few years, China will develop real military 
options for coercing Taiwan towards unification 
with the mainland. China also has an eye towards 
subjugating Japan, dominating Southeast Asia, 
rivalling India and replacing America as the pre- 
eminent military power in the Pacific. 


Third, China is a notorious weapons prolifer- _ 


ator—from weapons of mass destruction to bal- 
listic missiles to small arms. Lifting the arms 
embargo will allow sensitive European weapons 
technology to fall into the hands of China's security 
partners—lran, North Korea and Syria. 

The world should welcome China's peaceful 
integration into the international community as 
an open and free society. But China's troubling 
human-rights record, prodigious military build-up 
and irresponsible proliferation activities must be 
considered as well. In the end, if the EU lifts the 
Tiananmen arms embargo, it will give approval to 
dismal human-rights records everywhere, tacitly 
sanction weapons proliferation and increase the like- 
lihood of conflict in the Pacific. None of these con- 
sequences is in anyone's interest—not even those 
living halfway around the world in Europe. = 
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Beijing Appeals to Baulky 
North Korea 


Beijing appealed to North Korea to proceed with six- 
party talks aimed at resolving a dispute over the 
natior's nuclear weapons programme after Pyong- 
yang had said that it saw no point in attending. “All 
parties should agree to hold the framework meeting 
as soon as possible," said China's ambassador on the 
Korean nuclear issue, Ning Fukui. North Korea had 
said on Monday that it was impossible for its diplo- 
mats to attend the meeting, complaining that the 
United States wasn't interested in “making the dia- 
logue fruitful." The last round of talks ended in June. 
North Korean officials met in Beijing with their 
Chinese counterparts. Ning said that he didn't think 
North Korea would pull 
out of the talks. He was 
speaking after meeting 
on August 17 with Aus- 
tralian Foreign Minister 
Alexander Downer, 

who was en route to North 
Korea. Downer earlier 
said the North would 
receive a "substantial" 
increase in trade and 
other links if it cooper- 
ated in ending the crisis. 


TALKS: Downer visits China 





Reuters 


BEIJING CONSIDERS NEW ECONOMIC STYLE 

A key Chinese central bank official has called for a new approach to manag- 
ing China's huge economy other than the administrative measures employed 
to slow the economy in recent months. Guo Shuqing, the deputy head of 
China's central bank, didn't say exactly what those measures should be, but 
macroeconomic steps like changing interest rates or money supply are 
typically the preferred levers for governments of advanced economies to 
exert influence on the pace of economic growth. In contrast, Beijing has 
issued administrative directives to restrict bank lending and curb production 
as a means to slow what officials felt was an overheating economy earlier 
this year. Those measures have been successful, though economists say 

it can be dangerous to exert economic influence in such a way because the 
economy generally has less ability to adjust naturally to government fiat. 


24 Far Eastern Economic Review 








TAIWAN 


China wrote a letter to 
United Nations Secretary- 
General Kofi Annan 
condemning Taiwan's 
latest attempt to join the 
world body. Taiwan 
launched its 12th annual 
bid to join the UN earlier 
this month. Meanwhile, 
Taiwan suggested that it 
and the mainland should 
establish transport links 
but call them “transport 
routes between the two 
sides,” language that is 
meant to satisfy Beijing’s 
objections to establishing 
country-to-country links. 
The proposal was 
unlikely to get a positive 
response from Beijing, 
said analysts. 


UYGHURS 


Beijing appealed to the 
United States not to send 
the “wrong signal” after 
Washington said that 
detained Uyghur ethnic 
minorities being held at 
the U.S. military base in 
Guantanamo Bay, Cuba, 
would not be returned to 
China. About a dozen 
Uyghurs being held at 
Guantanamo are from 
northwest China. 





CHINA'S DIVERS led a 
fast start for the Olympi 
team in Athens that saw 
the nation leading the 
medals table after three 
days of competition. 
China won three gold 
medals in diving. A 
fourth that seemed in th 
bag was lost when one 
of two men leading the 
synchronized diving 
competition inexplicably 
lost control and flopped 


in the final stage of 
the event. 





EXPULSION 


China has expelled a 
mainiand-born American 
scholar, Wang Feiling, 
who Beijing says was 
stealing state secrets. 
Wang was released on 
August 11 after spending 
two weeks in detention. 
A spokeswoman for the 
American consulate in 
Shanghai said that 
Washington “was not 
happy at all with what 
has happened” to 

Wang and would lodge a 
formal protest. 





LAW ENFORCEMENT 


Authorities ordered local 
governments to crack 
down harshly on opera- 
tors of phone-sex serv- 
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Dalai Lama in 1995. 
Chinese authorities 

have not revealed that 
boy's whereabouts, but it 
is widely assumed that 
he is under house arrest. 
The Panchen Lama 
chooses the next Dalai 
Lama after the death of 
Police in northern China the incumbent. 

detained eight priests 
from the underground 
Catholic Church in a raid 
on a religious retreat, 
according to the Cardinal 
Kung Foundation, an 
American group that 
monitors religious free- 
dom in China. The 
arrests took place on 
August 6, the group said. 
China broke ties with the 
Vatican in 1951 and does 
not recognize any papal 
authority. It demands 
that Catholics worship 
only at churches 
approved by the state. 


ices. The order was part 
of the government's 
coordinated campaign 
against electronic 
pornography, according 
to the official Xinhua 
news agency. 





China protested against 
the visit by three Japan- 
ese cabinet members to à 
Tokyo war shrine on 
August 15 to mark the 
59th anniversary of the 


Reuters 


zi n 
The boy picked by the YASUKUNI: Shrine visit angers China 
Chinese government to 
be the second-most 
important religious 
leader in Tibetan 
Buddhism visited Tibet's 
most sacred temple, 
according to China's 
state television. It was a 
rare appearance for 
Gyancain Norbu, the 
15-year-old boy chosen 
to be the 11th Panchen 
Lama. Norbu was 
named after Beijing 
rejected the child 
selected by the exiled 


end of World War II in 
the Pacific. China chided 
the three for "doing 
things that hurt the 
feelings of the Chinese 
people and people from 
other victim countries." 
However, the protest 
was probably more 
muted than it would have 
been if Japanese Prime 
Minister Junichiro 
Koizumi had also visited 
the controversial 
Yasukuni Shrine. 


PANCHEN LAMA: Beijing's choice visits Tibet 








BUSINESS DIGEST 





ENERGY SECTOR TO BE LIBERALIZED 
Energy-challenged China plans to sell up to 11 power plants ina 
move designed to raise up to $2 billion in foreign investment for the 
power sector, according to the Financial Times. The sale is expected 
to begin in the next few months, the paper reported on August 18. 
China plans to build the equivalent of Britain's total electricity capac- 
ity in each of the next two years, and the sale of the plants would 
provide badly needed funds to upgrade the electricity infrastructure. 
As of now, international power generators have little presence in 
China but have long hoped to gain a bigger presence because of 
its rapid economic expansion. 


NEW PRIVATE BANK 

A new privately owned bank opened for business on August 18. 
China Zheshang Bank is owned mainly by a consortium of 13 private 
companies in the eastern province of Zhejiang. The consortium 
established the bank with registered capital of 1.5 billion renminbi 
($181.2 million). China's first and largest privately owned bank is 
Beijing-based Minsheng Bank, which was established in 1996. 
Zheshang Bank will be the 12th shareholding commercial bank in 
China with a licence to operate. According to the bank's internal 
development plan, Zheshang intends to spend the next few years 
focusing on Zhejiang province, and then expand to do business in 
Shanghai and Jiangsu province. 


SLOWING ECONOMY FAR FROM STOPPED 
China's economy may be slowing, thanks to administrative meas- 
ures by Beijing such as restricting bank lending for new-car pur- 
chases, but it is far from stopped. Retail sales in China grew 13.2% 
in July from the same month in 2003, eclipsing consensus forecasts 
of 12.6%. The figure represented a decrease from June, however, 
supporting the notion that the economy is growing somewhat more 
slowly. The June year-on-year growth was 13.9%. Earlier, the gov- 
ernment reported that inflation had hit a seven-year high in July of 
5.3%, up more than fourfold from the level for all of 2003. (See 
article on page 19.) Meanwhile, the official Xinhua news agency 
reported that fixed-asset spending on projects like roads, power 
plants and factories was 31.1% higher for the first seven months of 
this year compared with the same period a year ago. 


CHINA'S SHORT-TERM DEBT GROWS 

The Chinese government has acknowledged publicly that its grow- 
ing debt load is a problem. One government official said that more 
than a quarter of the country's obligations are short-term, which 
exceeds the generally accepted safety line for obligations due within 
one year, the Chinese government said. Treasury bonds are the typ- 
ical source of international indebtedness for developed economies 
such as the United States, but analysts said that China's warning 
reflects how foreign banks have increased their exposure to China 
through lending. Unusually, China's warning on the level of short- 
term indebtedness came despite the fact that major international 
debt-ratings agencies like Moody's Investors Service have upgraded 
their views on the country's creditworthiness. 










Price Controls Remain as a Relic of the Past (page 19) 
Chinese Dams Are Threatening the Mighty Mekong (page 48) 
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CONGLOMERATES 


Optimism in the 


Face of History 





China's economy has soared in recent years, but one of the first big foreign conglomerates in 
the country, Thailand's Charoen Pohphand, has struggled to keep pace. Now the company has 


an ambitious new plan to cash in 


THE PAST FIVE YEARS have been tough 
ones for the Charoen Pokphand Group in 
China. The enormous family-run Thai 
conglomerate, one of the largest and best- 
connected foreign investors in the coun- 
try, has hit growing competition in its core 
agribusiness operations, and has seen 
numerous other investments, from motor- 
cycles to shopping malls, flop. 

CP's China revenues over the past five 
years—a period during which the national 
economy has expanded rapidly—have 
been uninspiring. The group, which 
operates in nearly all of China's provinces, 
posted turnover of $3.5 billion last year, 
slightly below the level of 1999. For a 
company that's the proud owner of For- 
eign Investor Certificate No. oo1 in Shen- 
zhen, and one whose chairman, Dhanin 
Chearavanont, boasts of knowing “more 
than half" of the nine-member Commu- 
nist Party Central Committee, that's not 
an encouraging statistic. 

But Dhanin doesn't seem deterred. 
In an exclusive interview, the 64-year-old 
chairman, one of Asia’s richest tycoons, 
outlines ambitious plans to further expand 
the group's China operations with a new 
focus on retail and distribution. CP still 
makes more than 70% of its China rev- 
enues through its extensive animal-feed 
and livestock-production network, and it 
says agribusiness will remain the core of 
its business. 
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By Michael Vatikiotis/ BANGKOK AND HONG KONG 


But CP plans to spend $500 million to 
develop around 9o superstores in Chinese 
cities. And looking further ahead, Dhanin 
talks of establishing a nationwide network 
of distribution and service centres built 
around thousands of agents who sell Chi- 
nese consumers everything from motor- 
cycles to refrigerators. 

It's an ambitious plan and one that 
recalls the group's aggressive—and largely 
unsuccessful—diversification in China in 
the 19905. Back then, large family-owned, 
ethnic-Chinese conglomerates like CP 
boasted the cash and connections to break 
into China's incipient markets. But they 
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NEW DIRECTION 


* Charoen Pokphand was 
an early China investor 
and is the market leader 
in selling livestock feed 


* But attempts to diversify 
have floundered 


* Recently, as China’s 
economy soared, 
CP stagnated. Now it 
has ambitious plans to 
turn things around 





soon learned they were not immune to 
competition. Many of the deals they struck 
depended on tie-ups with state-owned 
companies and government monopolies. 
With the opening of China's markets and 
the rise of local capitalists, these overseas, 
ethnic-Chinese groups found that what- 
ever advantages they started out with were 
quickly eroded. And when the 1997 eco- 
nomic crisis hit much of Asia, ambitions 
were dashed. Saddled with heavy debts, 
many were forced to retrench. 

Six years on, CP, like some other 
Southeast Asian conglomerates, has sur- 
vived by scaling back and focusing on core 
business activities such as animal hus- 
bandry and food production. But while 
some of the region's tycoons, like the 
Riadys and Salims of Indonesia, found 
ittoo hard to make money in a hyper-com- 
petitive environment and reduced their 
exposure to China, CP is now redoubling 
its efforts. 

Dhanin argues that the groups current 
China infrastructure will help it both in 
supplying its big Lotus Supercentres and 
ultimately selling through sales agents 
in the countryside. “Traditionally we deal 
with people at the village level. We sell 
them everything from seed to livestock,” 
he says. “This is an opportunity for CP to 
engage in the retail business with them. 
Eventually we can also source from these 
people at the village level whatever they 
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NO CHICKEN: Dhanin hasn't allowed CP's past struggles in China to stop new growth plans 


can produce. Without going through the 
middleman, CP is able to use the exist- 
ing infrastructure that we have in place." 

But is retail really where the group 
should be focusing? The industry has 
become extremely competitive in China, 
with foreign giants like Carrefour and Wal- 
Mart expanding fast, joined by local com- 
panies like Hualian and others, each with 
extensive networks and experience in 
negotiating the tricky business of supply, 
logistics and location. Zhang Feng, a retail 
specialist with German consultants 
Roland Berger, argues that CP is chasing 
after too much, too late in the game. “It 
takes time and [money] to hunt down good 
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locations while all major retailers in China 
are seeking national expansion," he says. 
And CP's experience in Thailand, 
where heightened competition led it to sell 
its Lotus operations to British supermar- 
ket operator Tesco in 1998, gives pause. 
CP executives say they sold the operations 
after realizing that the Thai domestic mar- 
ket was opening up too fast for it to com- 
pete profitably. There's certainly no short- 
age of new competition in China today. 
So why does Dhanin think he can suc- 
ceed in China where he failed in Thailand? 
He argues that CP's strong rural base in 


China helps source the cheapest and the 
best products for its Lotus stores. The 


CHAROEN POKPHAND'S 
BROAD CHINA PLAY 


WHAT CHAROEN POKPHAND 
DOES IN CHINA 


* Agribusiness: 
Chia Tai Group—Chicken 
farming, livestock feed, 
chicken processing 


e Retailing and distribution: 
Lotus Supercenters 


e General industry: 
ECI Group- includes automobile 
air-conditioning systems and 
compressors, motorcycles, 
carburettors, Business 
Development Bank, sport shoes, 
TV and radio production 
company including production 
of CCTV programme Zheng Da 
Zhong Yi (The Chia Tai Hour) 


e Real-estate development: 
Superbrand Mall 


e Pharmaceuticals and 
herbal remedies 


e Petrochemicals 


2003 REVENUE IN CHINA 
Agribusiness: $2.25 billion 
ECI: $489.5 million 
Retailing: $528 million 
Others: $263.8 million 


CP EMPLOYMENT 
China: 70,000 


Worldwide (elsewhere): 
100,000 


groups IOng associati 


farmers heips it source fresh a 


ingly popular organic pro 


established relations with freight 
help it move prod ict 
ad Vantage 1S 1tsS S ale 


Roland Be: ger. “It 


work covering ru 


|| 
In some ways, Dhar 


4 


no choice but to grow i1 


vinced that China's econ 
to expand strongly | 
establish a biggt r tnnt 
trv's consumer market 
Southeast Asian Ct nglot ierat 
miost heav ly expose | 1 ‘hit 


THERE'S AN EASIER WA 
TO GET BEHIND THE SCE 


GET THE DEPTH AND W 
YOU NEED TO SUCCEED 


| ; For more than half a century, business 


have trusted one source for valual 
delivers crucial information before i 


^4) «CK d I L £ 
ua -WANTED: CED developments you need first. Log on 


China's State Companies 
| Tap World-Class Talent 


i W- Simply log on: www.fe 


©2004 Dow Jones & Company, Inc. All rights reserved. 





S OF BUSINESS. 


OF INFORMATION 
THE REVIEW. 


investors and even intelligence agencies 
‘ht on Asia. The REVIEW. Each issue 
es news, giving you the angles and 


.com now to save on your subscription. 
FAR EASTERN ECONOMIC 


om/subscribe 





Chen Shuyi/Imaginechina 


| CHINA 


v 
v 


group employs 70,000 people in the coun- 
try, and its $3.5 billion in Chinese revenues 
last year accounted for 2396 of global sales. 

But as the quintessential example of 
an overseas-Chinese conglomerate oper- 
ating in the homeland, CP's is a caution- 
ary tale. Dhanin—who maintains con- 
trol over most of the company's operations 
though his son, Narong Chearavanont, 
now runs the retail operation in China— 
says he has no regrets about any of his 
China ventures. But CP has lost consid- 
erable ground to local competitors over the 
last decade, even in its core businesses. Its 
market share in agribusiness, though it 
remains the largest in the country, is only 
1796. And though the business is prof- 
itable, CP says its market share is shrink- 
ing in the critical animal-feed sector. 

Local observers point out that CP's 
seed and animal feed is pricey, and while 
its technology is advanced, many farm- 
ers are turning to cheaper local competi- 
tors. Li Hua, a poultry farmer from the 
southwestern province of Guangxi, says 
CP is increasingly under pressure from 
lower-cost competitors, and Chinese farm- 
ers haven't shown much loyalty to specific 
brands. "For us poultry farmers," he says, 
"cost is the No. r issue." 

Meanwhile, as CP diversified away 
from agribusiness in the 1990s, it made 
plenty of mistakes. CP invested extrava- 
gantly in sectors from motorcycle pro- 
duction to real estate to beer, and set its 
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GOING NOWHERE 
Charoen Pokphand’s performance in China has 
been lacklustre since 1998 
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sights on moving up the technology lad- 
der into televisions, telecoms and even 
building a semiconductor-fabrication 
plant. When the Asian financial crisis hit 
in 1997—starting in Thailand—CP was 
overextended. Hobbled by debt and low on 
cash, it scrapped the plan to build a wafer- 


fab plant with Toshiba. The group sold off 


a brewery in Shanghai to meet debt obli- 
gations in Hong Kong. Seven years on, CP 
is still selling off assets to raise cash—most 
recently a plant making air conditioning 
compressors for automobiles. 

Some costly missteps stand out. Five 
years ago, the group sank almost $500 
million into a huge shopping mall in 
Shanghai's Pudong financial district. The 
Superbrand Mall opened in 2002 on some 
of the most valuable land in the city. But 
today, its cavernous halls still have plenty 
of empty retail space. After it opened, it 
was quickly put on the market, but CP 





BIG PLANS: Lotus stores face stiff competition from Carrefour and Wal-Mart 








didn't find a buyer and decided to keep the 
costly project. Sarasin Viraphol, CP’s exec- 
utive vice-president, says hopes for a prof- 
itable operation are now pinned—mod- 
estly—on a suite of seven movie theatres. 

CP appears to have learned a lesson 
from that episode: This time, like most big 
retailers in China, it intends to rent its 
stores rather than build and own them. 
But the going is slow. A Lotus executive in 
Beijing says that plans to open nine new 
stores in the capital by the end of the year 
have been pushed back because of slow 
progress finding suitable locations. In 
Fuzhou, the local media have reported that 
CP enlisted the help of provincial officials 
last year to find suitable developers for 
as many as four new stores. But more than 
a year on, Fuzhou still doesn't have a Lotus. 

Meanwhile, competition is growing 
fierce. In many cities where Lotus oper- 
ates today, retailers like Carrefour, Wal- 
Mart and domestic players have already 
staked out better locations. “It's incredi- 
bly difficult to establish a brand," says 
Paul French, a partner in Access Asia, a 
China consumer-markets consultancy. 
"Shopping habits are localized, and you're 
not going to travel a long way just to go 
to a Lotus." 

Wal-Mart and Tesco both rebuffed 
CP's invitations to be partners in the Lotus 
venture in China. After that, CP hired Wal- 
Mart's former vice-chairman, Alvyn John- 
son, to be Lotus's chairman in China. 
"Lotus management is well-trained and 
has learned a lot about retail from ear- 
lier tie-ups with Tesco in Thailand," says 
a foreign banker who looks closely at con- 
sumer and retail industries in China for 
an American investment bank. 

But CP's methods don't always come 
from a business-school casebook. Consider 
the Business Development Bank, a Shang- 
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hai-based CP banking venture with assets 
of around $90 million that's issuing loans 
to Lotus suppliers, which is against the 
terms of its agreement with its other share- 
holders. (Thailand's state-owned Krung 
Thai Bank holds a 12.596 share in the bank; 
KFW, the German development bank, has 
1596; and Kasikornbank, Thailand's third- 
largest, holds 896.) Dhanin says the ven- 
ture is lending to Lotus suppliers to help 
them meet demand at a time when Chi- 
nese banks are pulling back. He says the 
suppliers need funds as Lotus expands. 
"The purpose of this bank is not to make 
money," he says, words that are surely 
unpopular with his partners. 

Even the bank's German president, 
Michael Eisenblatter, says CP's agreement 
with its other shareholders says the bank 
shouldnt do business with CP Group com- 
panies. He worries that most of the sup- 
pliers are too small for such lending and 
says the bank may be heading toward 
defaults. But that's part of doing busi- 
ness with Dhanin. "It's not easy to explain 
to the chairman, because this is close to 
his heart," Eisenblatter says. Dhanin, for 
his part, argues that the risks are low 
because CP knows the borrowers so well. 

If that sounds like a risky strategy, it's 
worth noting that CP hasn't given up on 
motorcycles, either. The company was 
much criticized in the 1990s for a motor- 
cycle venture in Shanghai, which ended in 
1998 when CP sold its 5096 stake back to 
its Chinese state co-investors. But Dhanin 
has maintained production in two other 
plants, and he boasts of one day building 
the group's broad sales-agent network 
around motorcycles. 


CP STILL MAKES MOTORCYCLES 
The Chinese motorcycle market has a his- 
tory of volatility, and competition is fierce. 
But Sarasin, the CP executive, insists that 
conditions have improved recently thanks 
to a shake-out among producers. CP is the 
11th-largest motorcycle maker in China 
with two plants in Henan and Guangdong 
that make Dayang ( "Bright Sun’) motor- 
cycles. It sold 650,000 units in 2003, 
up from 530,000 the year before, and it 
hopes to sell 800,000 units this year. That 
seems realistic: The China Auto Industry 
Association reports that motorcycle sales 
surged 2296 in the first quarter of this year 
from 2003. 
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EMBATTLED: CP's core livestock-feed business is under threat from domestic competitors 


Dhanin talks about CP's 4,000 motor- 
cycle sales agents as part of a nationwide 
retail network, sketching a plan to com- 
bine them with CP's 20,000-strong seed 
and livestock sales agents to build a truly 
nationwide network of outlets selling 
goods of all sorts. Company executives 
liken the idea to farmer's markets in the 
U.S. "Today in China the most important 
thing is not factories," Dhanin argues. 


"The main thing is to have a network of 


agents, and you can sell anything—even 
cars, if you like." Senior CP executives 
admit that translating Dhanin’'s vision into 
reality will take time. "The plan is still in 
the offing," says Sarasin. 

Many argue that given China's ever- 
more-competitive environment, CP 
should keep its focus on the bottom line. 
"They should be inherently more conser- 
vative than before," argues Joe Studwell, 


editor of the China Economic Quarterl; 
who is working on a book about o 
Chinese businesses. "The market is mucl 
more open and multinationals are expat 
ing relentlessly.” A sensible strat 
argues, would be for CP to focus oi 
flow and on sectors in which tl 
glomerate has a proven irai k reco. 
Dhanin is aware of th« 
pressure from both domestic and f 
players. He doesn't want a repeat of th: 
1990s, and that's why he's in a hurry | 
build strength in retail and distributio: 
Dhanin is convinced that buildin, 
effective distribution network, as opposed 
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to being merely inexpensive, w T 
critical. Without this 
to compete in China, because Chinese are 


he says, “it ar 


good emulators.” = 
Helena Yu in Shanghai contributed 
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Quenching 
India's Thirst 


Erratic monsoon rains have drenched swathes of the Subcontinent 
yet barely drizzled over others. Dry, arid states must now address 
ways to stretch their meagre water supplies 


FLOODING HAS CAUSED more than 
1,000 deaths in parts of India this year, 
but Hanuman Jangu, a millet farmer in 
the village of Dedinadi in Rajasthan, is 
praying for more rain. 

The June-to-September monsoon has 
dropped about 30% less rain than usual 
on Jangu's grain fields in this arid west- 
ern state. “I don’t care which [flooded] 
state the government gets it from, I need 
them to bring more water here," he says, 
staring at the skies from his stone farm- 
house. "Water is the most important 
ingredient for my millet." 

Jangu's plight is shared by millions 
of other Indian farmers, only 4096 of 
whom have access to irrigation. The rest 
depend on the monsoon rains. After a 
very dry June and July, the monsoon has 
picked up this month, but on average 
rainfall is still about 796 below normal 
across the country. 

The fickle monsoon could pose the 
first major economic challenge for India's 
new government, testing its political will 
to make good on pledges to help the 
country's farmers. 

The Congress Party-led coalition came 
to power in May, promising the rural 
masses a chance to participate in India's 
robust economic growth. In its annual 
budget last month the government pro- 
posed higher spending on irrigation and 
lower taxes for the more than 600 million 
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By Eric Bellman/DtbiNADI, RAJASTHAN 


Indians who depend on agriculture. Offer- 
ing almost $3 billion in spending and 
tax breaks for rural dwellers, the govern- 
ment pledged to accelerate the comple- 
tion of more than 100 large projects to 
build dams and reservoirs and dig hun- 
dreds of kilometres of canals. It also 
promised to repair or build more than 
100,000 wells and other water-storage 
facilities. And it outlined plans to dou- 
ble lending to farmers and start affordable 
crop-insurance programmes. 


RAIN-DEPENDENT 
Agricultural growth depends on 
the distribution and timing 

of rainfall 


Percentage 
above or Growth of 
below average agricultural 
rainfall output 


2002-2003 


2003-2004 


Note: Figures for fiscal year ending March 31 


Source: Government of India 








In his August 15 independence-day 
speech Prime Minister Manmohan Singh 
stressed the government's commitment to 
farmers. “The ‘new deal that rural India 
needs must encompass investment in irri- 
gation," he said. 

But will he deliver? Before the gov- 
ernment's ambitious schemes get under 
way, farmers, with the help of local non- 
government organizations and interna- 
tional charities are making do with small- 
scale solutions to stretch their meagre 
water supplies. 

Making India's rural masses less vul- 
nerable to the whims of the weather is not 
just a smart way to attract votes, econo- 
mists say. It's what the economy needs for 
stable growth: The monsoon has often 
decided whether India's economy shines 
or sputters. 

In 2002, for example, a bad drought 
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slowed India's growth in gross domestic 
product to 496. The following year, a good 
monsoon helped expand India's GDP by 
more than 8%. This year, many econo- 
mists have knocked off as much as 1.5 per 
centage points from initial GDP growth 
projections—cutting forecasts to less than 
696 because of the poor rains. 

While agriculture accounts for just 
2096 of India's GDP, almost 6096 of its 
one billion population lives in the coun- 
tryside. That means a weak monsoon 
dampens demand for everything from 
tractors to toothpaste. 

"This segment of the population 
tends to have a very high propensity to 
consume,” says Chetan Ahya, economist 
at Morgan Stanley in Mumbai. “Any 
shock to their income affects overall pri- 
vate consumption.” 


Drought and floods are, of course, 
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centuries-old problems in India. Billions 
of dollars have already been spent build- 
ing dams, irrigation canals and wells. Too 
often, though, the benefits of the spend- 
ing have not trickled down to the aver- 
age farmer or the money has just provided 
temporary relief. Economists, farmers 
and even government officials say cor- 


ruption, poor planning and a lack of 


commitment to long-term projects often 
get in the way of state and central gov- 
ernment money being spent wisely. 

In Rajasthan, population growth and 
failure to find sustainable methods of con- 
serving water have meant that rivers and 
wells have dried up around Dedinadi. Most 
well water has turned too saline to drink, 
forcing Jangu to travel further and fur- 
ther to find sweet, or potable, water. “We 
have to go five kilometres, then stand in 
“There 


line for hours to get water,” he says. 
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SCIENTISTS SAY MORE THAN ENOUGH RAIN FALLS ON 
INDIA EVERY YEAR. BUT MUCH OF IT EVAPORATES OR 
FLOWS INTO THE SEA 


m 
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around the fields, Narain points out the 
technologies and techniques that could 
help local farmers if central and state 
governments spend more on agricul- 
tural infrastructure. 

Most of it is low-tech. The roof of his 
office, for example, is built to catch the 
rain, clear the water of debris and deliver 
it to underground storage tanks built to 
minimize evaporation. With this rain-har- 
vesting technique, a short period of heavy 
rains can provide drinking water for a vil- 
lage for months, Narain says. 

To improve traditional water-collection 
methods, the institute recommends that 
villages deepen their water-collection 
ponds and line them with plastic to min- 
imize water seepage and evaporation. 

Planting of crops designed for dry cli- 
mates can help, too. Narain points to an 
orchard of zuzube trees the institute has 
cultivated to produce small plums, even 
in years without rain. “It is a poor man’s 
fruit which they can consume or bring 
to market," he says. 

For millet, the staple food of the 


WATER WAYS: 
To make mon- 
soon rains go 
further, villages : 
must improve — 25 
their collection = 
measures 
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region, the institute has developed a strain 
that grows taller to provide more fodder 
for cows and goats because animals are 
often a more important source of food and 
income than crops in Rajasthan, espe- 
cially in drought years. 

The institute has its own herds of ani- 
mals that are best suited for dry years. 
Its tharparker cows produce the most milk 
in the hottest months and its marwari 
goats and sheep survive on only a cou- 
ple of drinks of water a week. The insti- 
tute is also developing low-cost drip-irri- 
gation methods that deliver water slowly 
underground to reduce the amount of 
water needed. 

To disseminate its findings, the insti- 
tute gives lectures and distributes leaflets 
to villagers. It also sponsors the upgrad- 
ing of water-collection and farming 
methods. It has helped to build thou- 
sands of efficient water-collection tanks 
and lends out the bulls of its rugged 
breed of cattle and goats to villages 
for breeding. 

The villagers of Dedinadi aren't wait- 


ing for government help to apply the sim- 
ple technologies they've learnt. They've 
realized it is cheaper to build their own 
infrastructure than to pay to truck in 
water. A Jodhpur-based NGO called the 
Jal Bhagirathi Foundation helped create a 
consensus among the villagers and raise 
the money to build rain-harvesting tanks 
and widen the village pond to collect more 
water. It can now hold enough water to 
supply the village for eight months 
instead of two. 

When Rajasthan finally got some 
much-needed rain in early August, the 
improved pond was ready and rapidly 
filled up. Jangu says that while the rains 
may not be enough to save his crops, at 
least he won't have to worry about drink- 
ing water this year. 

"We drink this water along with the 
animals," he says as he walks along the 
edge of the pond his family has been 
using for generations. "Even the deer and 
the peacock are happy." & 

Rasul Bailay in New Delhi contributed 

to this article 
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Innovation 


NUCLEAR ENERGY 


Accidents 
Happen 


Europe has almost stopped building nuclear power 
plants, but energy-hungry Asia is going full steam 
ahead, despite a series of safety lapses in Japan 


By Jan McCallum/MELBOURNE 


THIS MONTH'S ACCIDENT at a nuclear power plant in Japan, 
which killed four people, will not diminish Asia’s growing 
demand for nuclear-electricity generation. Nuclear energy, out 
of favour internationally for the past 18 years, is making a 
comeback, led by Asian governments facing recurring power 
shortages and rising demand for electricity. 

Nuclear plants provide 16% of the world's electricity. That 
figure has remained unchanged since the Chernobyl disaster 
in Ukraine in 1986, when a nuclear reactor exploded, caus- 
ing the death of 30 people and radioactive contamination over 
large parts of Europe. In Asia, however, the number of nuclear 
power plants has been increasing in recent years. 

According to the International Atomic Energy Agency, 22 
of the last 31 nuclear power plants connected to energy grids 
have been built in Asia, driven by the pressures of economic 
growth, increasing populations and scarcity of natural 
resources. The World Nuclear Association lists roo plants 
in operation in East and South Asia, with 20 under con- 
struction and another 40 planned. 

Japan is the oldest nuclear-power generator in the region— 
it began production in 1966. Some of its older reactors are 
due for decommissioning but three more are under con- 
struction and 12 others are planned or on order. The country's 
54 reactors provide 2596 of its energy requirements and 
nuclear power remains a key com- 





NUCLEAR GLOW: A beach goer near the Mihama nuclear 
power plant 


Power Company at Mihama, 350 kilometres west of Tokyo. 
No radiation was released but Japanese Prime Minister 
Junichiro Koizumi has pledged an investigation. 

Although demand is driving growth in Asia, energy secu- 
rity is also a factor, especially for Japan and South Korea, which 
import almost all their fuel and see nuclear power as an alter- 
native to coal, gas and oil. “It is easy and relatively inexpen- 
sive to store large amounts of nuclear fuel," says lan Hore- 
Lacy, general manager of the Melbourne-based Uranium 
Information Centre, which is funded by Australia's ura- 
nium industry. "Nuclear fuel is very low-cost. The plant is very 
expensive [to build] and that is a difficulty in financing it, 
but once you have built your plant you can sit back and relax 
because whatever world politics do to fuel prices is not going 
to affect you very much. The cost of nuclear power is com- 

petitive." Hore-Lacy says the latest 
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more will be built in Asia. 
Nuclear energy is also looking 
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with coal-burning power stations. 
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Source: Uranium Information Centre 
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South Korea has been the most enthusiastic adopter of 


nuclear power in recent years, driven by 9% annual growth 
in electricity demand. The government sees nuclear power as 
a major source which is expected to supply nearly half the 
country's energy by 2015. 


URANIUM MINERS, REJOICE 

China this summer is suffering its worst power shortage since 
the 1980s, with electricity rationing in east-coast industrial 
hubs like Shanghai and Guangzhou. Energy analysts note that 
although China has large coal deposits, transporting coal to 
the coast ties up nearly half of the country's railway system. 
China has uranium deposits and is rapidly increasing its 
nuclear-power generation, started in 1991. But this power 
source is expected to remain a small part of the country's elec- 
tricity generation, an alternative supply that is primarily an 
option for the coastal cities. 

Japan, South Korea, China and India are expected to be 
the major sources of growth in nuclear power generation in 
coming years. Thailand, Indonesia, Vietnam and Bangladesh 
have programmes to investigate building nuclear power sta- 
tions; none has proceeded with actual building yet. 

Asian enthusiasm for nuclear power has finally filtered 
through to uranium mining, which has been in a slump for 
years, with low prices and little exploration. Mine produc- 
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Beat the Bugs 


Got a virus on your computer? Don't panic. There are things you can do to get rid 


of it. If not, call the Virus Busters 


IF YOUR COMPUTER is infected by a virus, Trojan, worm or some 
other nasty slice of code, never fear: Worst comes to worst, you 
can call on a 60-year-old retired Australian lab technician who 
goes by the on-line nickname of Pancake. 

Though he wouldn't put it this way himself, Ed Figg (his real 
name) is living proof of the failure of anti-virus companies, firewall 
manufacturers and Microsoft to keep us safe from viruses. Given 
that we each spend about $100 a year for software to protect our 
computers, you'd think that would leave us safe. But no. Ed the Pan- 
cake, and dozens like him, spend up to eight hours a day on-line as 
unpaid experts helping other users with problems—most of them 
viruses that have slipped past their computer's defences. So what 
should you do if you think it's happened to you? 

In a perfect world you would invite Ed round for a cup of tea 
and get him to fix it for you. But there are some things you should 
do before bothering him. Here are some tips from the experts: 

* First, you need to know what you're infected with, because 
the treatment may be different for different problems. As Josh 
Daymont, director of research at Internet-security company 
SecureWorks puts it: “Cleaning up a Trojan or virus from your 
home PC can be as simple as downloading and running a pro- 
gram from the Internet or as difficult as defusing a complex 
bomb." If you have an anti-virus program installed, run a thor- 
ough check. If you don't have one, visit TrendMicro's free House- 
Call (housesecall.trendmicro.com) service and run a scan that way. 
If you're not connected to the Internet, get a CD-Rom with a 
relatively new version of an anti-virus program and install that. 
Some programs will let you run a quick check for the most- 
common infections before you install them. &» 








SIMPLE WAYS TO STAY VIRUS-FREE pu 


of Norton Antivirus, put it: 


Here are some more tips that may help 
you get rid of viruses and keep them from 
coming back. 

* Do it yourself: If you know the 
name of the virus that is infecting 
your computer, try downloading 
a tool specifically designed to 
do the job. Here's a list of 
companies offering small, free 
programs that will try to 
remove the virus in question if 
your usual anti-virus program has 
failed: http://tinyurl.com/52dnt 

* If you need more guidance, visit: 
http://www.claymania.com/panic.html. 
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* Get help: There are 
several forums offering fast 
help, including: Cyber Tech Help 
(http:/ /www.cybertechhelp.com), 





(http://www.wilderssecurity.com). 


cms For paid help, check out the 


Alliance of Security Analysis 


n"" Professionals: http://a-sap.org/ 


* Back up and keep your soft- 
ware handy. If things go wrong and you 
do have to start from scratch, it helps if 
you are prepared. 

* Be vigilant. As Symantec, makers 





P 
Xstudio (http://www.xstudio.ca/pcsup- 
==: port) and Wilders Security Forums 


“Double-check before you 

double-click. If you receive an 
e-mail message with a suspicious 

attachment don't open it even if you 
know the sender. Never open 
attachments from unknown sources 
or attachments you are not expecting 
and turn off automatic opening of 
e-mail attachments." 

* Get to know what's going on in 
your computer. The toughest viruses to 
delete are those that load themselves 
into memory. So, if you want to find 
them and squish them, it pays to 
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Early sketch of telephone prototype by Alexander Graham Bell c. 1876 


If you or your company is proud of an innovation you have come up with, big or 
small, low-tech or cutting-edge, then we would like to hear from you. You could 
be a winner in the prestigious Asian Innovation Awards presented by the Far 
Eastern Economic Review. As a winner you will be honoured at a gala awards 
dinner in Singapore and profiled in the REVIEW. Last year’s finalists ranged 
from an innovative way to gather coconuts (the "Coco-Net"), to new 
life-saving breakthroughs in heart monitoring and early childhood leukemia 
detection. We're looking for creative solutions and breakthroughs whether at 
work or in the lab that improves productivity or the quality of life in Asia. 
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* Now, assuming you have found an infection and know what 
the virus is called, make a note of it. Then try to get your anti-virus 
program—or HouseCall—to clean it. Chances are the software 
will do the trick. If the software says it's cleaned everything, reboot 
and do another scan, just to be sure. 

Now for the bad news. Anti-virus programs dorit always do what 
they promise. That's because they were designed when viruses were 
few and moved slowly. That's no longer true. As Justine Troy of 
Internet-messaging security company MessageLabs puts it: "What 
seemed to be effective protection a year ago is far from it today.” 


GET HELP 

Viruses can now, for example, embed themselves into an open file. 
If the file is running, the anti-virus program can't get into it. The 
best thing to do is to close down the file in question. This is eas- 
ier said than done, and unless you really know what you're doing 
you could do more damage than good. As Ed the Pancake says: “A 
lot try it on their own and then when we take over we have no idea 
as to what files they have removed and what are still hidden.” 
So, should users not even try? “If their own virus program finds 
and takes it out, OK,” says Ed. “But if not, get help. A wrong file 
removed could lose you the whole lot.” 

By help, Ed means people like him. Or, if you have access to it, 
phone support from your anti-virus software maker. Indeed, nowa- 
days that should come as standard. As Terri Adkins, director of 
special projects for eAcceleration Corp., a provider of anti-virus 
protection, puts it: “Only with unlimited, live telephone support, 
can any AV software live up to the promise of total protection.” 

In short, if you're not sure what you're doing, get help. Because 
there's more bad news: Not all anti-virus programs will find 
every kind of infection, let alone clean them. There are a num- 
ber of reasons for this. One, says United States-based software 
developer and consultant Alan Canton, is that the bad guys “have 
reverse-engineered the major protection programs and have 
learned what these applications look for." They then write code 
to dupe the anti-virus program. The result: Your average anti-virus 
program is like a policeman on the beat while a crime is going 
on under his nose. 





know which programs are legit and They then type the name of the Berkeley, California, asks 
which aren't. As Alan Canton the soft- program (i.e. BadProgram.exe) -— mma Wether “it’s enough to occa- 
ware developer explains: “Before users into Google and they will know ———E sionally use the Symantec 
suspect any kind of infection they in a second if they've caughta ---——--—- antivirus ‘live update’ to keep 
should open the Windows Task pane bug and what to doaboutit" ^ -—-——---——-. my computer safe? | seldom 
(by pressing ctl-alt-delete) and become * Install a firewall. Here's — *—::z:::, go to the Microsoft updates, 
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Another reason is that viruses can actually attack 
and disable the anti-virus software—a bit like brib- 
ing the policeman to look the other way. Yet 
possibility is that the virus is very new 
it is possible for a network worm to spread around 


nother 


^ X 
Nowadays, 


the world in less than 20 minutes," says Nick 
Scales, chief executive of British Internet security 
company Avecho. "The best response from the tra- 
ditional anti-virus companies to a new virus is 
one hour, and then they have a delay of minutes 
to days or even weeks before each individual user 
has updated himself to be protected." That's a bit 


like the policeman who finishes his cup of tea 
before leaving for the scene of the crime 
Then there's an even darker possibility: Th« 
may have been cleaned, but not befor: 
dumped what is called its payload. Think of the v 
as the car that's dropped off the villains. 
nab the car and the getaway driver, but the bad guys 
are already hiding in the bank. They're the pay- 
load. Anti-virus software may remove the virus 
but itis not always up to the task of 
load—which could do anything from using 
computer to send spam to logging you 
| know this sounds scary. What's ; the 
hear you ask, of anti-virus software if it 
clean up properly? Good question. In the worst- 
case scenario you may have to start ratch 
and reformat your hard drive. But it have 
to come to that. Remember the golden rules: Keep 
anti-virus software and a firewall ru 
keep them up to date. If you get infected, do all you 
can to learn about the infection and try to clean it 
up using anti-virus software. If you cant, there are 
people on the Internet who can help. Just ask for 
Pancake and tell him I sent you. = 
More musings and tips at the 1 
http: / lloosewireblo; 
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CAR MAKERS 


Korea Wows 


The World 


Led by Hyundai and its partner Kia, Korean car makers have 
become a major force in global export marhets. But now they must 
shift gears to pare down costs while constantly raising quality 


ON JULY 28, the 10 millionth vehicle to be 
exported by Hyundai Motor rolled up a red- 
carpeted ramp onto a ship bound for 
France. The export of the Tucson sport util- 
ity vehicle (SUV) capped a series of recent 
triumphs for the South Korean car maker. 

Last December, it became the first 
Korean manufacturer to export one mil- 
lion cars in a year. A month earlier its 
annual export sales passed $10 billion for 
the first time. These milestones put it 
second only to the Japanese giant Toyota 
Motor Corp. as a vehicle exporter. Korean 
car exports have been flowing at record 
rates. Last year, they grew 20.396. Hyundai 


KOREA RAISES 
ITS GAME 


* Korea's relatively low 
cost base and focus on 
quality have won its 
cars many fans 


* But with domestic 
costs rising, exports 
will give way to 
offshore manufacture 


* Local car making will 
hereafter be confined 
to high-value vehicles 





40 far Eastern Economic Review 


By Donald Greenlees/SEOUL 


has forecast the number of its exported 
vehicles would rise from just over a 
million last year to 1.4 million this year, 
sustaining the company’s growth. 

The export records were accompanied 
by laurels for quality from respected 
industry judges, lifting a mediocre brand 
image. The latest version of Hyundai's 
popular mid-sized sedan, Sonata, topped 
its category in a buyers’ survey by United 
States analyst J.D. Power and Associates. 
Another J.D. Power survey measuring the 
willingness of U.S. car buyers to repur- 
chase, placed Hyundai seventh out of 38 
brands, between Lexus and Cadillac, and 
beating Toyota. Hyundai's affiliate, Kia, 
came 11th, one place behind BMW. 

The export and quality results coin- 
cided with record revenues and profits. 
Hyundai’ net profits were up 21% to $1.4 
billion in 2003. Not surprisingly, all this 
good news has produced an ebullient 
mood among senior executives at com- 
pany headquarters in southern Seoul. 
Chairman Chung Mong Koo has hailed 
the "remarkable progress." 

The company sold its first cars over- 
seas just 28 years ago—six of its small 
Ponys to an Ecuadorian taxi operator. 
Export earnings since 1976 have gone 
from $3.1 million to an expected $12 bil- 
lion this year. That export performance 


makes Hyundai critical to the health of 


the entire South Korean economy. 





The key to the export success story: 
Hyundai's small entry-level cars have 
offered hard-to-beat value. Even if the 
brand lacked kudos or a reputation for 
quality, consumers, particularly in the 
U.S., were happy with the price tag. “Peo- 
ple didn't buy us for the name, people 
bought us because we offered a better 
deal," says Hyundai's director of global 
public relations, Oles Gadacz. 

But the formula of selling entry-level 
vehicles at low prices, which has under- 
pinned the phenomenal growth of the 
Korean car industry, has become increas- 
ingly hard to sustain. Korean car makers 
are facing myriad challenges to maintain 
their competitive edge. Militant unions 
are used to winning the kind of wage 


August 2B. 2004 


increases that will be unsustainable in the 


future. Production-and-materials costs 
have risen steeply. A potentially tougher 
trade environment and an emerging 
challenge from vehicle-and-components 
manufacturing in China could make it 
harder to use Korea as an export platform. 
Korean cars increasingly need to demon- 
strate greater technological-and-design 
sophistication to match their foreign rivals. 
And at home, import competition is grow- 
ing in a depressed car market. 

The Korean vehicle-and-components 


industry, which went through a wave of 


buyouts and consolidations after the 1997 
economic crisis, faces more upheaval as 
it is forced to rethink the winning strate- 
gies of the past. 
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“I think the industry is at a cross- 
roads,” says Wayne Chumley, president 
of DaimlerChrysler Korea. Chumley, 
who's been eight years in the car business 
in Korea, warns the country will have a 
tough time sustaining the five existing cat 
makers—Hyundai, Kia Motors Corp., 
GM Daewoo Auto and Technology, 
Renault Samsung Motors and Ssangyong 
Motor. DaimlerChrysler announced the 
sale of its 10.5% stake in Hyundai on 
August 16. 

“If you look at the size of Korea and 
the size of the market, [there are] five auto 
companies in a country this small and 
sooner or later there has to be some 
rationalization of the market,” he says. 
“I cannot see all five surviving.” 
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exported cars. A $1 billion assembly-and- 
manufacturing plant is due to go into 
production in Montgomery, Alabama, 
next year. Two new design-and-techni- 
cal centres are being set up in the U.S. In 
Europe, which accounts for a third of 
exports, the same strategy is being pur- 
sued with new manufacturing-and- 
research facilities. By 2010, Hyundai and 
Kia estimate they will be building 2 mil- 
lion cars a year outside Korea. 

"Basically, the future growth will be 
overseas," says a senior Hyundai execu- 
tive, speaking on condition of anonymity. 
"There will be very little expansion of 
capacity in Korea." 

Industry analysts say the aggressive 
move offshore will inevitably slow the 
growth of domestic production and 
exports, potentially creating more ten- 
sions with combative unions. But the car 
makers believe they can shore up the busi- 
ness in Korea by shifting away from the 
manufacture of cheap small cars to cars 
for the high-end consumer. 

This means building bigger, more 
luxurious sedans and SUVs, employing 
more advanced technology and appealing 
designs. Industry-wide, research-and- 
development spending was up 344% in 
2003, according to a recent industry 
report. But analysts say this is necessary 
to close a gap in technology with the 
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STANDOUT: Hyundai's10 millionth export vehicle, a Tucson SUV is loaded 


leading car manufacturers of the world. 

The trade-off implicit in the Hyundai 
and Kia manufacturing strategy is slower 
growth in production volumes in Korea 
but a better price realized per vehicle. 
Hang Koo Lee, an automotive-industry 
researcher at the Korea Institute for 
Industrial Economics and Trade, says 
studies estimate that the average price 
of a car exported from Korea will rise from 
$10,000 to $16,000 by 2012. 

"In the current situation, the car man- 
ufacturers are forced to start making more 
expensive cars [in Korea]," says Hang, 


EXPORT-LED 
Korea's exports of cars easily 
outstrip domestic sales 


Million units 


E iyak WH Domestic sales | 
1.8: | Wil Exports 

17- “Sindee 

1.6: - 


A -.- 
t4. 
e 
1.2- 
1.1 
1.0 





1999 2000 2001 


2002 2003 





/ dv 


GEUuuOI 


efigie s 
AUTON 


IRUOW VIA 


Á 


je3S ej qouojr 


who is the principal author of a recent 
book on the car industry. “The [local] car 
industry will try to move into luxury cars; 
the medium- and small-sized cars will 
be produced overseas." 

Hyundai has already stopped produc- 
tion of its smallest car, the Santro, and 
moved production to its New Delhi plant. 
The car is being exported to Europe. 
Coupled with plans to shift domestic 
manufacturing over to high-end vehicles, 
Hyundai and Kia have embarked ona - 
determined effort to reinvent their image 
and gain a reputation for quality. But 
Hyundai executives acknowledge chang- 
ing perceptions of brand reputation will 
be a slow process, despite a recent string 
of overseas awards. 

“It’s not something where you can 
wave a wand and have it change 
overnight,” says global PR director Gadacz. 
“The most important impetus is word of 
mouth. People have a good experience and 
tell their neighbours and co-workers.” 

Hyundai is banking on an evolving 
reputation for quality and its shift in 
manufacturing strategy to power it into 
the ranks of the world’s top five auto man- 
ufacturers by 2010. It currently ranks 
seventh. One of Korea's ambitious goals 
is to capture 9.896 of the world vehicle 
market in the next eight years, compared 
to 5.5% now. 

But there are plenty of sceptics. Top- 
ping the list of concerns of car-company 
executives and analysts is labour relations. 
In 2003, Hyundai experienced a cam- 
paign of full or partial work stoppages 
over 42 days in support of claims for 
higher wages, a shorter working week, job 
security and a say in some management 
decisions. One of the main union con- 
cerns was the extent of investment 
offshore. The dispute was settled with 
workers winning a five-day work week, an 
8.3% pay increase and large bonuses. 

Pay negotiations this year resulted in 


> less disruption, but workers still won a 


6.2% pay increase after five days of 
strikes. A June car-industry report from 
Samsung Securities equity research said 
unsustainable wage increases were threat- 


» ening the competitive advantage histori- 


cally held by Korean manufacturers. 
“The core competitiveness that dif- 

ferentiates Hyundai Motor from its rivals 

is the strong commitment, despite modest 
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rewards, of its skilled labour force, which 
has enabled high profitability and over- 
seas-market penetration. This very foun- 
dation, however, is now shaky," it said. 
All this comes amid a depressed 
domestic car market. A slowdown in eco- 


This is bad news for Hyundai and Kia, 
which together hold about 7396 of the 
domestic market. At the same time, the 
level of import competition has been 
steadily growing as Koreans slowly aban- 
don traditional resistance to foreign vehi- 


KOREAN CAR MANUFACTURERS WILL NEED BETTER 
LABOUR RELATIONS, A MORE AGGRESSIVE 
INTRODUCTION OF NEW TECHNOLOGY AND QUALITY 


nomic growth and a pile of bad credit-card 
debts have eroded consumer confidence. 
Last year, domestic car sales fell 18.796 
as Korean consumers put off major pur- 
chases. The outlook remains bleak. In 
June, Hyundai downgraded its estimate 
of 2004 sales of all local car makers from 
1.5 million vehicles to 1.2 million vehicles. 
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cles. Since 1999, the market share of 
imported cars has risen from 0.3% to 2% 
this year. 

“Most of us feel pretty confident that 
in the next five to ro years you will see 6%- 
7% |market share], comparable to what 
you see in Japan,” says DaimlerChrysler's 
Chumley. "Hyundai will still be a signif- 


icant player, but not maintain the same 
level of dominance." 

Increased competition in a flat domes- 
tic market will force Korean car manu- 
facturers to rely increasingly on foreign 
sales to maintain profitability. While the 
short-term outlook remains good, analysts 
say the industry's future hinges on radi- 
cal changes to the old ways of doing busi- 
ness. They say Korean manufacturers will 
need better labour relations and more 
aggressive introduction of new technol- 
ogy, as well as build on the emerging rep- 
utation for quality and reliability in order 
to compete. 

"Now overall production is very high, 
so many people are feeling very opti- 
mistic," says industry researcher Hang. 
"But I think the industry is at a turning 
point. It's a time when the South Korean 
car industry can go in a pessimistic or 
an optimistic direction." = 
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Turning On 
Tangguh 


One of the largest gas fields to come on stream 
in Asia in the last two decades, Tangguh will give 
Indonesia a third major LNG source 


By John McBeth/]AKARTA 


AFTER SEVEN LONG YEARS, Anglo-American oil company 
BP has finally nailed down enough international customers 
to begin development of its giant Tangguh gas field in west- 
ern Papua. But before it launches into the $3 billion con- 
struction phase, there is still one nagging obstacle to over- 
come: It has to secure Indonesian-government approval for 
the uniform extension of its three Tangguh concessions, cov- 
ering both sides of a broad, deep bay, to the year 2035. 

“We can't start without getting the extension,” says Gerald 
Peereboom, president of Tangguh LNG, who expects the com- 
pany's two initial production trains to begin operation in 2007- 
o8. “We need to give security to our buyers whose sales 
agreements are for 25 years." BP's current production-shar- 
ing contracts run out in 2017, 2022 and 2023, but Peereboom 


TRANQUIL, FOR 
NOW: This remote 
waterway in west 

Papua will become 
the centre of BP's 

LNG operations 


doesn't expect the sort of nationalist-driven delays that have 
hindered the development of ExxonMobil's billion-barrel Cepu 
oilfield in East Java. 

One of the largest gas fields to come on stream in Asia in 
the last two decades, Tangguh will give the country a third major 
liquefied-natural-gas source, but industry analysts say that wont 
be able to stave off Qatar's headlong charge to overtake Indone- 
sia as the world's largest LNG exporter before the end of the 
decade. Qatar has proven natural-gas reserves of 909 trillion 
cubic feet, ro times more than either Indonesia, Australia or 
Malaysia, the region's largest LNG suppliers. 

Peereboom says selling a new "greenfield" like Tangguh 
to potential buyers anxious about certainty of supply has been 
a major challenge. But, as he points out, "an even bigger chal- 
lenge has been an over-supplied world market. The sheer com- 
petition has made it tough. It’s more of a timing issue than 
anything else." Indeed. With China entering the market 
and Japan and South Korea increasing capacity, LNG demand 
in Asia is likely to double over the next 1o years. 

BP eventually plans to build two more production facil- 
ities, hopefully with new contracts from utilities in Japan and 
South Korea, Asia's largest LNG consumers. There is also 
the chance that Indonesia will take some of the LNG itself 
for a planned $300 million re-gasification plant at Cilegon, 
west of Jakarta, which will be used to fuel future power sta- 
tions on Java. 

Tangguh has 14.4 trillion cubic feet of proven natural-gas 
reserves, but Peereboom says the field will eventually yield 
more than 24 trillion cubic feet. "Total reserves are even likely 
to be bigger than that,” he notes. “It’s a very gassy area." The 
two production trains on the south shore of Bintuni Bay will 
suck up about 9 trillion cubic feet alone over the next 25 
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years, using 13 production wells and two unmanned platforms. 

Executives plan to have Tangguh up and running in time 
for the commissioning of China's second new receiving ter- 
minal in Fujian, which will take 2.6 million tonnes of 
Papuan LNG under a purchase agreement signed in Sep- 
tember 2002. BP, with 37%, the China National Overseas 
Oil Co. with 17% and Mitsubishi with 16.3%, own the major- 
ity stakes in the Tangguh project, along with Nippon Energy, 
Kanematsu and LNG Japan, a consortium of Sumitomo and 
Nisshi Iwai Corp. 

Chinese government planners are still working on a fea- 
sibility study, but land reclamation is already going ahead at 
the site of the proposed Fujian terminal, which will supply 
gas to a string of new and existing power plants on China's 
eastern coast. The 25-year contract was offered to Indonesia 
after it lost out to Australia's 
Northwest Shelf on a $12 billion 
deal to provide 4 million tonnes 
of LNG a year to China's first ter- 
minal at Shenzhen in Guangdong 
province, which goes into opera- 
tion in 2005. 

Other buyers who have signed 
or are on the brink of signing 
sales agreements are South 
Korean steel-maker Posco, which 
will take 550,000 tonnes a year, 
and K Power, a joint venture 
between BP and Korea's SK 
Corp., which will receive an addi- 
tional 800,000 tonnes. Both 
will use the same terminal, but 
because it will be opened ahead of 
Tanggul's completion date, BP has signed a two-year bridg- 
ing agreement to supply the needs of its two customers 
from other worldwide sources. 

A fourth, a contract for 3.5 million tonnes a year, will be 
finalized with U.S.-based energy company Sempra in Sep- 
tember, marking the first significant LNG supply agree- 
ment between Asia and North America. The gas will go to a 
new terminal Sempra and Shell are planning on Mexico's Baja 
California peninsula and then be piped into the U.S. network. 
Sempra, which has been in talks with Indonesian officials for 
the past two years, is expected to complete the terminal about 
the same time as Tangguh goes into production. 

The U.S. currently has only four import terminals, all 
on the East and Gulf coasts, importing 10 million tonnes of 
LNG a year from Trinidad, Qatar, Oman, Algeria and Nigeria. 
Peereboom says the fact that the U.S. government is con- 
sidering applications for 40 new LNG terminals *shows 
you the U.S. market is red-hot for gas." 

Still, Asia is likely to remain a primary market for Indone- 
sian LNG. China's entry into an over-supplied market has 
reduced prices by about 30%—something Japan will take 
advantage of when it renegotiates a slew of supply contracts 
with Indonesia. "The new price level has been set by China,” 
says one industry executive. "It's a whole new ballgame.” = 
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SHAPE OF THINGS 


TO COME: Large 
tanks will store 
the gas before 
transfer to 
special-purpose 
LNG carriers 
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SINGAPORE 


Safer Spread 


By diversifying its investments across Asia, Singapore 
is today less dependent on electronics exports 
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By Cris Prystay 
A manufacturing boom and spendthrift Singa- 
poreans will help the city-state’s economy to grow 
by about 8% this year, a sharp uptick from last 
year's anaemic 1.1% rise. But that's as good as 
it's going to get. 

Private economists are unanimous that Sin- 
gapore's highly trade-dependent economy will fal- 
ter next year as the United States and China cool. 
Even the new government, headed by Lee Hsien 
Loong, son of founding father Lee Kuan Yew, 
thinks the city-state's gross domestic product will 
grow by about 396-596 next year. 

The whole region is bracing for a slowdown as 
U.S. interest rates rise, oil prices soar and China 


FLUCTUATING FORTUNES 
sni apore's economy has been on 
| er-coaster ride 


d din (at 1995 market prices) 
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Source: Ministry of Trade and Industry 
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tries to slow things down. Singapore's tiny domes- 
tic economy offers the least shelter, though. The 
ratio of private consumption to GDP in Singapore 
is just 43%, much lower than the regional aver- 
age of 56%, according to Merrill Lynch. There 
are just too few consumers in this city-state to wield 
much economic clout. Electronics manufacturing 
still drives the economy, and when the U.S. econ- 
omy slows down, so does demand for electron- 
ics. But this slowdown won't be as sharp as the last, 
thanks to changes in the economy. 

Singapore went into a recession in 2001 afterthe . 
last global slump in demand for electronics. But since 
then, Singapore companies have both cut costs and 
expanded regionally. Singapore companies now 
derive 4296 of their profit from outside Singapore, 
compared to just 2096 in 1997; investment bank 
CLSA expects that figure to rise to 5296 by 2006. A 
lot of this has come from Singapore's service sector— 
its banks, telecommunications and power compa- 
nies have busily expanded across Asia in the last few 
years, acquiring stakes in companies from India to 
Australia. While all of Asia is likely to slow down next 
year as U.S. demand for Asia's exports slows, the serv- 
ice sector will be affected the least. 

Singapore, which wants to build life-sciences - 
and education sectors, has also attracted a number 
of research labs and drug-manufacturing plants, 
and a half dozen post-secondary schools in the last 
couple of years. Biomedical and chemicals manu- 
facturing accounted for about one-third of Singa- 
pore's manufacturing output in 2003, according 
to Morgan Stanley; electronics accounted for 3996 
that year, down from 49.796 in 1997. 

"That's not to say the old determinants of 
growth are no longer important, but these things 
do give some resilience," says Sanjay Mathur, direc- 
tor of Asian economics at UBS. "Next year, when 
the U.S. slows, I’m sure Singapore is going to slow, 
but you won't see as severe a collapse as you've seen 
in the past." 

Next year's slowdown could be pretty grad- 
ual, too. Singapore-based Brilliant Manufacturing, 
which makes aluminum base plates for disk drives, 
say first-quarter 2005 orders still look good. “We're 
fairly optimistic," says C.L. Chin, Brilliant's chief 
financial officer. The company. which scaled up 
capacity at its plants in Singapore and Southeast 
Asia to an all-time high this year, isn't planning 
to lay off staff, and indeed, believes it will be able 
to chug along at almost full steam for most of next 
year. "Based on what we see next year, we should 
be able to use about 8096 of our capacity," he says. 
The impact of a slowdown, or pickup, in the U.S. 
economy on the company's business usually lags 
by about six months, he says. "By the time it filters 
to us, we could be back into a recovery." & 
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-0.07 HongKong 12,219.75 -2.83 Cotton NY c/b 44.32  -40.96 
 *13! Jakarta 751.95 +8.68 Gold Ldn $/oz 40165 -3.74 
-1.41 Karachi 5,329.67 19.19 Oil: Brent Ldn $/barrel 42.609  *41.50 
511.84 Kuala Lumpur 809.2. «191 Palm Oil KL Ringgit/tn 1,474.00 — -16.91 
*15.27 Mania — 159483  *1057 Pulp FOEX = $/tn 646.63 +15:58 
+2.69 Seoul 773.85 -4.55 Rice Bnk  $/tn 23700 +17:33 
-2.30 Singapore 1,877.60 +6.41 Rubber KL Mc/kg 456.50 -3.39 
710.71 Taipei 5,352.01 -9.14 Soyabeans Chg c/bushel 580.75  -26.86 
nd | -24.68 Tokyo - 10,687.81 +0.10 Sugar NY c/lb 762 +34.39 
US. Total Market 253.34 -3.56 Wellington 2,747.50  +12.17 Tin KL $/tn 8,855.00 +33.96 
Euro Stoxx 50° 2,604.75 -5.65 "Vu. 9,954.55 -478 Wheat Chg c/bushel 31675 -15.98 
FTSE 4,350.20 -2.83 AIG- Dow Jones Commodity Index — 146.15 +8.05 
Dow Jones Global indexes track about 80* of market 

capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx *M Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLine Terate, Reuters; Oow Ioni 


ECONOMIC DATA IN THE SPOTLIGHT 











% de on yr earlier 12-mth cumulative ($bin) Latest interest rates Seoul (2.39% on week) 
(Aug. ma | Current acct | Trade balance — !-mth interbank | Prime rate Composite index 
Australia —À ‘RTE -33.04 (Mar) -16.82 (Jun) 5.34 9.50 780 
9.6 (Q2 '04) +5.3 (Jul) — *45.88(2003) — *14.72 (Jul) 3.24 n.a. 
EL. 2.2(02:04) . +#2.2 (un) *44.85(Q1'04) -9.09 (May) 2.10 n.a. 775 
Hong Kong 6.8 (Q1 '04) -0.1 (Jun) *15.27 (Mar) -12.99 (Jun) 0.44 5.00 
‘India X 8.2(04'03/'04) *30(un) -*456(Mar -16.78 (Jun) 6.00 11.13 770 
Indonesia 4.3 (02 '04) +7.2 (Jul) +4.70 (2003) +26.51 (Jun) 7.38 9.23 
Japan  — 44(02'04 0.1 Jun)  *163.89(un)  *115.48 (Jun) - 0.06 1.38 765 
Malaysia 7.6 (Q1 '04) *t3(un) «13.41 (Mar) — «17.29 (Jun) 2.83 6.00 
NewZealand  3.6(01'04) +2.4(JunQtr) -4.20 (Mar) -2.21 (Jun) 6.31 6.48 760 
Philippines 6.4 (Q1 04) +6.0 (Jul) +3.94 (Mar) -1.25 (May) 7.18 10.18 
Singapore 12.5 (02'04) *2.3(Ju)  +27.15 (Mar) +29.34 (Jul) 1.06 5.50 755 
South Korea 5.3 (Q1 '04) +4.4 (Jul)  +24.43 (May)  +30.92 (Jul) 3.52 3.65 
Taiwan 63(01'04)  +3.3 (Jul)  +27.30 (Mar) +13.28 (Jul) 0.99. 075 780 
Thailand 6.5 (Q1 '04) *3.0 (Jun) +6.99 (Jun) — +1.72 (Jun) 1.39 5.75 
US. X 30(02'04 *3.3(un) -402.14 (Mar) -535.47 (Jun) 1.55 4.50 





Source: MoneyLine Telerate 


Source: Government Statistics 


FOREIGN EXCHANGE 


Key Currencies 

(Aug. 16) $1 worth Spot rate % chg YTD (Aug. 16) $1 worth Spot rate % chg YTD 
Australia dollar 1.392 -4.64 Mongolia* tugrik 1,188.00 -5.22 
Bangladesh taka 59.20 -1.18 Nepal rupee 72.00 +1.39 
Brunei dollar 1.7221 -0.98 New Zealand dollar 1.5031 +1.56 
Burma** kyat 925.00 -3.78 Pakistan rupee 58.82 -2.82 
Cambodia” * riel 3,971.00 -2.97 Papua New G. kina 3.0916 +6.78 
China renminbi 8.2769 0.00 Philippines peso 55.70 0.33 
European Union euro 0.8085 -1.84 Russia* * rouble 29.214 *0.09 
Hong Kong dollar 7.801 -0.48 Singapore dollar 1.714 0.96 
India rupee 46.40 -1.73 South Korea won 1,159.00 +2.85 
Indonesia rupiah 9,270.00 -9.32 Sri Lanka rupee 102.95 -5.88 
Japan yen 110.46 -2.94 Taiwan NT dollar 34.191 -0.65 
Laos* * kip 10,770.00 -3.11 Thailand baht 41.48 -4.61 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,750.00 -0.58 
Malaysia ringgit 3.80 0.00 

Other rates: HK$ = renminbi 1.0608 S$ = ringgit 2.2159 SDR = $1.4733 *Official rate — **Unofficial rate Sources: Moneyl me Teleraste; Reuters; Dow Tone 
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ENVIRONMENT: MEKONG RIVER 


River At Risk 


Drought, dam-building and over-fishing are suffocating 
the Mekong, one of Asia’s mighty, life-giving arteries. 
Can countries along its banhs rally to save it? 


By Barry Wain/PHNOM PENH, 
CHIANG MAI AND CHIANG KHONG 


BOAT OWNER Odd Boontha is one of millions who make their 
living on the Mekong. The sunburned 38-year-old in the north- 
ern Thai port of Chiang Khong has his own way of gauging the 
health of the river: Passengers who a few years ago used concrete 
steps to board his shallow-draught vessel now must scramble over 
rocks to reach it. The water level is at its lowest in 20 years, 
Odd says, and Chinese dams upstream are to blame. “If they build 
more dams, the Mekong will be like a canal,” he laments. 
Scientists at the Mekong River Commission's secretariat in Ny 
Vientiane have a more benign explanation: River levels are low 
only because it hasn't rained much since last year. But that does 
not console or convince riverside communities in six 
countries that depend on the Mekong for the essen- PARCHED: (Clockwise from 
tials of life—water, food and transport. top:) A family faces dire days 


; PLE ; ME S RM in Champasak, southern Laos, 
The sight of the mighty Mekong so depleted has as the river’s water level falls; 








galvanized international agencies, local environ- in Nakhon Phanom. northeast 
mentalists and a few government officials to take a Thailand, children scamper 
fresh look at the state of the waterway that links China across sandbanks in a 


shrinking Mekong; a Thai 
monk washes his bowl in a 
puddle where the river once 


with Southeast Asia. The picture that emerges is of a 
river subjected to neglect, abuse and haphazard 


development—and heading for a crisis, says David roared; fishing in the good 
Jezeph, a Bangkok-based water specialist with the old days in the Mekong in 
United Nations Economic and Social Commission northeast Thailand; catfish 


for Asia and the Pacific. "The drought has brought to haul in Chiang Khong. 


our attention the need to start collaborative planning 
for the benefit of the region," he says. 

For decades, war, revolution and isolation protected the 
Mekong River, which begins its 4,800-kilometre journey high in 
southwest China, tumbles through the misty mountains of 
China's Yunnan province and surges through the flood plains 
of Burma, Laos, Thailand, Cambodia and Vietnam, before emp- 
tying into the South China Sea. Along its course there is little 
industry and no major city, and the water quality is generally good, 
despite its muddy appearance. 

But that is changing fast as socialist countries adopt market 
policies and private investors seek opportunity in previously inac- 
cessible places. The Asian Development Bank, meanwhile, is pro- 
moting an ambitious infrastructure programme to link the five 
countries and Yunnan with roads, railways and power lines carved 
out of deep jungle and rugged hills. 
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These developments hold the promise of improved livin 
conditions for the estimated 70 million people living in 
Mekong basin, most of whom are subsistence farmers sup- 
plementing the rice they grow with the fish they catch and 
animals and plants foraged from nearby forests and wetlands 
But the river's ecological system on which they depend may 
be permanently damaged in the development proces 

"The danger is that the more vulnerable people will be lefi 
out and will be worse off," says Joern Kristensen, former head 
of the Mekong River Commission (MRC), an interg: | 
mental body set up in 1995 by Cambodia, Laos, Thailand and 
Vietnam to be responsible for the governance of the Mekong 
river basin. 

The most immediate concern is fish stocks. As S 
based Mekong specialist Milton Osborne notes: “It is impos 
sible to overestimate the importance of fish as an essenti: 
feature of the diet of people living in the lower Mekong b 
Fish is their main source of animal protein. Only Japanes: 
and Icelanders consume more fish per capita than Cambo 
dians, for example. 

Statistically, the fish catch has risen over the years. The 
MRC estimates that the wild catch will reach 2.5 millior 
tonnes this year, with another 500,000 tonnes drawn fron 
reservoirs and ponds. But with millions more people fish 
ing now than a few decades ago, “the catch per fishern 
decreased a lot," says Eric Baran, a fish expert at the V 
Fish Centre, which researches tropical aquatic resour 

With illegal fishing rife and the use of banned hi-tech fis! 
ing gear increasing, the Mekong is showing classic signs o! 


' 


being over-fished. Large species that are easy to catc! 





THE MOST VISIBLE THREAT IS POS 
THE DAMS BUILT TO FEED CHINA 
INSATIABLE DEMAND FOR ELECTRI! 


begun to disappear, leaving “more and more trash fish that 
are less and less valuable,” as Baran puts it. The Mekong giant 
catfish—the world’s largest freshwater fish that grows to thre 
metres and weighs as much as 300 kilograms—was put or 
the critically endangered list last year. 

As the population of the lower basin soars in the 
20 years, human encroachment is likely to denude fo: 
wipe out wetlands, and drain off water for industrial and agri 
cultural use. "Unless growth is regulated, continued pressur 
might lead to the collapse" of fishing, says Kristensen, wh 
retired from the MRC last September. 

The most visible threat is posed by the dams being built 
in Yunnan’s steep gorges to feed China's insatiab 


-, 


Mr es 


for electricity. Two hydroelectric dams are already opera! 
ing, two more are being built and another four are planned 
(see map on page 51). The Xiaowan dam, now 1 nder cot 


struction, will be huge, with its reservoir stretching 169 
kilometres when filled in 2013. 

: Because of these dams, water levels in the Mekong are 1 
y ~ ing and falling as much as one metre an hour, wreci 


* ^. » 
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THE MEKONG'S TOOTHLESS GUARDIAN 


Efforts to ensure that the 
Mekong isn't ruined by 
development are hampered 
by the lack of an umbrella 
organization with authority 
over the entire river 

The Mekong River 
Commission (MRC 3 formed 
by Thailand, Vietnam, Laos 
and Cambodia in 1995 to 
coordinate the manage 
ment and conservation of 
the Mekong basin, has 
some obvious flaws: China 


isn't a member. Nor is 
Burma, also along the 
river's upper reaches 
China refuses to join 
the MRC and doesnt 
consult downstream coun 
tries about its dam-building 
on the Mekong, say South 
east Asian diplomats. They 
add that China's inclusion 
in the MRC probabl 
wouldn't help. Power 


J 


politics make it hard for any 
Southeast Asian govern 
ment to say no to Beijing 
None “has felt able to 
confront China in a formal 
fashion” about the impact 


of the dams, says Milton 


also ignoring requirement ) 
to ensure the dam does ! 


harm to neighbouring 


countries. Vietnam denies 


Doth charges. 
Similarly, MRC officials 
ite Thailand's choice of 


C 

two tributaries-rathet than 
the Mekong itself—for 
proposed water-diversior 
schemes as a deliberate 
move to sidestep the need 
to obtain approval fron 
other MRC members. "The 
MRC is still a weak organi 


Za tuori, Says loern Ars 
tensen, its former chief 
xecutive. "It doesn't carry 
much weight with China or 
its member countries." 
One possible solutio: 
mooted Dy Southeast Asian 
diplomats is for the Assoc! 
ation of Southeast Asian 
Nations to treat water 


resource management as a 


political or Security issue 
Noting that China has beer 
deepening its relationship 


WIEN) ASCA, the dipl 
suggest that the Mekong 


i +) ^, 5 
De placed on the Asean 





MEKONG, INTERRUPTED: Dachaoshan dam in Yunnan province 


Osborne, an expert on 
Mekong affairs 

Even without China. 
some members seen 
prepared to disregard the 
MRC in pursuit of national 
interests. Vietnam, in 
breach of its obligations, 
failed to notify Cambodia 
that it was building a 
second dam on the Sesan, 
1 ! 


a Mekong tributary, 


ficials say, and Hanoi is 


B TE soe tran f , 
nel redress the existing 


power imbalance, they sav 


into the Asean-China 

Strategic Partnershit 

Signed by the two sides 

last October. “We should 
A 


use the Mekong water 


tt ijt iS à t@si 123 ly 
ine diplomat. The MRt 
vould be left t ji 

t nn ra matte 


Barry Wain 


>> 





GONE FISHING: The Mekong's Khone Falls, at the Laos 
Cambodia border. The river feeds millions. 


ing fish habitats, eroding river banks, and drair 
ing sediment and nutrients from the river as 
flows southward, say environmental groups an 
researchers. "The Chinese dams get the blame fo 
almost everything," says lan Campbell, senior env 
ronmental officer at the MRC. But in the absenc 
of scientific study, the extent of the impact remain 
largely speculative, he says. 

Anti-Chinese sentiment is particularly strong i 
northern Thailand, where villagers are battling t 
stop a Beijing-led navigation scheme on the Mekon 
(see article on page 51). And in the first half of thi 
year, the Chinese often shut the gates of their tw 
operating dams on the Mekong for dyke constru 
tion. As a result, the river fell to only 45 centimetre 
at Chiang Khong, the lowest for years, says th 
Southeast Asia Rivers Network, a group that oppose 
threats to riverine ecosystems. Laotian tour oper: 
tors were forced to cancel ro river excursions i 
March alone. Chainarong Sretthachau, the networ 
director, says this confirms "that China has th 
power to control the Mekong already." 

China, however, insists the dams will benef 
people living along the river's lower reaches. Earlie 
this year, the Foreign Ministry said China had pai 
great attention to protecting the environment ¢ 
the Mekong drainage area. As only 1896 of th 
Mekong's total water volume originates in Chin. 
its hydropower facilities won't reduce the volum 
flowing to the ocean or negatively affect downstrear 
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countries, the ministry said. In fact, 
it said, the dams would help prevent 
flooding, and improve irrigation and 
navigation in those countries. 

Gu Hao, a spokesman for 
China's Ministry of Water Re- 
sources, said no international rules 
require a country to solicit opinions 
from its neighbours for every dam 
it builds. But he agreed that “com- 
munication” is necessary when 
a project may "significantly im- 
pact" neighbours. 

China isn't the only offender. 

In 1998 Vietnam completed the 
Yali Falls dam on the Sesan, the 
Mekong's biggest tributary, 
which has "negatively impacted" 








| 
50,000 Cambodian villagers 8o ponema Sna ,CAM BODIA) 
kilometres downstream, accord- lll Dams completed 
ing to studies commissioned by E Dams under 
Oxfam America. Accidental and | construction 


unannounced water releases dur- 
ing and after construction killed39 | 
Cambodians. Most died in one inci- 
dent in February 2000. Belatedly accept- 


Dams for hydro- 


| electric power 


| E Dams planned 


Source: Review Data 
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on the Sesan River in Cambodia, 

caused of course by releasing water 
from the Yali Falls dam's reservoir 
in February 2000.” Uffe Poulsen, an 
independent researcher, says that 
fish, once abundant, have now 
almost gone from the Sesan. 

Still, Hanoi's Ministry of Foreign 
Affairs insists Yali Falls has had “no 
substantial environment impact," 
and confirms it is going ahead with 
three more dams on the Sesan. Two 
other dams are already planned. 

Laos also has built two dams on 
a tributary of the Mekong, with the 
intention of selling electricity to 

Thailand. Osborne, the Mekong spe- 
cialist, says the second dam has 
caused a dramatic drop in the down- 
stream fish catch and harmed fragile 
ecosystems. Despite this, Laos has four 


hydropower projects under construction and 
about a dozen others being assessed for their 
environmental effects. 
MRC officials say it still isn’t too late to choose 
Set. between a pristine Mekong basin and a polluted river 


ing responsibility for the deaths, Tran Minh 

Huan, an official of the Vietnam National Mekong 
Committee, said in November 2002: "We are very 
sorry for the losses of the people living downstream 


reduced to a chain of reservoirs. But with most governments 
showing little inclination to compromise or cooperate, the 
choices—like the river itself—appear to be dwindling fast. = 
Nancy Zhang in Beijing contributed to this article. 


BEIJING'S CLUMSY MANOEUVRES 














agreement on commercial navigation that effects from changes to the Mekong River. 
permits their vessels to sail freely on the The Southeast Asia Rivers Network reports 
Mekong between the Chinese port of Simao that fluctuating water levels, due to 
in Yunnan province and Luang Prabang in the combined effect of Chinese-funded 
Laos, a distance of 886 kilometres demolition work and Chinese dams, 
China proposed to remove major rapids, are disrupting fishing for up 
shoals and reefs to allow boats of 150 to 1,000 kilometres downstream. 
tonnes, then 300 tonnes and finally 500 Thailand suspended its participation in 
tonnes, to ply the course. The previous the project in April last year, after the 
maximum was 120 tonnes. The signatories military expressed concern that faster- 
hastily adopted an environmental impact flowing water in an obstacle-free Mekong, 
assessment-done, Beijing says, by an which forms part of the border between 
“expert group” from the four countries— Laos and Thailand, may alter the boundary. 
which independent researchers at Aus- Given this opposition by the military and 
m ts. They | tralia's Monash University later declared local communities, observers expect the 
perency, involved Being buling s neigh "fundamentally flawed" in many places. Thai withdrawal to become permanent. 
bours and gave priority Laos and Thailand went along for the On May 1, after three years of clearing 
prospect: t at the expense of livelihoods and sake of good relations with Beijing, even and dredging in the Mekong, the first 300- 
the environmer though they had serious reservations tonne Chinese vessel reached Chiang Saen 
Foreign Ministry has defended about the scheme, say Southeast Asian in Thailand. The Chinese have indicated 
roject as a collaboration with its diplomats. The diplomats say government ^ privately that they won't proceed with plans 
at has “dramatically improved” officials in Vietnam and Cambodia have to clear the river between Chiang Saen and 
the upper Mekong. In 2000, ^ told them privately that they fear their Luang Prabang, the diplomats say. 
countries are vulnerable to any adverse Barry Wain 
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CHIP ON SHOULDER: It had to 
happen eventually. Humans are 
being microchipped. Schoolchild- 
ren in Japan are the first victims. 
Little Keiko will be emitting invis- 
ible beams so teachers can locate 
her by looking at data from scan- 
ners at the school gates and other 
key locations. The scheme is being 
implemented at a primary school 
in Osaka. At the moment, the chips 
are being implanted in the kids' 
school bags or clothing, rather 
than under their skin (as is the 
case for dogs). But it is only a 
matter of time before the kids 


work out that all they have to do is 
get one designated goodie-goodie 
to take all the bags to school, and 
the rest of the gang can play 
truant. I'll bet Asia will be the first 
place where a government slips 
microchips under the skins of 
their unfortunate citizens. 
Authorities considering this may 
like to take some inspiration from 
the 1991 movie Wedlock in which 
prisoners wore microchipped 
death collars around their necks. 
If they misbehaved, their heads 
would be blown off. Pro-democ- 
racy advocates, be very afraid. 


SAD PEOPLE: What becomes of the broken-hearted, who had love that's 
now departed? Well, Mr. Ruffin, we now have the answer to the question 
you asked in your 1966 song. They go to China. A bar in Nanjing is spe- 
cializing in providing a place for miserable ex-lovers to cry into their beer. 
Tissues are provided, as are onions, for those unable to generate real 
tears (cadres, businessmen and editorial writers for the People's Daily). 
Sad music is played continuously. The surcharge for these services is 

$5 an hour on top of their bar bill, the Jinling Evening News reported. 

So what is the world's saddest music, anyway? Eleanor Rigby? Yesterday? 
Nah. Try listening to Leonard Cohen's Suzanne followed by Albinoni's 
Adagio in G Minor: You end up with a death wish worthy of Keats. Any 
advances on those two in the misery index? 


WHAT, NO ALBATROSS? Ghost mariners stole a yacht and piloted it nearly 
30 kilometres through treacherous waters before it was recovered by live 
human beings. The 8.5-metre yacht had been moored at Parsley Bay 

near Brooklyn on the coast of New South Wales, Australia. But earlier 

this month it set sail by itself, and managed to negotiate Dead Horse Bay 
and other dangerous areas of rocky outcrops, shallow waters and reefs. 
Amazed Police Senior Sgt. Glenn Rubenach told News Ltd. that "a lot of 
boats have sunk around that area and they had the benefit of actually 
having crews on board. It's definitely one of the strangest things 


| have ever heard about." The boat was found with no locks broken and no 
signs of human entry. Senior Constable Mick Crews of Broken Bay Water 
Police said: "It was just the wind and the ghosts that took it," and urged 
the owner to rename the vessel "The Ghost Ship." 





TWO MUCH: In Penang, Malaysia, residents 
are being urged to buy a "double-storey 
bungalow." The picture was taken by reader 
Tim Hill, who said he could not take advan- 
tage as he lived in a "multi-storey bungalow, 
AKA an apartment block." 


PIZZA THE ACTION: Reclusive North Korean 
leader Kim Jong Il had a foreign expert 
imported into the country for an important bit 
of Western-data transfer: He wanted his chefs 
to learn how to make pizza. Ermanno Furlanis, 
a part-time chef at the Pizza Institute in north- 
ern Italy, told the BBC that he had been taken 
to the hermit kingdom and instructed to 
assemble a classic pizza in front of observers, 
one of whom asked for permission to measure 
the distance between the bits of olive sprinkled 
on top. | just hope the bouffant-haired leader 
was not expecting an Asian-style pizza. 

In Hong Kong, standard toppings are 
Thousand Island sauce and tuna. In Japan, 
curried octopus and fruit salad are popular. 
Black olives and anchovies? Fergeddit. 


QUICK THINKING: The Five-Minute 
Bandits have been caught. The 
gang had been amazingly success- 
ful in Yokohama, Japan, because of 
its ability to break locks and escape 
with cars and cash in less than 300 
seconds. Their leader, 32-year-old 
Minoru Ueda, had worked out that 
it took a minimum of five minutes 
for cops or security guards to get to 


a crime scene after a burglar alarm 
went off. He and his high-speed 
associates are suspected of 
involvement in 400 crimes, 

the Mainichi Shimbun reported. 
Ueda was caught after he left his 
fingerprints on a stolen car. Now, 
that's what | call a whiz-kid. Give 
him an ergonomics advisory role in 
Japanese bureaucracy, | say. 
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Books: FICTION 


Watery World 


Fiction writer Amitav Ghosh flexes narrative 
muscles in his new novel, writes Mitali Saran 


AMITAV GHOSH’S LATEST NOVEL displays what 
his readers have come to expect of him: A ravenous curios- 
ity about the world, a brilliant intellect to process it with, and 
a pleasing facility with words. The Hungry Tide enhances his 
track record as one of India’s finest writers, established with 
four award-winning novels and several non-fiction works 
and essays. 

Ghosh is famously besotted with place and history, hav- 
ing already brought to life Burma (The Glass Palace), Egypt (In 
An Antique Land), and the battle against malaria (The Calcutta 
Chromosome). This time he focuses on the Sundarbans, an 
extensive mangrove ecosystem on the delta of the Ganges 
River on the Bay of Bengal. These low-lying lands are con- 
stantly being moulded and remoulded by the shifting tides, 
which travel inland as far as 300 kilometres every day—“as 
if the whole tide country was speaking in the voice of the Poet: 
‘life is lived in transformation.” Here, life is a daily fight for 
survival against predators, an implacable government, 
cyclones and tidal waves. 

Into this drowning land comes Piyali Roy, an American 
cetologist with a student grant to study the Gangetic dol- 
phin, and Kanai Dutt, a New Delhi-based translator with a wan- 
dering eye, whose deceased uncle Nirmal Bose has left him 
a private journal. An accident leaves Piyali gasping for life in 
the boat of a fisherman named Fokir, with whom she develops 
a strange and delicate relationship even as Kanai pursues 
her with all the subtlety of a sledgehammer. As the three of 
them track Piyali's dolphins among the Ganges River's “hun- 
dreds, maybe thousands, of tangled strands," a storm is brew- 
ing which will test the principles of each character. The awe- 
some forces of nature the storm unleashes will reshape each 
of them, as they will the land itself. 
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Ghosh enters and possesses the tide coun- 
try with all the force of his burning interest in 
things past, marginal, and forgotten, and with all 
the thoroughness of his detail-hungry eye. His novel is filled 
with fact: riveting details about tidal phenomena; cetology 
and the Orcaella dolphin; the history of the utopian settle- 
ment of the Scotsman Daniel Hamilton; and cultural history 
and myths about the local deity Bon Bibi, wonderfully rendered 
in verse. Man-eating tigers prowl on the edges of the narra- 
tive, out of sight but menacing. 

Unfortunately, this strength is also the novel's weak- 
ness: The most forceful voice is that of the author himself, 
unfurling research that clearly delights him. The characters 
struggle in rivers of fact, serving as little more than conven- 
ient pegs on which to hang the thorny issues that interest 
Ghosh. Piyali is coolly inscrutable and Kanai basely pas- 
sionate. Nirmal Bose is marginal; his flowery voice is, more 
than anything else, that of a history teacher. 

The only character with any real depth is Fokir, who barely 
speaks. That, at least, gels with Ghosh’s belief that 
language is an unreliable intermediary between 
people. Kanai interprets the world through lan- 
guage, Piyali through scientific data; but Fokir 
lives in it, soaks in it, and masters it. Ghosh 
constantly invokes the poet Rainer Maria Rilke's 
principle that “we are not comfortably at home 
in our translated world." Ghosh's narrative tides 
shift, like the physical ones, from viewpoint to 


[ The Hungry viewpoint, but ultimately his emotional charac- 
Tide] by Amitav terization proves the point that speech is “only 
ae gar a bag of tricks that fooled you into believing that 


you could see through the eyes of another being.” 

Ghosh is, and has always been, a cerebral 
writer, a factoid fanatic, his passions always those of history and 
the intellect. His weak involvement with his fictional protago- 
nists is the price he pays for a much stronger involvement with 
real issues. You may not feel much for Piyali and Kanai, but you 
will feel for the people of the Sundarbans. That, too, is vin- 
tage Ghosh. If he is able to arouse your interest in this little- 
known place, he has achieved his aim. If nothing else, you 
will take a huge amount of information from The Hungry 
Tide, and a healthy respect for Ghosh's ability to marshall it. = 


Mitali Saran is a writer based in New Delhi 
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Gadget-Driven Lifestyles 


In a region chock-full of gadgets, Raymond Chan hopes to stand out from the crowd by pitching 


his mid-priced products as something with extra cachet 


RAYMOND CHAN wants to turn Oregon of the companies it was making products for. The Chans promoted 
Scientific into the Starbucks of the electronics the brand mostly in Europe and the United States. Two years 
world. Chan's Hong Kong-based company, IDT ago, the Chans decided to make the brand more of a core 
International, has made a healthy profit market- focus and market it in Asia. “Asia is growing fast and there’s big 
ing Oregon Scientific alarm clocks, weather-mon- potential,” he says. 
itoring devices and other gizmos to consumers In the last two years, the company has opened 235 retail 
in America and Europe. Last year, IDT, which outlets in the region, mostly in high-end department stores. It 
makes half its money manufacturing electronics opened 23 outlets in China alone last year. The company's 
and liquid-crystal-display (LCD) devices for other strategy is to start off with a shelf or two of its products, then 
companies, like Philips and Tag Heuer, decided upgrade to larger in-store boutiques. It'll open two more stand- 
it was time to bring its own brand to Asia. alone stores in Hong Kong this year. "We are very systematic," 
In a region chock-full of gadgets, Chan hopes Chan says. "We know we need to build up awareness 


to stand out from the crowd by pitching his mid- 

priced products as something with extra cachet. 

"We want to be a leader in lifestyle gadgets. 

We don't want to be known as an elec- 6 
1 


among consumers." 

The company is also pushing new gizmos, like a 
super-slim digital camera the size of a business card 
holder, and an equally small MP3 player. Chan 
has a team of 600 engineers tasked with 
dreaming up 200 new items per year, like 

Ferrari alarm clocks that wake up their 
owners with a Ferrari engine sound, and 
educational toys like the Ferrari 

Learning Laptop. 











tronics company," says Chan. "Look 
at Starbucks—it's just coffee. It's 
really about the concept. They're 
selling a lifestyle." 

So Oregon Scientific 
teamed up with French 
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design guru Philippe e F, A ZA The co-branding deals with 
Starck last year to pro- 4. ^ $ Ferrari and Starck are crucial 
duce a series of funky D PA PA, to the company’s efforts to set 
devices that tell you the time, NN Xe, Ua a the brand apart from every 










temperature, humidity and the aN «4 b. s A G other clock and camera out 
phase of the moon, and includes an ^U UU i there. “The perception of 
alarm clock with a harmonic piano WM ^ 4 the consumer is very impor- 
sound. Chan also signed an agreement tant," says Shirley Chan. "By associat- 
to make co-branded Ferrari electronics. The ing with Starck, it gives the message to con- 
company then opened three large concept sumers that Oregon Scientific is on that level. 
shops in Shanghai and Hong Kong, in the most We can leverage the Philippe Starck design con- 
exclusive retail space they could find. Oregon cept to reach people who appreciate design." 

Scientific's flagship store in Hong Kong's Prince's It's too early to see a big payoff in Asia. Sales in 
Building, for example, is flanked by the likes of Asia, which account for just 1396 of Oregon Scien- 
Cartier, Chanel and Piaget. tific's global sales, grew to HK$60 million ($7.7 mil- 

He's not just splashing out on tony retail lion) in the year ended March 2004 from HK$50o 
space, but on top brand mangers, too. Chan has million last year. But the brand is gaining steam. 
hired three executives from Mont Blanc and one Oregon Scientific's global sales grew 3796 to HK$1.4 
from Versace to head his business in China and billion last year, and accounted for 5196 of IDT's total 
Singapore. He staffed his China team by poaching sales, up from 4396 last year. IDT's net profit rose 
from Avon and L'Oreal. 37?6 to HK$154.5 million. 

Chan and his wife, Shirley, founded IDT in 1977 Contract manufacturing will remain a core part of 
as a contract-manufacturing business, specializing the company's business, according to Chan. *But Asia now 
in anything with an LCD display. In 1990, ID] provides an opportunity to create your own brand. And 
bought out Portland-based Oregon Scientific, one that's an exciting opportunity,” he says. CRIS PRYSTAY 
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THE NEW T8630 CAMER/ 


THE NEW T630. CHANGE YOUR VIEW. 


Turn heads with the new T630 - a beautiful camera. and a stunning mobile phone. With its 
65K-colour active TFT screen, the T630 produces pictures so striking, you'll want to MMS then 
friends immediately via Quickshare And with its Bluetooth capabilities, transterring tiles to 
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your phone's a cinch. The new T630 camera, the new T630 phone. It's a whole new way o! looking at mobil 
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I-megapixel imaging with 3x optical zoom 


and sound recording in an all-weather metal body 


Now available in a choice of colours! 


Photo opportunities come at unexpected moments. And in all kinds of weather. That's why our sleek new 
A pmju:] 410 DIGITAL is so special. It's got 3x optical zoom to frame any subject, in an elegant metal body 
that shrugs off any weather. Plus a new TruePic TURBO image processor for improved 4-megapixel image 
quality, Motion JPEG movie and sound recording, and a new semi-transmissive LCD monitor for easier 
viewing outdoors. The 42 [mju:] 410 DIGITAL. With innovation like this, you know it's an Olympus 
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THE KEY TO WINNING IS SIMPLE: 
MAKE A WIDE-OPEN SEA 


FEEL CROWDED. 


To cut off the entire ocean from a sea of boats, one team will have to be in absolute sync. 


No easy task: 10 people confined to 40 feet of space will not only need to act as one, 
they'll need to see their next move even before they make it. In the Rolex Farr” 40, where owners, 
not professional sailors, skipper their own boats, the winning formula is to think fast, act faster. 


ROLEX FARR 40 WORLD CHAMPIONSHIP, ST. FRANCIS YACHT CLUB, SAN FRANCISCO, CA.- SEPT. 8TH TO 11TH, 2004. 
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d Back of the Class [July 15], 
ries came flooding back to me 
| visit I made to the Tambaram Insti- 
ite in Chennai, an Aids hospital for 
the poor, where I saw life ebbing away 
from countless hundreds waiting to 
die. It was extremely painful to see the 
level of ignorance and prejudice 
among the educated when I recounted 
-my experience to some of my friends. 
They were horrified that I had cho- 
-sen to visit such a hospital when I had 
-been in Chennai for a holiday. 

_. Your article profiled Rema T. Krish- 
an, who suffered discrimination after 
"husband died of Aids, and who 


















g of such innocents, the unsus- 
ting victims who contract the dis- 
ease through no fault of their own and 
"suffer at the hands of those who have 
: forgotten that HIV/Aids does not rec- 
gnize gender or class. 
Personally, I do not think any law to 
- tackle discrimination will end preju- 
dice. What is needed is education, 
“extending from the grass roots all the 
-way to the elites, on the nature of Aids 
‘and how it spreads. Maybe Bollywood 
could make movies portraying the suf- 
fering of Aids patients and the dis- 
crimination faced by their families? 
„After all, the cinema plays such a big 
;gele! in shaping Indian thinking. 
E GOMATHY NAMBIAR 
Kuala Lumpur 


-BURMA AND DEMOCRACY 

- Andrew Steele’s How to Move Burma 
Ahead [The 5th Column, Aug. 12], 
describes perfectly the situation in 
Burma. Because the military junta 
insists on ruling the country illegiti- 
mately, the United Nations needs to 
strive to find a new way out. 


HTUN YEE 
Sydney 


CONFUSED 

The conclusion one draws from reading 
-Keep the Pressure on China [The 5th 
Column, Aug. 26], by Peter Brookes, a 
mer U.S. defence department offi- 
is that people associated with the 
tagon are confused. 







r tested positive for HIV. India has. 
ng way to go to understand the suf- 










Brookes says that "Hae 
rights situation in China Hess: 
improved since 1989." The last time 
I checked, people weren't dying on the 
streets of Beijing, except from traffic 
accidents. Next, he says, "China is 
engaged in a major military build-up 
that exceeds its defensive needs." What 
about China's apparent inability to 
defend its territory of Taiwan? Does not 
the military power of the U.S. exceed 
its defensive needs? 

The U.S. should at least admit that 
by selling advanced weapon to Taiwan, 


it tacitly encourages Taiwan inde- 


pendence. The U.S. always claims that 
it wants to stop Chinese coercion over 
Taiwan. So why does the U.S. think it 
can coerce China with the same mili- 
tary power? 


PAUL MA 
Ningbo 


ALAs, Nor So 

In Phone Manners [Letters, Aug. 26], 

a reader from Boston, Charles Ball, 
says that women obviously don't have 
the problem of cellphone batteries 
dying when buttons are accidentally 
pushed because purses are "perfectly 
suited as a cellphone repository." Alas, 

his envy of our insouciance is with- 

out cause. 

. On the morning that I write this, I 
heard a plaintive beeping emanating 
from my purse as my cellphone bat- 
tery gave up the ghost, yet again, after 
the buttons were accidentally pushed 
in my purse. 

KRISTEN E. SUKALAC 
Paris 


CORRECTION 

In Optimism in the Face of History 
[Aug. 26], we wrote that Dhanin Chear- 
avanont of the Charoen Pokphand Group 
said he knew more than half of the “nine- 
member Communist Party Central Com- 
mittee." In fact, Dhanin was referring 
to the Politburo Standing Committee of 
the Communist Party, a nine-member 
group of the party's top leaders. 


All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Bex 160, Hong Kong; By fax: (852) 2503 1510; 
By e-mail: letters@feer.com 
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in Cambodia 
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THE BATTLE TO TRADE WITH LAOS 

As conflict persists and bitterness lingers, Laos still 
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jg QR A ! Despite the clearest signs in more than a decade 
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Have Pigs Been Infected? 


To answer this question about bird flu, fuller information is needed from China 


WHAT ARE WE TO MAKE OF IT? Early this week, news 
reports said China's Agriculture Ministry admitted on its Web 
site that in 2003 experts found “two strains of H5N1 in the 
bodies of pigs." H5N1 is a bird-flu virus that has swept across the 
region. However, the reports said the ministry also claimed 
that after conducting tests this year, “we do not have the H5N1 
bird-flu virus in pigs." End of story? Unfortunately, no. The admis- 
sion came three days after a Chinese researcher revealed at a Bei- 
jing conference that the virus had been found in pigs last year in 
Fujian province and on a farm in another undisclosed area this 
year—the latter, contrary to the government's claim. Whoever is 
right, the question is why this wasn't sooner brought to the atten- 
tion of the World Health Organization. 

The medical community needs to get to the bottom of this. 
To do so, it needs more information: from the Chinese author- 
ities as well as the researcher who first disclosed the informa- 
tion. Was the virus really "in the bodies of pigs," or found exter- 
nally? If the latter, there is no concern. But if the animals were 
infected, this could be serious stuff. Clear answers to these ques- 
tions will decide whether we should worry, or use this instance 
to remind ourselves to raise safeguards even further. 

Humans so far have been infected with bird flu only 
through contact with sick birds, which means that for now 
the danger is limited to those exposed to live fowl. But if pigs 
have been infected, this could result in a serious evolution 
for the bird-flu virus. Pigs are believed to have been involved 


in two of the 2oth century's flu pandemics. 

A trait of the flu virus is that it cannot repair genetic errors 
that occur when it reproduces itself. Since swine can be infected 
by both bird- and human-flu viruses, if a pig is infected by 
both kinds at the same time it could become a genetic mixing 
bowl. A virus-replication error could result in genetic material 
being swapped between a bird-flu virus and a human-flu virus, 
creating a new virus. The danger is that such a virus would be 
different enough not to be recognized by the human immune 
system, but have enough human genetic material to allow for 
human-to-human transmission. 

Certainly, we need to be cautious in our response to the so 
far incomplete information. Things have to be put in their proper 
perspective. When swine populations in various parts of the 
region were tested earlier this year, nothing turned up. What 
is disconcerting is that by China's own admission something 
did turn up on its patch that apparently it was not forthcom- 
ing about until now. That omission does not inspire confidence 
in its averment that no pigs have been found with bird flu this 
year, Global public health hinges on sharing the full spectrum 
of scientific information, something, it seems, that China still 
has trouble appreciating. 

"This is a rather dangerous signal in terms of public health," 
said the Chinese researcher who announced the virus discov- 
ery at the Beijing conference on August 20. Full and complete 
disclosure would now seem called for. = 


Its Other V V OC  Bangladesh's string of unsolved bomb attacks 


Pity BANGLADESH. Each year, the 
monsoon rains arrive, and with dreary reg- 
ularity vast swaths of the country are 
flooded. This year, millions were displaced, 
thousands fell ill to water-borne diseases 
and hundreds died. It seems there's noth- 
ing anyone can do. Yet nature isn't alone 
in taking a toll on Bangladeshi lives. This 
year alone, a series of apparently pointless 
violent attacks has exacted its own cost. As 
with nature's curse, there is little that 
authorities seem able to do about this. But 
surely this shouldn't be the case? 

The most recent incident occurred on 
August 21, when over a dozen grenades 
were hurled into a political rally outside 
the headquarters of the opposition 
Awami League, killing 19 people. The 


attack, in which the party's leader, Sheikh 
Hasina Wajed, escaped with minor 
injuries, set in motion a chain reaction. 
Protests and clashes erupted across the 
country. At a train station east of Dhaka, 
a mob doused carriages with petrol and 
set them alight. Twenty people were hurt. 
Certainly, none of this was helped by 
some in the Awami League blaming the 
attack at their headquarters on the gov- 
ernment, which was denied. 

In fact, that incident joins a list of 
unsolved bomb attacks for which no one 
has taken responsibility and which, puz- 
zlingly, served no discernible purpose. 
Early this month, two explosions in the 
city of Sylhet took one life each, while 
another in June claimed another fatality. 


In May, the British high commissioner to 
Bangladesh was injured in a bomb explo- 
sion outside a mosque in the city; three 
people were killed. In January, four died 
in yet another blast at the mosque. 
According to one published account, 100 
people have died in the past four years 
from a dozen bomb attacks. 

Despite appearances, Bangladesh isn't 
à total economic lost cause. While unem- 
ployment remains distressingly high, eco- 
nomic growth has been steady at over 596 
in recent years. This makes prospects less 
dismal. But this small mercy is at risk unless 
authorities can put an end to the seemingly 
random lawlessness—there' ve been vague 
allusions to Islamic militants—that plague 
Bangladesh like the annual floods. — 
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Oil Protests in 
[Indonesian Province 


Police have stepped up security around oilfields operated by 


Caltex Pacific Indonesia (CPI) in the Sumatran province of 


Riau after locals threatened to blockade the facilities. Some 
30 local villagers on August 23 demanded that Jakarta give 
Riau a greater share of the money that it receives from Cal- 
tex Pacific Indonesia, the local unit of the United States oil 
giant ChevronTexaco. CPI keeps 15% of production from 
the giant Gresik oil field, paying 85% to Jakarta in “rent.” Riau 
receives a 1596 share of the government split, but protesters 
said they wanted 7096 from Jakarta, while admitting that 
blockading CPI was a “bargaining tactic." They complained 
that more than 4096 of Riau's population lives below the 
poverty line. CPI, which produced around 524,000 barrels 
a day in 2003, accounts for around half of Indonesia's total 
daily output of around 1.2 million barrels a day. Last year 
the Riau operations contributed about $2.5 billion to the 
government. Tensions in Riau have been simmering since 
1999, when the government began debating the amount of 
revenue to be returned to outer provinces. Riau parliamen- 
tarians and provincial heads have added another complaint, 
that accountants in Jakarta are miscalculating Riau's dues. 


TIMOR VETERANS GET A SPOKESMAN 

Outspoken government critic Cornelio Gama sealed his posi- 
tion as spokesman for disgruntled veterans of the anti-Indone- 
sian resistance during a stormy meeting with cabinet mem- 
bers and East Timor President Xanana Gusmao. The for- 
mer guerrilla commander arrived in Dili with about 2,000 
supporters on August 21 to discuss the grievances of the 
former resistance fighters. The veterans say the govern- 
ment is doing little to help them adjust to civilian life. The 
government rejected their demands for the dismissal of Inter- 
nal Administration Minister Rogerio Lobato, but Gusmao said 
officials should heed their desire for more employment and 
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BEEFED-UP SECURITY: Guards patrol a Caltex pipeline 
in Indonesia's Riau province 


education opportunities, according to a video of the meet- 
ing. Lobato controls the police and Gama, better known by his 
nom de guerre L-7, claims that the minister has spearheaded 
a campaign of harassment against him. Gama had not been 
seen since going into hiding after leading a July 17 anti-gov- 
ernment demonstration by former resistance fighters. The 
protest was dispersed by riot police with tear gas. The charis- 
matic Gama, who fought Indonesia's military occupiers for 
more than 24 years, has now emerged as an important polit- 
ical figure, say analysts, adding that the veterans' grievances 
are shared by many other people in impoverished East Timor. 


IBM JAPAN REACHES OUT TO OTHERS 

For nearly a decade the laboratories of IBM Japan, birth- 
place of the IBM ThinkPad notebook computer, used their 
brain pool and fancy facilities mainly for building better 
ThinkPads. And the ThinkPad is still the big beneficiary of 
much of the gear in the basement of IBM’s Yamato Labora- 
tory south of Tokyo—including some of the best sound-meas- 
uring rooms in Japan and heat-detection equipment featur- 
ing top-secret technology used in missile guidance. But as the 
mother company in the United States morphs into a com- 
puter-services company, rather than one that makes its own 
hardware, the design and testing arms that supported IBM’s 
personal-computer business are being pressed into outside 
service as well. ThinkPad component designers—like the ones 
who figure out how best to build fans and grills to cool the 
semiconductors inside thin notebook PCs—now offer simi- 
lar services to other companies like consumer-electronics mak- 
ers. Indeed, as the guts of consumer-electronics gadgets 
look more and more like those of PCs, IBM Japan is mak- 
ing a push to get more consulting and design work from con- 
sumer-electronics makers, says Nobuhiro Hayashi, who runs 
a division that offers PC-related development. "We're pro- 
viding people to develop the PC software part of digital elec- 
tronics," he says. 


JAPAN'S PERSISTENT SHRINE PROBLEM 

The annual controversy over Japan's Yasukuni Shrine may 
never go away. Each year a Japanese prime minister or cabi- 
net members visit the cemetery, and each year countries 
that suffered from Japanese brutality during and before World 
War II—like China and South Korea—lodge bitter complaints. 
They are particularly angry because several convicted war crim- 
inals are buried at the site. But things could have been dif- 
ferent if Japan's leaders had heeded the recommendations 
of an advisory panel that proposed two years ago that the 
ruling Liberal Democratic Party (LDP) create a new, secular 
war memorial near Yasukuni. Such a facility would not be 
tainted in the same way as the Yasukuni Shrine. But the 
idea ran out of steam amid strong opposition from within the 
LDP and the panel's sponsor, then Chief Cabinet Secretary 


September 2, 2004 


Yasuo Fukuda, said in January that the time was not yet 
right for a new shrine. Political analysts say another key fac- 
tor in putting the plan on hold may have been the weaken- 
ing influence of pro-China legislators in the LDP who might 
have supported such a move. 


QUESTIONS OvER U.S.-AUSTRALIAN PACT 
The Australian Senate's recent passage of new legislation tight- 
ening the rules for extending pharmaceutical patents is being 
closely reviewed by the United States government and Amer- 
ican pharmaceutical companies. Inside U.S. Trade, an author- 
itative weekly monitoring American trade policy, reported 
in its August 20 issue that the U.S. Trade Representative's 
Office and the Pharmaceutical Research and Manufacturers 
of America lobby group were still trying to determine if last- 
minute amendments to the August 13 legislation violate either 
a bilateral trade agreement or World Trade Organization 
regulations protecting intellectual-property rights. One of the 
amendments introduced by Australia’s opposition Labor Party 
would impose penalties of up to $10 million on a company 
found to be making a frivolous request to extend its patent on 
a brand-name drug, the trade weekly reported. Anticipating 
that Prime Minister John Howard will call elections soon, the 
Labor Party proposed the amendments to ensure that there 
would not be delays in introducing cheaper, generic drugs 
in the Australian market. Under the bilateral trade agreement, 
neither Australia nor the U.S. is permitted to change its 
domestic laws between the signing of the pact and its passage 
by both countries. The U.S. Congress has ratified the pact, but 
Australia has yet to approve it. 


MALAYSIAN MISSION TO IRAQ IN DOUBT 

During his mid-July visit to Washington, Malaysian Prime 
Minister Abdullah Ahmad Badawi scored points with Presi- 
dent George W. Bush when he offered to send a medical mis- 
sion to Iraq. Since then, however, United States officials say 
they've seen scant signs of the mission materializing and now 
doubt it will be sent to Iraq at all. U.S. officials are blaming 
the Malaysian Foreign Ministry after Foreign Minister Syed 
Hamid Albar set stringent preconditions for the proposed 
mission, including improved security in Iraq and agree- 
ment to a Malaysian presence by all parties in the conflict. 
"We anticipated that it would be difficult to implement," says 
a senior U.S. official. He expresses regret that anti-Ameri- 
can sentiment appears to persist among Malaysian officials. 
“In the Foreign Ministry it's ‘no’ on every single bilateral 
issue," the official says. A senior Asian diplomat in Kuala 
Lumpur says that anti-American feeling was expected to sub- 
side with the retirement last year of Abdullah's vehemently 
anti-Western predecessor, Mahathir Mohamad. But some hos- 
tility remains evident, the diplomat says. An official in Abdul- 
lah's office denied that the prime minister made the med- 
ical mission offer to Bush without preconditions, and sug- 
gested that Washington played it up because Malaysia cur- 
rently chairs the Organization of Islamic Conference. = 
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PROMISES, 
PROMISES: Abdullah 
Ahmad Badawi's 
offer of medical 
help for Iraq may 
never materialise 
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EU mE HAMBURG SUMMIT 
China meets Europe 


The Hamburg Summit: 


The premier economic 
Sino-European event 
for top leaders from 
China and Europe 


Summit Partner 
China Federation of Industrial Economics, 
HSH Nordbank, Dresdner Bank, Mercedes Benz 
Hamburg,Otto Versand, Far Eastern Economic 
Review, VVall Street Journal Europe, Dow Jones 
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Progress for Taiwan Constitutional Reform 


Taiwan moved forward on President Chen Shui- 
bians plan to “re-engineer” the island's constitu- 
tion, with the legislature voting overwhelmingly 
to endorse a major amendment package. The 
proposed changes, which still require final 
approval, would halve the number of legislators, 
to 113 from 225, and reform the system used to 
elect lawmakers. They would also enable the leg- 
islature to put future amendments to popular 
referendums, eliminating the ad hoc body that 
currently has approval over constitutional 
changes. Reform of the legislature, notorious for 
its occasional brawls, has 
- long been urged by 
experts and voters alike. 
Nevertheless, Beijing is 
likely to be dismayed, 
given its opposition to 
any constitutional 
changes and especially to 
the use of referendums. 





ENDORSEMENT: MPs celebrate 


BANGLADESH 





Clashes erupted between police 
and demonstrators in the capital 
Dhaka during a two-day general 
strike called by the opposition to 
protest against deadly grenade 
attacks on a weekend rally. 
Baton-wielding police arrested 
dozens of protesters during the 
eve and first day, August 24, of 
the strike. Some 7,000 troops 
were sent out onto the streets of 
Dhaka on the second day. The 
protest shut down shops and 
schools and disrupted traffic 
across Bangladesh. The August 
21 grenade attacks on an opposi- 
tion Awami League rally left at 
least 20 people dead and hun- 
dreds injured. The opposition said 
the August 21 attack in Dhaka 
was an attempt on the life of 
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Awami League leader Sheikh 
Hasina Wajed, who was address- 
ing the rally. She later blamed the 
government, which has denied 
responsibility. A mob reacted to 
the attacks by setting fire to a 
train east of the capital, injuring 
about 20 people and killing one. 





INFERNO: Blast aftermath in Dhaka 





Aziz took a major step to 
becoming prime minister 
after winning two by- 
elections. Opposition 
groups complained of 
vote rigging, and said the 
entire process was an 
affront to democracy. 
(See article on page 20.) 


President Pervez Mushar- 


raf and his Afghan 
counterpart, Hamid 
Karzai, met in Islamabad 
and reiterated their 
common commitment to 
fight terrorism and to 
boost bilateral trade. 
Musharraf stressed that 
Pakistan would not allow 
militants to use its 
territory to disrupt 
Afghanistan's presiden- 
tial election in October. 
Meanwhile, Pakistan 
said it had foiled an Al 
Qaeda-linked plot to kill 
senior civil and military 
officials and attack key 
sites, including parlia- 
ment, the United States 
embassy and the mili- 
tary headquarters. 


PHILIPPINES 


President Gloria Maca- 
pagal-Arroyo caused a 

stir in local markets by 
saying the country was 
in the “midst of a fiscal 


PAKISTAN 


Finance Minister Shaukat 


| 





crisis." She later tried to 
repair the damage, 
saying the country will 
never default on its debt 
repayments. Arroyo's 
announcement appeared 
to be a political attack 
on a reluctant Congress 
to rally support for 
economic belt-tightening 
measures. 


Market reforms in North 
Korea have led to spi- 
ralling food prices, 
according to the World 
Food Programme. This 
has led to the creation of 
a new class of people 
needing assistance. The 
cost of rice has surged to 
700 won ($5) per kilo- 
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gram from 130 won per 
kilogram a year ago. 


MALAYSIA 


Malaysia went on a 
nationwide alert against 
bird flu after officials 
confirmed that the lethal 
H5N1 strain of the 
disease had been found 
in a village near the Thai 
border. The government 
said seven people taken 
to hospital for tests had 
been cleared of carrying 
the virus. Malaysia 
hopes the slaughter of 
some 350 birds in Pekan 
Pasir village will contain 
the outbreak. 


Hundreds of thousands 
of truckers were taking 
part in a nationwide strike 
to protest against a new 
service tax. The action 
has disrupted the move- 
ment of goods, hit diesel 
sales and threatens to 
stoke inflation, already at 
a three-and-a-half-year 
high of 7.96% The strike 
was called by the All India 
Motor Transport Con- 
gress, the country’s 
largest trucking union. 
The government wants to 
levy a 10% service tax on 
freight-booking agents as 
part of a drive to widen 
the service-tax net and 
boost revenues. 








eS came soon after Presi- 


Parliament named 
Tsakhilganiin Elbegdorj of 
the Democratic Coalition 
as the country's new 
prime minister. The move 
came after his party 
agreed to share power 
with the Mongolian 
People's Revolutionary 
Party, ending two months 
of deadlock following 
disputed elections. 


SOUTH KOREA 


Shin Ki Nam stepped 
down as chairman of the 
ruling Uri (Our Open) 
Party after admitting 
that his father worked 





RESIGNED: Shin Ki Nam 


for the Japanese as a 
military policeman 
during the 1910-45 
occupation of South 
Korea. Shin had earlier 
said his father worked as 
a teacher during that 
period. His resignation 


INDUSTRIAL ACTION: Truckers on strike in India 
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dent Roh Moo Hyun 
called for an inquiry into 
the activities of collabo- 
rators with the Japanese. 


NEPAL 


Maoist rebels said they 
were suspending a week- 
long blockade of Kath- 
mandu, which stopped 
food and other supplies 
reaching the capital. But 
they warned that they 
would launch major 
attacks if their demands 
were ignored. The 
Maoists are demanding 
the release of detained 
comrades and an inquiry 
into the killings of others. 
The blockade threat led 
to petrol rationing and a 
rise in food prices. 


HONG KONG 


The government 
announced the official 
end to nearly six years of 
deflation. Official figures 
show consumer prices in 
July rose 0.9% from a 
year earlier, marking the 
first year-on-year rise in 
68 months. 


INDONESIA 


A Jakarta court sen- 
tenced a Muslim militant 
to 10 years in jail for 
involvement in last year's 
JW Marriott Hotel bomb- 
ing, but a charge of 
helping plan the 2002 
Bali attacks was dis- 
missed. The court ruled 
that Jhoni Hendrawan, 
alias Idris, could not be 
prosecuted in the Bali 
case because of a recent 
ruling barring retroactive 
use of the anti-terror law 
used to charge him. It 
was the first time the 
Constitutional Court's 
ruling has been tested in 
a terrorism case. 





[SPOTLIGHT 


BABY TALK: 


Lee pro 
motes the 
family 


LEE AT THE LECTERN 


Lee Hsien Loong used his first major speech as 


Singapore’s prime minister to make it easier and 
cheaper for couples to have children. 

In a National Day address on August 22, 10 
days after he took office, Lee offered a raft of 


expected “baby-friendly perks,” as the local press 
dubbed them. They include maternity leave 


lengthened to three months from two, at gov- 


ernment expense; an extension of the annual 
allowance paid for six years for the second and 
third child, to the first and fourth child; a reduc- 
tion in the levy families pay for a foreign maid, 
where children are under 12; an increase in 
infant-care , and tax breaks. 

Lee also appealed for “new babies.” Last 
year, the city-state's fertility rate fell to 1.26, its 
lowest ever and well below the population- 
replacement level of 2.1. 

Some changes Lee announced had been 
rejected by previous governments, contributing 
to the impression that a new generation has 
taken charge. Examples: Civil servants are to 
work only five days a week, and medical benefits 


are to be paid equally to dependents of female— 


not just male—civil servants. 

But political and social liberalization will 
remain incremental. Indoor talks won't require a 
police permit in future, Lee said, and licensed 
speakers will be able to display banners at Sin- 
gapore's Speakers' Corner in a downtown park. 

Lee again defended his July visit to Taiwan, 
which angered China, but warned that Singa- 
pore would never recognize Taipei if it should 
declare independence. Barry Wain 
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TRADE RELATIONS 


The Endless War 


Laos is one of only three countries with which the United States has not normalized trade 
relations. As the U.S. Congress convenes with the prospect of an upgrade, a divided Lao 
community takes its continuing fight to Capitol Hill 


TRADITIONAL HMONG skirts in sparkling 
purple and orange swirl on hangers at the 
Hmong market at Kilometre 52 north of 
Vientiane, as an American in his 20s touts 
the quality of the wares on display. "It's all 
hard work, you see?" he says, pointing 
at the woman working at a treadle sewing 
machine while her young daughter snips 
the loose threads. The family would like 
to export them, says the man, an ethnic 
Hmong expatriate from Laos who now 
lives in St. Paul, Minnesota. 

But because Laos is one of just three 
countries in the world that does not have 
normal trade relations, or NTR, with the 
United States, exporting from Laos to the 
world's largest market makes no eco- 
nomic sense. Handmade traditional cot- 
ton dresses from Laos are subject to a U.S. 
tariff of 9096. Imported from Laos' neigh- 
bour, Thailand, they are subject to a U.S. 
tariff of just 896. A rattan chair imported 
from Laos is subject to a 6096 tariff at the 
U.S. border. The same chair from Thai- 
land would be assessed no tariff at all. 

As the U.S. Congress prepares to go 
back to work on September 7 for a rushed 
three weeks before recessing ahead of the 
November 2 presidential election, a coali- 
tion of groups supporting engagement 
with Laos is hoping that lawmakers will 
finally pass legislation to extend NTR to 
the impoverished country. The chairmen 
of the relevant committees in the House 
of Representatives and the Senate are 
on board, as is President George W. 
Bush's administration. But NTR for Laos 
is a low-priority issue for most of its sup- 
porters on Capitol Hill, and opponents in 
Congress and in the Laotian exile com- 
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munity—which has become increasingly 
divided over the NTR issue—are prom- 
ising a knock-down fight. "It's all very 
iffy,” says Frances Zwenig of the U.S.- 
Asean Business Council, which supports 
NTR for Laos. "It could happen, but it 
could not happen." 

The other two countries without for- 
mal NTR with the U.S. are North Korea 
and Cuba. The U.S. also enforces strict 


THE BATTLE TO 
TRADE WITH LAOS 
¢ With lower tariffs, 


exports to the U.S. might 
expand 50-fold 


* Opponents of lower 
trade tariffs cite Laos’ 
human-rights record 


* Supporters say trade will 
improve life there 


¢ Both sides have strong 
voices in Washington 





trade sanctions against a number of other 
countries, such as Burma. But Laos is “a 
kind of anomaly in trade policy,” says 
Edward Gresser, a trade specialist and 
adviser to a pro-NTR advocacy group. It 
is the only country with which the U.S. has 
full diplomatic relations but not even the 
most basic level of economic relations. 
That unusual arrangement goes back 
to the end of the Vietnam War, after the 


Vietnamese-backed Pathet Lao commu- 
nists began to take control in Vientiane in 
1975. The vanquished forces that had 
been fighting against the communists 
with secret U.S. backing fled for Thailand. 
Most ultimately settled in the U.S., where 
they and their families kept up their resist- 
ance to the regime in Vientiane from afar, 
while back home, Hmong rebels continue 
to fight the Lao army. The U.S. Congress 
passed legislation denying NTR to Laos 
and Cambodia in 1975; Vietnam had been 
denied NTR the previous year. 

Congress voted to grant Cambodia 
NTR in 1996, allowing it to expand its 
exports to the U.S. from $4 million in 
1996 to $1.3 billion in 2003. Vietnam was 
given NTR in 2001. Gresser suggests that, 
with NTR, Laos's exports to the U.S. 
might expand 50-fold, from the 2003 fig- 
ure of $4.1 million to $200 million a year. 
Laos signed a bilateral-trade agreement 
with the U.S. in 2003—but it will only 
take effect under NTR. 

Supporters say that giving NTR to 
Laos would increase economic opportu- 
nities there, reduce poverty and, by 
encouraging greater engagement with the 
rest of the world, promote respect for con- 
tracts, labour rights, a freer media and 
greater freedom of movement. They also 
argue that a younger generation of Lao 
and Hmong in the U.S. wants to invest in 
and trade with their homeland. 

“It is incumbent on the U.S. to help 
Laos to strengthen its economy and allow 
its market forces to take root,” says Amer- 
ican Carol Cassidy, founder of Lao Tex- 
tiles, one of the most successful foreign 
businesses in Vientiane. 
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To opponents of NTR, none of those 
arguments wash. Among the groups lob- 
bying hardest against NTR is the Califor- 
nia-based Lao Veterans of America, which 
claims as its members 14,000 war veter- 
ans and 55,000 family members. 

Philip Smith, a former Congressional 
aide who has represented the Lao Veter- 
ans of America in Washington since 1996 
and lobbies on behalf of several groups 
opposed to the Lao government, says the 
LVA's opposition to NTR has grown more 
"visceral" in the last 18 months as, he says, 
the authorities in Vientiane have carried 
out a ground-and-air offensive against eth- 
nic Hmong rebels, resulting in “thou- 
sands of deaths," most among civilians. 
Others dispute that such attacks have 
been taking place. 

LVA founder Wangyee Vang, a for- 
mer colonel in the U.S.-backed army in 
Laos, says his group would support NTR 
if the Lao government let rebels come 
out under United Nations auspices and 
receive humanitarian aid, and if it will 
"stop harassing the Laotian people who 
have money to build homes and estab- 
lish their businesses." 

One of NTR's most implacable foes 
on Capitol Hill is Republican Congress- 
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GOODS FOR SALE: Hmong women sell traditional textiles 


man Mark Green of Wisconsin. Green, 
whose state is home to 70,000 of the esti- 
mated 170,000 ethnic Hmong from Laos 
in the U.S., focuses his critique on Laos' 
human-rights record. 

Referring to a recent high-profile case, 
Green's chief of staff, Chris Tuttle, says, 
"One would think that if the Lao govern- 
ment knows that it is on the edge of being 
able to achieve normalized trade relations 
with the United States that it would not do 
things like arrest and imprison and sub- 
ject to a kangaroo-court trial a Lutheran 
minister from Minnesota." 

Many advocates on both sides of the 
issue would like to see the Lao govern- 
ment do more. It does not give interna- 
tional monitors access to assess the con- 
ditions in which marginal communities 
are living. If observers could be shown evi- 
dence to allay their fears for minorities 
and government opponents, the anti-trade 
lobby might be stymied, but the Lao gov- 
ernment "just won't make the push," com- 
plains a Vientiane trader. 

Even with strong supporters backing 
NTR in Congress, pro-NTR groups are 
less well entrenched than opponents. Sary 
Tatpraporn, the ethnic-Lao chairman of 
the U.S.-Laos NTR Coalition and Cali- 
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JAPAN 


The Price Tag 


A new offer with a price attached breathes new 


life into the takeover duel for UF] 


By Andrew Morse 
and Martin Fackler/Tokvo 


JAPAN'S SUMITOMO MITSUI Financial Group hasn't yet won 
UF] Holdings, the ailing lender it is trying to wrest from 
Mitsubishi Tokyo Financial Group. But it has certainly 
won a lot of respect. 

In a bold challenge to its stronger rival, Sumitomo Mitsui 
has offered to buy money-losing UF] for $29 billion, a 23% 
premium to the bank’s market capitalization at the time the 
offer was unveiled. 

The move came just as most Tokyo observers had thought 
the six-week-old tug-of-war had ended. Now, Mitsubishi Tokyo 
is under pressure to unveil what it is willing to pay, something 
it has steadfastly refused to do even though it signed a takeover 
agreement with UF] on August 12. 

With a price now established, the takeover appears to be 
entering an endgame that could escalate into an outright bid- 
ding war, the first in Japanese banking history. Though the 
chances of a full-on hostile bid are 
considered remote, Sumitomo Mit- 
sul is creating a new approach to 
deal-making by parting with the 
clubby traditions of Japanese bank- 
ing. “This is a good development for 
Japan,” says Patrick Lemmens, an 
Amsterdam-based fund manager at 
ABN Amro Asset Management, 
whose fund holds UF] shares. “It is 
good that this isn't being decided in 
_ a back room somewhere like it has 
been in the past.” 

Sumitomo Mitsui's tenacity is 
yet more evidence that the coun- 
try’s banks are not only putting a 
nearly 15-year-old bad-loans prob- 


4 
m. 


E 









lem behind them, but positioning if 
SMBC 


themselves for a future in which 
just a few giant banks dominate. 
A decade of tighter supervision and 
economic deregulation has also 
compelled the lenders to respond 
to market forces from which they 
were once protected. 

The new pressures help explain 
Sumitomo Mitsui's aggressive 
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MENAGE A TROIS: A signboard shows the banks involved 
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attempt to disrupt the union between UF] and Mitsubishi 
Tokyo, which would take the No. 1 spot in both Japan and world 
banking with more assets than Citigroup. Without UFJ, Sum- 
itomo Mitsui will be left in a distant third place in Japan. 

How the saga will play out is a matter of speculation. By 
offering to pay more than many observers expected, Sumit- 
omo Mitsui may be trying to force UF] management to recon- 
sider its commitment to the Mitsubishi Tokyo deal. It may also 
be hoping that Mitsubishi Tokyo will decide the price is too 
high and cancel the tie-up on its own accord. And UF]’s share- 
holders, about a third of whom are foreign, could prove restive. 
With Sumitomo Mitsui's offer in the open they might agitate 
for the same transparency on Mitsubishi Tokyo's offer. 

A Sumitomo Mitsui official said the bank wants to meet 
with UFJ's management to discuss what a combined entity 
might look like and to craft a friendly deal. The official didn't 
rule out, however, the possibility of the bank increasing the 
price it is willing to pay or opening a hostile tender offer. 

But it is unlikely to go that far. Mitsubishi Tokyo appears 
to have the upper hand. It has a signed agreement that will 
still carry weight, even in newly contentious Japan. And it 
has deeper pockets, which will come in handy if it needs to 
help UF] write off the ¥4.6 trillion ($42 billion) in dud loans 
on the bank’s books. 

What's more, tenders normally require more than a rich 
price; they require the buyer to cajole stakeholders into pony- 
ing up their shares. That takes rounds of phone calls, visits to 
shareholders and repeated public appeals. Tender offers are 
measured in weeks or months, not days. 

If UFJ were a healthier company, the two competing 
banks might have that luxury. But 
capital-starved UF] needs funds 
~  ) before the end of the fiscal half 
year on September 30. If it does- 


SIMI av 

~ mt get money by then, its capital- 
EM 36 ization will fall to dangerously low 
Zr levels as it struggles to meet an 
By hat accelerated timetable to write off 


bad loans. 

Both Sumitomo Mitsui and 
Mitsubishi Tokyo's plans provide 
a capital increase of as much as 
¥700 billion for the ailing lender. 
UF] will pay for that capital injec- 
tion with shares. The lending com- 
pany will become a big stakeholder, 
putting it in a position to potentially 
block another suitor's offer. 

Because Mitsubishi Tokyo is 
more financially resilient than 
Sumitomo Mitsui, its pledge of 
financial support has more cred- 
ibility. That promises to make Mit- 
subishi Tokyo Japan's new bank- 
ing giant. But Sumitomo Mitsui 
will have created Japan's new busi- 
| ness paradigm. = 
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RESISTING 
CHANGE: Banks 
want to see 
companies like 
retailer Daiei 
restructured by 
a government 
rehabilitation 
agency 


JAPAN 


Twilight Zone 


The country is getting rid of its corporate walking 


dead. Some big names are targets 


By Andrew Morse/Tokvo 


BY THE TIME a government rehabilitation agency, the Indus- 
trial Revitalization Corp. of Japan (IRC]), was asked to help 
Kanebo restructure, the wobbly cosmetics-and-apparel com- 
pany was hopelessly mired in debt. Having expanded well out- 
side its core activities, the company was insolvent by more 
than Y350 billion ($3.2 billion) when the IRC] finally took cus- 
tody of the company in March. 

The restructuring agency quickly identified several 
Kanebo business lines—including a noodle-and-beverage 
division and a synthetic-fibre plant—for sale or possible 
liquidation. Several of Kanebo's banks wrote off loans. A plan 
was drafted to put more money into the company. The result: 
One less so-called "zombie" company shambling through the 
purgatory of corporate Japan. 

Nearly 15 years after Japan's go-go era of overexpansion 
ended, the country has finally started to get serious about end- 
ing its enormous bad-debt problem and the corporate walk- 
ing dead—companies that exist only because their banks keep 
extending them credit. A combination of stricter bank regu- 
lation, more-aggressive private-equity activity and the public 
rehabilitation effort are helping Japan make progress on a 
seemingly intractable problem. 

Some of the country's biggest "zombie" borrowers—com- 
panies that stay alive only because their banks continued 
extending credit so payments on previous loans could be 
paid—have been restored to health, put into the custody of 
the IRC] or simply left to bankruptcy. Among the zombies 
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taken care of so far are Japanese household names. Sogo, a 
large department-store operator, emerged from bankruptcy 
in January and was married to Seibu, another chain. In 
October 2003, Aeon, a supermarket operator, bought rival 
Mycal after it was pushed into bankruptcy. Construction com- 
panies Kumagai Gumi and Tobishima agreed to merge in 
2005 after their banks waived large chunks of their debt. 

Cleaning up the problem is crucial to putting Japan back 
on the road to sustainable growth. Without exorcising the 
zombies and their bad loans, Japanese banks have less capi- 
tal to extend. The result: Zombies get the lifeblood of loans, 
while healthy companies are starved. 

No one is really sure how many zombies still remain in 
Japan, but the general consensus is that the number is declin- 
ing rapidly. Bankruptcies fell 14.6% in 2003 after reaching 
a recent peak in 2002, according to statistics tracker Teikoku 
Databank, suggesting that many weaklings have died off as 
banks tightened their lending lines. The number of upgrades 
issued by respected credit agency Mikuni & Co. has risen in 
each of the past two years, while the number of downgrades 
has fallen, indicating that surviving companies are getting 
healthier. And the balance of nonperforming loans at Japan- 
ese banks is less than half the size at its peak in 1998, though 
it still totals about Y110 trillion. 

Still, American brokerage Goldman Sachs identified 301 
companies that were in the red at the operating level, mean- 
ing they don't have new money to pay back debt. Several enor- 
mous companies— including retailer Daiei, condominium 
developer Daikyo and prefabricated-home-builder Misawa 
Homes—continue to lurch along, kept afloat by banks that 
have been pressured by politicians and bureaucrats who dont 
want their constituents hurt by the failure of a big company. 
The result: more good money after bad. Says Jesper Koll, chief 
Japan analyst at U.S. brokerage Merrill Lynch: “You are still 
dealing with a fundamentally absurd economy.” 


PRIME EXAMPLE OF ABSURDITY 

Daiei is, perhaps, the prime example of that absurdity. The 
company’s main banks extended a total of ¥520 billion in 
aid as Daiei struggled to restructure in 2001 and 2002. That 
wasn't enough. Now Daiei, still burdened with more than 
¥1 trillion in debt, is asking for ¥400 billion in loan waivers 
and a ¥100 billion capital injection. 

After years of providing financial largesse to Daiei, the 
banks are finally showing a little backbone. They've baulked 
at any additional funding commitments for the company and 
are trying to place it under the auspices of the IRC], some- 
thing Daiei has resisted. 

It's no wonder Daiei wants to avoid the IRC]. When 
Kanebo was placed in its custody, the rehabilitation body 
immediately sacked the management, while several business 
lines were targeted for rehabilitation and the rest earmarked 
for sale. That may be what the IRC] would do with Daiei. 

But if Daiei is pushed into meaningful restructuring, opti- 
mists will be able to point to it as evidence that Japan has turned 
the corner. If it manages to resist, anyone who thinks Japan's 
zombie problems are over is whistling past the graveyard. & 
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SOUTH KOREA 


Capital Idea 


A project to improve life in Seoul by moving the 
government out of town proves unpopular 





By Donald Greenlees/SE0uL 


URBAN CRUNCH 
A growing percentage of 
South Koreans live in Seoul 


Greater Seoul population (millions) VÀ - 


25 
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DRIVE PAST SEOUL MAYOR Lee Myung Bak's downtown office 
on some evenings at rush hour and the traffic can creep 
along at a dozen metres a minute. It can be faster to get out 
and walk. Seoul, with 23 million people jammed into its greater 
area, suffers the modern urban malaise of all big cities. 

But Lee, a former CEO of several Hyundai group affiliates, 
acknowledges that Seoul is overweight even by international 
standards. A recent census showed 47.2% of the nation’s pop- 
ulation lives in the city or its immediate vicinity, a level of con- 
centration that has been matched only by city states like 
Singapore and Hong Kong. 

The flip side, Lee says, is that Seoul's growth has under- 
pinned South Korea's growth, from a country where per-capita 
GDP has leapt from $249 in 1970 to $12,646 in 2003. "It was 
achieved by concentrating development on Seoul," he says. 
"But it has caused problems—traffic, housing and environ- 
mental problems." 

Since the 1970s, South Korean presidents have been hatch- 
ing plans to relieve those metropolitan headaches by pick- 
ing up the entire national government and relocating it to 
greener pastures somewhere in the peninsula's south. But no 
president has pursued the idea with such vigour or determi- 
nation as the incumbent, Roh Moo Hyun. 

After a capital relocation law passed the national assem- 
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bly last December, Roh's administration pushed ahead rap- 
idly with the idea. On August r1 it announced the choice of 
a new site for South Korea's capital. Out of four locations, the 
administration chose Yeongi-Gongju region in the province 
of Chungcheong, about an hour's train ride south of Seoul. 
The administration also set a timetable: work on government 
buildings would start in 2007, be completed four years later, 
and in 2012 the government would move. 

The cost of relocating the president's office and 72 gov- 
ernment ministries and agencies was put at 45.6 trillion won 
($39.6 billion). The national assembly and Supreme Court 
are free to make their own decisions on whether to move. 
The president's committee on administrative-capital relocation 
divides the costs of moving an estimated half-million people 
out of Seoul into 11.3 trillion won for administrative buildings 
and 34.3 trillion won for the construction of a service city. The 
finishing touches would be put to the new city in 2030. 

But the huge costs, the choice of location, the motives 
for the move and the potential impact on South Korea's pre- 
mier city have caused a storm of public protest. Anti-capital- 
relocation groups have sprung up, launching Internet sites, 
leaflet campaigns and legal appeals to the Constitutional 
Court. Even the opposition Grand National Party (GNP), which 
supported the idea when it controlled the assembly last year, 
wants to ditch the plan. Roh and his allies in the ruling Uri 
(Our Open) Party remain firm. 

Though Mayor Lee, a former GNP assemblyman, acknowl- 
edges that his city is overcrowded, he decries the move as 
ill-conceived and driven by politics. At the time the assem- 
bly passed the legislation, the parties were vying for crucial 
swing votes in Chungcheong province. 

"Law makers had to win over the votes of the Chung- 
cheong province—that was the big reason they supported that 
bill," says Lee. He says Roh supported the plan because he, 
too, was courting the province's voters. 

Right now, opinion polls suggest that a politically digni- 
fied retreat would be wise. A July 1 poll showed 50.596 of Kore- 
ans opposed the relocation and 4196 were in favour. 

Moreover, Seoul's mayor and other detractors say the true 
cost of the relocation will be three times the administration's 
estimates. They also doubt that the removal of just 500,000 
of Seoul's 23 million people will ease city living pressures. 

Kang Too Lee, a GNP assemblyman, who sits on its cap- 
ital-relocation committee, concedes that “partial relocation” 
of the government might have some merit, but says that shift- 
ing the entire government would redirect money from more 
urgent urban and national development priorities and put 
stress on the national budget. 

While the GNP promises to revive debate on the issue in 
the national assembly, the majority pro-Roh Uri Party isn’t back- 
ing down. Says Uri legislator Park Byeong Seug, “We are not 
at all worried about the plan being scrapped.” He argues that 
a new capital will boost the economy and help create room 
for new investment in overcrowded and expensive Seoul. 
The construction phase alone, he says, would add 0.5 of a 
percentage point to GDP and create 370,000 jobs. “It will def- 
initely raise our nation’s competitiveness," he says. = 
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ENERGY 


Belated Move 


South Korea rishs paying a very high price for 
its delay in negotiating new LNG contracts 





By Donald Greenlees/Srour 


AFTER MONTHS of dragging its feet, the Korean government 
finally gave the green light to the Korea Gas Corp., or Kogas, 
in late July to go to the international market to fill an alarm- 
ing gap in the country's liquefied-natural-gas needs. The 
resulting LNG tender to be floated by the government-owned 
Kogas promises to be the biggest in the industry's history. 
South Korea, the second-biggest LNG buyer in the world 
and the fastest-growing market over the past decade, will set 
new records with a tender for up to 6 million tonnes of LNG 
to be supplied over 20-25 years from 2008. The deal is likely 
to be valued at between $25 billion and $30 billion, say Korean 
gas-industry officials and Western energy-company executives. 
After Kogas sent a letter advising sellers to prepare for a 
forthcoming invitation to bid, LNG-producing countries and 
global energy companies have been queuing up for a slice of 
the most lucrative business the industry is likely to see for some 
time. Suppliers have long anticipated the tender. The gap 
between projected Korean LNG demand and guaranteed 
supply is wide and growing each year. The shortfall of 5 mil- 
lion-6 million tonnes in 2008 will blow out to as much as 22 
million tonnes by 2015, according to some official estimates. 
The country's failure to secure sufficient long-term deals 
to fill the shortfall is already leaving Kogas scrambling for 
cargoes on the international LNG spot market. Kogas estimates 
it will need to buy a record 45 spot cargoes, or about 2.5 million 
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COSTLY DELAY: Buying spot cargoes is proving expensive 
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tonnes of LNG, to meet the usual increase in city demand for 
heating next winter. Kogas, the world’s biggest individual 
LNG buyer, has been snatching up every spot cargo it can 
find in recent weeks, paying up to a 15% premium. 

“We get whatever spot cargoes wherever we can get them,” 
says a Kogas official. In the scramble, Kogas's consumers are 
lamenting the government's failure to agree to increase guar- 
anteed supplies sooner. Says the official, “2.5 million tonnes 
is a huge volume for spot." 

Kogas' need for unusually large spot volumes follows a 
sudden surge in domestic LNG use this year. Demand from 
electricity companies went up sharply when world oil prices 
rose to 20-year highs and a nuclear-power station went off- 
line. The problem has been exacerbated by Korea's failure 
to sign any new long-term LNG contracts since a deal with 
Oman in 2000. 

The delay in seeking long-term LNG contracts is linked to 
the government's ambitions to break Kogas's monopoly 
over imports. A plan to break-up Kogas's import department 
was scrapped by President Roh Moo Hyun last year under 
pressure from Kogas management and unions. 


INCREASING COMPETITION 

A new formula for increasing competition is being drawn 
up by officials in the Ministry of Commerce, Industry and 
Energy, or MOCIE, and is likely to involve licences being 
granted to several companies to enter the LNG-import busi- 
ness. In a statement, the MOCIE said it remained determined 
to introduce “a competitive-import system” based on the entry 
of new players that meet certain conditions. It wants to final- 
ize a restructuring plan with Kogas. 

But the drawn-out negotiations over the industry restruc- 
turing put on hold the signing of long-term supply deals for 
longer than was wise. In late July, the government finally real- 
ized it could not wait to finish the restructuring. Commerce, 
Industry and Energy Minister Yoon Jin Sik gave Kogas verbal 
approval to enter new long-term contracts. 

“The MOCIE has conceded something that everyone 
has known for 18 months—that the restructuring won't be 
in place in time for the next contracts," says one Western 
energy-company executive. The coming tender battle has 
already set off fierce competition among foreign governments 
and energy companies. In contention are projects in Russia, 
Australia, Indonesia, Malaysia, Oman, Iran and Qatar in which 
significant stakes are held by global energy giants, including 
BP and Shell. 

The Korean government reserves the right to give final 
approval to the Kogas tender, meaning politics will inevitably 
play some role in who wins. But given Korea's need to diversify 
energy supplies and keep some long-term suppliers happy, 
Kogas officials and energy-company executives say the entire 
contract is unlikely to go to just one seller. 

One complication is that the government is likely to insist 
on a clause saying that contracts can be reassigned from Kogas 
to other importers once the industry restructuring is finished. 
This would mean that sellers would be likely to demand 
government guarantees for their deals. = 
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Cambodia will 
still rely on 
garments after 
joining the WTO 
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A Whole New World 


Political squabbling held up WTO accession for almost a year. Parliament is now ready to 
ratify membership, but the government must then implement tough reforms 


AFTER A YEAR OF political wrangling, Cambodia is finally 
in a position to pass one of the most important pieces of 
legislation in its history. With a coalition government formed 
on July r5, the national assembly can now meet to ratify Cam- 
bodia's membership of the World Trade Organization. 

It will be a major step toward Cambodia joining the world 
economy, almost 13 years after emerging from two decades of 
war and isolation. But there will likely be short-term pain 
before possible long-term gain, and Cambodia's politicians 
will have to administer some tough medicine to bring the 
country into line with its WTO commitments. 

Given the country's dismal record, some fear that the 
politicians may not have the stomach for changes that could 
remap Cambodia's economic and political landscape, while 
others worry that Cambodia is paying too high a price to 
join the global club. 

Cambodia and Nepal in September last year became the 
first least-developed countries to be invited into the WTO fold. 
Nepal formally joined in April, but Cambodia's accession was 
delayed by its failure to form a coalition government after last 
year's general election. The new cabinet approved WTO mem- 
bership on August 6 and parliament is expected to meet to 
ratify accession in early September, says an official. 

There are several immediate benefits of joining the 
WTO. Membership will give Cambodia increased market 
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By Bronwyn Sloan/PHNOM PENH 


access and it will enjoy WTO rights such as nondiscrimi- 
nation by other members and the ability to use the body’s 
dispute-settlement procedure. 

The government also clearly thinks that membership will 
boost Cambodia's battered image overseas and lure back 
foreign investors. "Joining the WTO shows Cambodia to 
the international community in a new light," says Sok 
Siphana, secretary of state at the Ministry of Commerce. "We 
can show [we meet] all the different conditions of the free 
market like the other members, and it makes for a warmer 
investment climate to attract them [foreigners] to do more 
business in this country," he adds. 

In the short term, Cambodia hopes that WTO accession 
will ensure a new lease of life for its key garment sector when 
the United States ends its quota system at the end of the year. 
The sector is Cambodia's most important export industry, with 
overseas sales worth around $1.54 billion last year, accord- 
ing to World Bank figures. “But we have other potentially 
big industries, too, such as shoe factories and other industrial 
sectors such as agriculture. We can further develop these by 
joining the WTO," says Sok Siphana. 

Longer-term, WTO membership could lay the groundwork 
for Cambodia to wean itself off reliance on just two major sec- 
tors—garments and tourism—and annual donor handouts, 
which account for up to 5096 of the government budget but 
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seem to have done little to kick-start economic growth since responsibilities once it has ratified the WTO's accession 
Cambodia's warring factions agreed on peace in 1991. protocols. They add that speed in implementing | g 
Cambodia also has a number of commitments under its vital to maximize the benefits of membership 

contract with the WTO. Perhaps the most important of these Opposition leader Sam Rainsy is among those who stress 

is to implement reforms adhering to WTO core principles, the need to tackle corruption. “We need to totally overhaul the 

including transparent laws and rules that should allow Cam- court system and also be able to guarantee transp 

bodian businesses to operate in a regulatory environment that says the former finance minister, adding that the principh 

meets international norms. WTO membership “is good for Cambodia in the long tern 
He and others fear that other commitments could ci 

CORRUPTION AND RED TAPE ate difficulties. For example, Cambodia has agreed to | 

"This is good news for Cambodia's private sector because cor- tariffs on agricultural imports to 2596, which critics say could 

ruption and government red-tape have hampered growth lead to local markets being swamped with imports. Thes 

for a long time," says Maria Quizon, communications officer duties compare to maximum tariffs of 12« 

for the Mekong Private Sector Development Facility. Indeed, United States and Canada. 

the World Bank in a report released on August 12 said these Health workers, meanwhile, say Cambodia's WI 

two issues, plus weak rule of law, had helped stultify business mitments to protect intellectual-property rights could affect 

and could hinder the country's ability to profit from increased its ability to treat tens of thousands of HIV/Aids victi I 

market access under the WTO. The report said four-fifths of argue that the country will no longer have access to cheap 

800 firms surveyed across the country acknowledged “the generic drugs, while most patients will not be able to afford 

necessity of paying bribes" to do business. the more expensive prescriptions. 

Prime Minister Hun Sen responded on August 20 with Businessmen are more sanguine. "What it needs 

a pledge to reduce costs for businesses, including registration about three to four years," says rice distributor Teh Eda 

fees, to cut bureaucracy and to strengthen the rule of law. "The poorer the country, the more time it need | 

Some fear these may just be empty promises, but others note its trade condition, but I think my company will finally be abl: 

that Cambodia will not have so much wriggle room to evade to export rice after those improvements are made." & 
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PAKISTAN 


Stacked Deck 


The president sachs his prime minister and pichs 
a new one, while critics remain suspicious 





By Jay Solomon/ISLAMABAD 


PAKISTAN'S PRESIDENT, Gen. Pervez Musharraf, is strength- 
ening his political hand with the ascension of his techno- 
crat finance minister to premier. 

Shaukat Aziz is credited with overseeing a significant turn- 
around in Pakistan's economy since becoming finance min- 
ister in 1999 in the wake of a bloodless coup staged by 
Musharraf. A former Citibank executive, he was elected to par- 
liament on August 18, allowing him to take up the post of 
prime minister. Pakistan's constitution holds that the prime 
minister's post must be held by an 
elected official. 

Opposition politicians and 
many political analysts, however, 
are criticizing Aziz's rise as a fur- 
ther illustration of how Mushar- 
raf is subverting Pakistan's polit- 
ical process to underpin his rule. 
Aziz's electoral victory is widely 
seen as having been stage-man- 
aged by Musharraf after his ruling 
party forced out the former prime 
minister, Zafarullah Khan Jamali, 
in June. Two National Assembly 
members resigned their seats in 
order to force the by-elections that 


Aziz won (in Pakistan, candidates PATH TO POWER: Aziz campaigns for a seat in parliament 


can run for more than one par- 

liamentary seat, but can hold only one). And Musharraf began 
referring to Aziz as his prime minister-designate weeks before 
the vote was even held. 

Opposition politicians, in particular, are concerned that 
Musharraf will use his strengthened position in the National 
Assembly to seek to continue holding his concurrent post 
of army chief past December. Last year, Musharraf agreed to 
take off his uniform by December in return for lawmakers 
approving constitutional changes that significantly strength- 
ened the post of president. Now, these politicians fear Pak- 
istan is headed for years of military rule. 

“With Aziz as premier, Musharraf won't be under pres- 
sure to give up his uniform," says Farhatullah Babar, a sena- 
tor with the opposition Pakistan People's Party. "If the presi- 
dent doesn't give up his army post, Pakistan's political situa- 
tion will be further compounded." 

Musharraf has hinted in recent months that he might con- 
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tinue as army chief in order to maintain stability in Pak- 
istan. Terrorist attacks inside Pakistan have risen in recent 
months. A suicide-bomb attack last month on Aziz's motor- 
cade killed eight people, including Aziz's driver. 

Aziz's new post will call for him to sell Musharraf's eco- 
nomic reforms at home and abroad, while trying to build 
consensus within Pakistan's fractious parliament on key secu- 
rity and social issues. Should Musharraf decide to keep his uni- 
form past December, it would largely fall on Aziz to explain the 
rationale to a deeply suspicious political class in Islamabad. 

Many Pakistani politicians believe the former banker 
will face serious challenges in this role. He has virtually no 
experience playing politics and also lacks an independent sup- 
port base outside the military. 

"| don't see how this can really work politically," says 
one member of Musharraf's cabinet. "Aziz simply doesn't have 
the political clout." 

Musharraf's move to promote Aziz places the adminis- 
tration of United States President George W. Bush in an awk- 
ward position. U.S. officials have lauded Aziz for oversee- 
ing an economic-reform programme that has vastly improved 
Pakistan's financial position in recent years. His policies have 
focused on drastically reducing 
Pakistan's debt while spurring 
investment through the privati- 
zation of state-owned companies 
and the lowering of tariff barriers. 

For the fiscal year ending on 
June 31, Pakistan's economy grew 
6.496, significantly higher than 
the 496 that the nation averaged 
in the 1990s. Manufacturing, 
meanwhile, grew by 1796. 

Still, critics of Aziz's pre- 
miership say it undercuts Wash- 
ington’s stated goal of seeking to 
promote democracy in the Islamic 
world. Musharraf has been 
among Washington's staunchest 
allies in its efforts to eradicate ter- 
rorism, and the Bush administration has rarely criticized 
the general publicly for his policies. 

A U.S. official told the Review that he believed Aziz's pre- 
miership would be good for Pakistan in the long term because 
it would further cement the country's economic reform drive. 
Still, the official, who asked not to be named, said the process 
by which Aziz was elected was troublesome. 

Many members of Pakistan's establishment worry that 
their country is now set to repeat a mistake it has made for 
generations: pushing economic reforms in the absence of 
reforms in the political sphere. Since the nation’s inception 
in 1947, Pakistan's military has dominated the country's polit- 
ical culture while pushing technocrats into economic posts. 
The formula has produced little long-term stability. 

"We have gone through this many times before," says Talat 
Masood, a retired general and political analyst. "*Musharraf's 
not allowing political forces or institutions to strengthen.” = 
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The writer is the outgoing United Nations | 
humanitarian coordinator in North Korea ' ^^ 


The United Nations is in North Korea for the long haul. And 
our finest moment there can be now, when things look so bleak 
and the country seems pitted against the rest of the world, appar- 
ently isolated by its own intransigence. The UN and the larger 
humanitarian-aid community in Pyongyang are instruments 
of engagement and reconciliation. We provide aid and promote 
human rights and economic development. Within these para- 
meters, there is much we can do now to improve the lot of 
the people of North Korea, as well as prepare for the future even 
as we wait for the current political crisis to be resolved. I shall, 
however, leave aside how that political crisis might be resolved. 
The main concern of the aid community has been humani- 
tarian assistance; and what we do provides the structure for the 
possibility of peaceful outcomes. 

With that, let me start with the present. North Korea has 
urgent needs. It faces a persistent food crisis; it neither grows 
nor imports enough food. International food assistance has 
for almost a decade bridged the gap between production and 
needs. Such assistance must continue. Donors must be 
applauded for making pledges to the World Food Programme. 
But commitment must be followed by prompt delivery. Oth- 
erwise, food will run out in October. And if that happens, we 
will see a repeat of the stop-go pattern of food distribution so 
damaging to efforts to prevent nutritional decline. 


“Resolving the political crisis—however that 


happens—will only be the first step to eventually 


making things right in North Korea, 


Of course, it’s true that the agriculture and food-adequacy 
situation is improving. But it is still precarious. North Korea 
has had three good harvests. But these were a matter of 
favourable weather conditions, and we cannot hope that nature 
will stay benign. Indeed, experience in the country has shown 
what devastation nature can wreak at a moment's notice. The 
agricultural infrastructure in North Korea is not developed 
enough to even out the vagaries of nature from one year to 
the next. That's why it's important that food aid continues. 

And there are other reasons why food aid remains crucial. 
As North Korea embarks on reforms designed to make its econ- 
omy more market-based, there are unintended consequences. 
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T Because people can get thrown out of work as 
- industries modernize, we are finding this year that 
; more people, not fewer, require food aid. 


And then, we must not forget the need for clean 


7 water, proper sanitation and adequate health care. 
— Eighty percent of the population has no access to 
=) clean water, and there is a critical shortage of essen- 


tial drugs. If scarce food aid isn't to be wasted, atten- 
tion also must be given to these other elements. 

To be sure, two factors can significantly improve 
the immediate humanitarian situation: resolving the 
nuclear deadlock and improving operating condi- 
tions for donors and international agencies inside 
North Korea—essentially, providing them with more 
transparency and flexibility to operate. Moreover, it 
will need to be made clear to North Korea that the 
outside world feels very strongly about human rights. 
But these are all political issues that unfortunately 
and realistically aren't likely to be resolved quickly. In 
a nutshell, they constitute the biggest challenge to 
humanitarian assistance in North Korea. 

In this difficult environment of undiminished 
need and a slow pace of change, the UN and its part- 
ners—non-governmental organizations and foreign 
donors—have maintained this consensus: Engage- 
ment is better than confrontation, and gradual and 
cumulative change in North Korea is possible and 
an effective way forward. This has been a success- 
ful strategy, in which assured food assistance has 
played a crucial role. Thus, we must abandon nei- 
ther the strategy nor the food supply. Rather, it is 
essential we build on the trust the UN has built up 
to promote peaceful outcomes. 

Finally, let me turn to the future. We must be 
careful not to be lulled into thinking that once 
the present political crisis is over, things will take 
care of themselves. Resolving that crisis—however 
that happens—will only be the first step to even- 
tually making things right in North Korea. The 
country needs to transition from a command econ- 
omy to a market economy, and this will be hugely 
complicated. It is obvious that the present bureau- 
cracy—uniquely North Korean in its structure, out- 
look and operation—will be sorely tested to man- 
age the kind of economic development envisaged. 
So even now, preparation must start in order to 
bring the bureaucracy to a better appreciation of 
international standards and expectations. 

And there’s not a moment to lose. The worst 
thing would be that in a year or two, when things 
start to improve, we say, “We could have done much 
more to prepare for all that needs to be done." = 
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| China Briefing 


Bird Flu Discovery 


Raises New Fears 


The World Health Organization's regional director for 


the western Pacific, Dr. Shigeru Omi, said that the 
discovery of a lethal strain of bird flu in Chinese pigs 
is a step closer to a human-flu pandemic but adds 
that there is “no need for panic.” A Chinese scientist 
said that the H5Nt virus strain had been found in 
pigs in 2003 and 2004, though Chinese authorities 
later said that the strain was discovered in pigs last 
year but not this year. Pigs are genetically similar to 
humans, so the announcements intensified fears that 
the virus could mutate into a version that could 
spread from person to person. Recently, human 
deaths in Vietnam were confirmed to be cases of bird 
flu, and earlier this year 24 people died in Thailand 





BIRD FLU: Are pigs carriers? 


and Vietnam. However, 
there were no confirmed 
cases of human-to- 
human transmission in 
any of those instances. 
Omi said that the WHO 
had asked for more 


information from China. 


“We would like to know 
how widespread it is and 
how this infection took 
place," he said. 


BIG OIL COMPANIES FEEL SOUEEZED 


It may seem that China's big three oil companies should be flourishing, and 
according to recent results, they are: Demand for oil is at an all-time high in 
China and supply concerns have pushed oil prices ever higher. But in fact, 


while the upstream operations of PetroChina, Sinopec and CNOOC are 


flourishing because of strong prices, the downstream refining operations of 
PetroChina and Sinopec, in particular, are being squeezed because Beijing 
has not yet allowed price increases on diesel or petrol to be passed on to 
consumers. Consequently, profit margins for the companies are coming 
under pressure. Market watchers expect the government to allow moderate 
price increases soon, but other government efforts to slow the economy 


could weaken demand. Car sales, which nearly doubled last year, are 
expected to rise by only about 20% this year. 


———————————————— — —  H— — — —— 
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IMMIGRATION 


China will offer 10-year 
residency permits to 
"high-level" foreigners 
with important business 
or financial skills, the 
government said. That 
would replace a require- 
ment that all foreigners 
must renew their visas 
annually. Officials said 
that they don't expect 
many people to qualify 
for the new "green 
cards," which repre- 
sents a further easing 
by China of restrictions 
on foreign residents. 


BANKING 


The country's first 
modern-era, privately 
held shareholding bank, 
Minsheng Bank, said its 
first-half net profit 
increased 68% from a 
year earlier to 1.09 billion 
renminbi ($131.7 billion). 
Analysts said that the 
bank had benefited 
because dominant state- 
run banks have sharply 
curtailed lending in 
recent months as à 


> 





CHINA CELEBRATED the 
100th anniversary of De 
Xiaoping's birth, recallin 
the late leader's decisio 
1979 to launch the coun 
on the road to economic 
reform. Deng's legacy al: 
includes responsibility f 
crushing the Tiananmer 
Square protest moveme 
in June 1989, an issue t 
was raised anew when 
Peng, who was prime 

minister at the time of : 
crackdown, said in ara 
public comment about ` 
incident that it was 
Deng who made the 
decision to send in 

troops. Li was speaking 
recently to a Communis 
Party magazine. 


means to slow economic 
growth, which has left 
Minsheng as one of 

the few banks willing to 
lend money. 


Hong Kong-based PCCW 
confirmed on August 23 
that it is in talks to sell 
part of its fixed-line 
telephone business to 
China Netcom, one of 
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China's two main fixed- investors by the end of 
line phone companies. this year, according to 
PCCW said that discus- the Financial Times. 
sions with China Netcom However, it will continue 
"are at an advanced to bar foreign companies 
state, but no definitive from entering the pub- 
agreement" has been lishing business. The 
reached. Analysts moves were among the 


thought that a deal could steps that China agreed 

be announced by the end to take to open its 

of August. markets to foreign 
investment when it 


joined the World Trade 


A nationwide investiga- Organization in 2001. 


tion by the government 
GOVERNANCE 


has found that China's 





migrant workers, who The former chairman of 
mostly have migrated the Hong Kong Securities 
from rural areas to and Futures Commission, 
cities, are owed 360 Anthony Neoh, has been 


billion renminbi ($43 i 
billion) for work, butin < 
some cases have not 

been paid 10 years after 
the work was per- 

formed. The investiga- 
tion, reported by the 
official China Daily 
newspaper, found 

124,000 construction 

sites nationwide where 


workers are routinely NEOH: New Bank of China director 


paid late or not at all. 
The government is said to appointed the first 


be extremely concerned independent director of 
about the situation the restructured Bank of 
because of the possibility China, according to the 
that it could become a South China Morning 
root cause of unrest. Post. The company, 


parent of the embattled 


BOC Hong Kong, is 


Beijing says that it will undergoing a face-lift 
fully open the retail and before the introduction of 
wholesale parts of its strategic investors and a 
book and newspaper subsequent stockmarket 
sectors to foreign listing next year. 


OPEN MARKET: China plans to let foreigners sell books 
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BUSINESS DIGEST 





BANKS’ LENDING CURBS TO STAY 

A top Chinese official has said that the nation’s banks should main- 
tain the government's curbs on bank lending because inflation has 
not yet abated and the economy needs to slow more. Central bank 
governor Zhou Xiaochuan said on August 24 that it was too soon 
to let off the brakes, which the government applied earlier this year 
because officials were concerned that rapid growth might lead to 
runaway inflation. Zhou said that he thinks more needs to be done: 
“The trend of expansionary demand and pressure of inflation 
have not alleviated so far,” he said in a statement on the central 
bank’s Web site. “Banking departments must continue to control 
credit . . . to prevent a quick increase in medium- and long-term 
loans.” Rising inflation has prompted Chinese officials to con- 
sider raising interest rates for the first time in nine years. The 
central bank, the People’s Bank of China, has pledged to keep mon- 
etary policy tight, but it has not raised interest rates. 


PICC LOSES MARKET SHARE 

China's largest non-life insurance company, PICC Property and Casu- 
alty, reported a 27% decline in first-half net profit on August 24 
and said that its market share for products it offers in China had 
fallen to 63.3% by the end of June from 70.5% in 2002. PICC, which 
is 9.9% owned by global insurance-powerhouse American Interna- 
tional Group, said it will cut its holdings of mutual funds in coming 
years. Shares of the company tumbled as analysts slashed their 
2004 profit forecasts, citing lower investment income and higher 
car-insurance-policy claims. Car insurance accounted for 69.4% of 
PICC's first-half sales in 2004, and the company said it aims to keep 
that number at 65%. 


BETTER THAN EASTERN EUROPE 

Chinese manufacturers are producing higher-quality goods than 
competitors in Eastern Europe, according to a survey of manufac- 
turing companies based in Germany, The German companies were 
asked to rate the quality of goods made in China versus those made 
in their own German factories, and then they rated goods made in 
Eastern Europe against the same benchmark. The survey, by Munich- 
based business consultancy Roland Berger, found that many of 
the businesses thought that the Eastern European products were 
inferior to German-made ones and the Chinese-made items. 


CSFB GETS DERIVATIVES LICENCE 

Credit Suisse First Boston has been granted approval to trade deriv- 
atives in China. One of the world’s leading investment banks, CSFB 
becomes the first pure investment bank to win a derivatives licence 
in China, which will give it a head start over some rivals in selling for- 
eign-exchange derivatives and interest-rate derivatives directly to 
Chinese companies. “This is one of the most significant pieces of 
money-market regulation we have seen in China," said Paul Calello, 
chairman and chief executive officer of CSFB, in a statement to 
the Financial Times. A few banks, such as Citigroup, Standard 
Chartered and Bank of Tokyo-Mitsubishi, have been granted deriv- 
atives licences in the past three months. 
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PRIVATE COMPANIES 





Entrepreneurship 


Gets a Bad Name 


D'Long was said to be China's largest private company until it collapsed earlier this year. 
Today, as authorities try to find what happened at the tangled, opaque company, the real question 
is how much damage was done to the reputation of China's fledgling private sector 


FOR TWO STRUGGLING lawnmower 
companies in the United States and 
Britain and for a bankrupt aircraft maker 
in Germany, the investments from 
D'Long International Strategic Invest- 
ment must have seemed like winning a 
major lottery. 

Despite the Chinese company's 
opaqueness, D'Long had big money and 
big plans. And each of the Western com- 
panies needed both: Murray and Hayter, 
the lawnmower manufacturers, were 
stuck in declining industries. Fairchild 
Dornier had a regional-jet project that 
was 95% done, but bankruptcy had left 
it unable to finish. 

This year, each of the three has been 
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By David Murphy/BtijiNc and Ben Dolven/SHANGHAI 


swept up in a widening financial scan- 
dal surrounding the mysterious D'Long, 
a tangled, private Chinese group with 
interests in a wide range of agricultural, 
industrial and financial products. Public- 
ity-shy D'Long found itself in the lime- 
light of China's economic media amid 
predictions that the firm, sometimes 
described as China's largest private com- 
pany, was headed for a meltdown. 

Perhaps the three foreign companies 
should have thought harder before 
entwining their fates with China's chaotic 
and poorly regulated financial markets. 
Then again, they probably didn't know 
what they were getting into. 

Just at the time when China has dis- 


placed the U.S. as the world's largest 
recipient of foreign direct investment, 
its companies are also starting to ramp up 
their overseas involvement. Chinese out- 
bound investment more than doubled last 
year, and though China is currently far 
behind Japan in investing overseas, a 
United Nations agency that monitors 
international investment flows predicts 
that China will displace Japan as the 
world's fifth-leading source of foreign 
investment by 2007. 

Considering that China's outward 
investment is currently only about 596 of 
Japan's $36 billion 2003 outlay, that may 
seem like an outrageously optimistic view 
of China's near-term potential. But it aptly 
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reflects the hype surrounding China's cur- 
rent economic expansion. 

Given China's increasing economic 
strength and reach outside its borders, the 
D'Long episode is clearly not one that out- 
siders can afford to ignore. Earlier this 
year, reports that brokerages and com- 
panies controlled by D'Long were mis- 
using funds caused stock prices in the 
group's three China-listed companies to 
plunge. That triggered cascading prob- 
lems brought about by the company's 
jerry-built financial structure: The group 
had taken myriad loans using sharehold- 
ings as collateral, and banks began call- 
ing the loans in. The problems spiralled 
from there as D'Long-linked brokers 
defaulted on trust products, authorities 
investigated D'Long-controlled banks, and 
most of D'Long's senior management 
temporarily disappeared. 

Authorities opened a broad D'Long 
investigation in June, chaired by the 
People's Bank of China, the central bank. 
That investigation is continuing as officials 
try to unravel D’Long’s enormously 
complicated shareholding structure. In 
late August, investigators designated 
Huarong, a state-backed asset-manage- 
ment firm, to find buyers for some of 
the groups assets. It remains unclear how 
much of the group's assets will be sold 
or whether a partial bailout is planned. 
Even less clear is what form D'Long will 
take when the process is finished. But it 
is definitely in the government's hands: 
"Tang Wanxir's team can't handle this any 
more," a PBOC official says of D'Long's 
largest shareholder. "There must be some- 
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COLLAPSING DREAMS: The failure of once high-flying D'Long damaged the plans of jet-maker Fairchild (centre) and hurt individual invi 


one dealing with the disposal, to work as 
the middleman.” 

What does all of this have to do with 
lawnmowers and aircraft? Plenty. In the 
blowback, the first thing to go has been 
foreign investment. D’Long had put $220 
million into Murray and Hayter in 2000. 
This month, Murray was put up for sale, 
and Hayter’s status is unclear. 

The PBOC official says its investigators 
are still examining the company’s struc- 
ture: "We're still working on the legal rela- 
tionship of the investors,” the official says. 
“Which company invested in the Fairchild 
Dornier project? What's the legal relation- 
ship between the actual investor and 
D'Long? We're trying to make that clear 
before we decide how to deal with their for- 
eign assets. So far, it's still a mess." 


RISE AND FALL 
OF A GIANT 


* D'Long was born when 
four brothers began a 
photo-developing firm 


* Over the years, the 
brothers built a large, 
opaque company 


* Earlier this year, D'Long's 
share price collapsed 


* The ruined company has 
raised doubts about 
China’s private sector 
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pocketing a sizable margin above and 
beyond the cost of their train tickets. The 
brothers hit on another cash cow in the 
early 1990s when they started JJ's, Bei- 
jing's hottest disco when it opened. The 
Tangs used these cash sources to fuel 
their business expansion since they were 
starved of access to state banks. 


D'LONG'S GROWTH YEARS 
Under Tang Wanxin, the youngest of the 
four brothers and the single-largest share- 
holder in D'Long (three years ago he held 
almost 1496 of the company), the com- 
pany built a business empire ranging 
from tomato paste to heavy truck engines 
to financial services. Tang Wanxin and 
other senior D'Long officials refused to be 
interviewed for this article, but current 
and former staff describe the youngest 
brother as the driving force behind the 
company. Wayne Smith, the former CEO 
of D'Long Capital in the U.S., recalls Tang 
as "quite a brilliant guy" with a head for 
global business strategy. 

D'Long got strong backing from the 


provinces it invested in, especially its home 
in Xinjiang and, later, Shanghai when it 
relocated its headquarters to Pudong in 
2000. But the brothers' success was 
achieved in an environment where cor- 
porate governance was a novel idea and 
where the private sector is often subject to 
rent-seeking by Communist Party officials. 
And as the company grew by leaps and 
bounds, D'Long began to find creative 
short-cuts in the way it raised money. 
Chinese banks have long been loath 
to lend to China's private sector, so 
D'Long bought controlling stakes in three 
domestic banks, which then funnelled 
funds to its affiliates. It also used its share- 
holdings in companies that belonged to 
the group as collateral for more loans— 
collateral that proved insufficient when 
those shares started to tank early this year. 
It can be tough for Chinese private 
firms to raise money through stock or 
bond issuances. (See article below.) So 
D'Long set up a complicated sharehold- 
ing network, promising guaranteed 
returns to numerous large sharehold- 


THE CHALLENGE OF BEING PRIVATE 


ers, several of which have been left with- 
out payment this year. 

Throughout its expansion, D'Long 
chafed at what China's immature finan- 
cial system allowed and prohibited. Com- 
pany officials still refuse to outline the 
group's complicated structure, but Xiang 
Hong, the group's executive chairman, 
says that D'Long's big problem was that 
it was private: “Our demand for capital 
was beyond what the capital market could 
offer" to private companies. 

D'Long's success at home persuaded 
the company it could be successful 
abroad, and D'Long was one of the early 
movers among private Chinese compa- 
nies investing overseas. In 1998, it bought 
a giant, decommissioned Soviet aircraft 
carrier for a reported $3.6 million from 
a South Korean broker. Today the ship is 
docked in Shenzhen where tourists pay 
110 renminbi ($13.27) each to tour the 
now largely gutted Cold War relic. 

Two years later came the lawnmower 
companies and three years after that the 
aircraft maker. But within months of >> 


The D'Long group may have been unique in the scale and the 
complexity of its fund-raising mechanisms. But there are 
plenty of ways, both legitimate and otherwise, which ambi- 
tious Chinese private firms use to grow from humble begin- 
nings into big businesses. 

The Chinese financial system doesn't make it easy for 
them. Though equity listings have become easier for 
private firms in the past three years, private companies still 
make up only 1096-2096 of the capitalization of the Shanghai 
Stock Exchange. Their ability to issue bonds is severely 
limited. And though bank lending to the private sector had 
begun to loosen up in the early part of this decade, word of 
mouth now suggests that the private sector has been 
disproportionately hurt in the government's tightening of 
bank credit this year. 

. In a 2002 study of private-sector firms in booming 
Zhejiang province, the Asian Development Bank learned 
that only 20% of survey-respondents' capital had come 
from banks, while just 196 was from equity. There are 
plenty of other sources, including: vendor financing 
issued by the customers of the private firms; high-inter- 
est, underground loans; collective financing schemes 
requiring them to contribute capital to finance others in 
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order to receive loans themselves; and family members, 
especially for smaller businesses. 

Investors doing business with the D'Longs of the world 
should perform their due diligence carefully. Like D'Long, — 
many have been pulling together large amounts of capital for 
ever-more ambitious expansions. In recent years, much of 
this capital has come from returns 
on property investment and from 
poorly collateralized bank loans. 
Private shareholdings in banks are 
on the rise as well, which can be a 
boon in terms of improving banks 
but can also lead to shenanigans in 
which loan recipients have connections to shareholders. 

All of D'Long's convoluted financing mechanisms helped 
it get around the constraints the system put on it-its compli- 
cated interlocking shareholdings, its multitude of sharehold- 
ers with diffused ownership at different levels of the group, 
its loans secured with stockmarket holdings, and its broker- 
age and bank ownerships. But they all, ultimately, brought 
D'Long, and its invested companies, into the current trouble. 
Caveat emptor—and potential partners beware, too. 

Ben Dolven 


The ADB learned 
that only 20% of 
the companies 


it surveyed had 
bank capital 
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the last purchase, D'Long's plan 
fell foul of Chinese aviation 
authorities, which refused to 
give domestic Chinese factories 
permission to make the jet in 
China because it would conflict 
with a state-owned firm's plans 
to produce a small jet. 

In the aftermath of D'Long's 
problems, it is still difficult to 
get straight answers. Staff at 
Shenyang Hejin, the listed 
company controlled by D'Long 
that owns Murray, did not know 
that the U.S. firm was for sale 
when contacted by the REVIEW. 
That supports criticism from 
current and former employees 
as well as market analysts that 
D'Long's senior management 
operates in an opaque way. 

One company director says 
that its rescue is intended to 
reassure those concerned that 
Beijing's continuing credit tight- 
ening is disproportionately hurt- 
ing the private sector. The 
restructuring "is intended to 
be a signal that the govern- 
ment supports the private sec- 
tor," he says. 

That is probably little solace 
to the foreign companies that 
linked up with D'Long. When 
Chinese companies are under pressure to 
pay creditors, overseas assets are often the 
first to go on the block. It's unclear 
whether foreign companies are interested 
in cherry-picking D'Long's assets in China. 
Many that looked at investing in the com- 
pany when it was healthy were put off by 
the overlapping and often hidden owner- 
ships of the group's various companies. 
The liabilities it now has make that maze 
even more impenetrable. Unravelling it 
will pose a stern challenge for Huarong, 
which has performed poorly in its origi- 
nally mandated task of collecting debts 
owed to Chinese state banks. 

A company shareholder says that 
D'Long was forced to be secretive because 
itis a private company trying to navigate 
an economy with rules that thoroughly 
constrain private firms. The result was 
that D'Long did no deals with foreigners 
inside China. Says one foreign investor 
who looked at several of the company's 
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THE YOUNGEST OF FOUR FOUNDING 


BROTHERS, TANG WANXIN, 
GETS CREDIT FOR BUILDING D'LONG 


assets: "If they had presented a deal that 
was clear, transparent and with a defined 
ownership structure, we'd have done busi- 
ness. But they never did." 

Until recently, the woes of corporate 
China didn't matter much to companies 
that were not actually investing in the 
country. Globally, China punched well 
below its weight and few of its compa- 
nies invested abroad. There was little 
China risk for foreign companies con- 
tent to stay in their home markets. But 
as China's outward investing grows rap- 
idly, that picture is changing. "The prob- 
lems of doing business in China could 
be exported into those markets along with 
the arrival of Chinese companies," says 
Patrick Horgan, Beijing-based Managing 
Director of APCO China, a consultancy 
that advises foreign companies on invest- 
merit in China. 

Up to now, most of China's outward 
investments have been by big state firms 


looking for resources, but the 
base of outward investors is 
broadening and the number of 
companies that invested abroad 
in 2003 was up almost 5096 on 
the previous year to 510, says 
the Ministry of Commerce. 
Among these were textile com- 
panies, consumer-goods sellers 
and computer makers. 

[n the past couple of years, 
the inward-investment arms of 
many countries that do sizable 
trade with China have boosted 
efforts to tap into this growing 
source of funds, seeing it as a 
natural consequence of the 
China boom. *Our trade is at 
record levels, so is [British] 
investment in China and we 
are beginning to see significant 
Chinese investment in Bri- 
tain," Charles Powell, president 
of the China-Britain Business 
Council, told an audience in 
Beijing's Great Hall of the Peo- 
ple recently. 

But, as D'Long demon- 
strates, the companies joining 
hands with Chinese investors 
need to be wary. D'Long is like 
many private Chinese compa- 
nies: a history of monumental 
entrepreneurial zeal combined 
with a penchant for shady ways of gath- 
ering funds to finance their ambitions. 
And perhaps most troubling of all, many 
of these companies display a real antipa- 
thy to telling anyone—even partners— 
what they are up to. 

As Chinese companies start to expand 
their reach overseas, these are critical les- 
sons from D'Long. For lawnmower 
maker Murray, which employs 1,630 peo- 
ple in the U.S., news that the firm is for 
sale has "sent shock waves through the 
whole company," says Blake Lay, vice- 
president of public relations. "It's a learn- 
ing experience. Just like any emerging 
country, you have to learn who the play- 
ers are and what the rule-of-law situation 
is," says Lay. "It's becoming apparent that 
the communication and understanding 
between the U.S. and the Chinese needs 
to be better." = 
Nancy Zhang in Beijing and Helena Yu in 
Shanghai contributed to this article 
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No longer just satisfied with mahing gadgets for other companies, Taiwan's PC makers now 
want to create their own hip, hi-tech products. They're succeeding—their designs are winning 
international awards and they're gaining marhet share over foreign rivals 


By Jason Dean/TAIPe! 





is a major 
player in the global technology industry, 
and one of Taiwan's biggest manufactur- 
ers. But if you haven't heard of Asustek 
Computer, you're not alone. 

For years Asustek toiled successfully 
but quietly making motherboards, the 
glamourless circuit-covered cards that 
house microprocessors and other key 
parts in personal computers. It sold some 
of them under its own brand, but only 
computer buffs knew it. 

Now Asustek is making a name for 
itself among the world's consumers. In 
just a few years, it has built an award-win- 
ning team of industrial designers that has 
helped launch it toward the upper ranks 
of the PC-making business. Eye-catching 
notebook computers and other consumer 
products, sold under its own brand as well 
as others, are expected to drive revenue 
growth of 2096-3096 this year. Profit mar- 
gins could increase this year, and note- 
books now account for more of Asustek's 
revenue than motherboards. 

"We would like to become one of the 
best-known hi-tech companies in the 
world,” Shih tells the Review at Asustek's 
gleaming new office tower outside Taipei, 
down the road from the squat concrete 
slab that used to be its headquarters. To 
achieve that goal, Shih says, "industrial 
design is so important." 


COMPUTE THIS: Designer Kyle Shiau with 
Asustek's prize-winning W1000 notebook 
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WORK OF ART: "Industrial design is so important," says Asustek's Jonney Shih 


Asustek's success is turning heads, 
but it isn't alone. Across Taiwan, compa- 
nies that long worked in obscurity mak- 
ing much of the world's hi-tech gadgetry 
for other companies are beefing up their 
ability to create those products them- 
selves. They are looking to product design 
and research to make them stronger com- 
petitors at a time when the industry is 
increasingly cut-throat—and competition 
from low-cost mainland Chinese com- 
panies looms. 

These Taiwan companies are making 
serious headway, racking up design prizes 
and gaining market share over foreign 
competitors. Some companies, such as 
BenQ, aim to emulate the success of South 
Korea's Samsung Electronics, using sharp 
design to leverage their contract manu- 
facturing business into a global brand. 
Acer, BenQ's former parent, has surpassed 
big names like IBM and Toshiba to 
become the second-best-selling notebook 
PC brand in Europe, after Hewlett- 
Packard. Others, such as Quanta Com- 
puter and Lite-On Technology, while not 
pushing brands, are pouring resources 
into product innovation to win more prof- 
itable contracts from their customers. 

It's a trend that the Taiwan govern- 
ment is encouraging. Having watched 
the island's tech companies shift their 
manufacturing and jobs to China in 
recent years, Taipei wants them to keep 
their “roots in Taiwan” by building higher- 
value businesses at home. 
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Many companies are responding. In 
addition to strengthening design, they are 
expanding research and development to 
propel themselves up the value chain. 
Computer-parts maker Hon Hai Precision 
Industry, Taiwans biggest private manu- 
facturer, broke ground in July on a $355 
million R&D facility near Taipei to develop 
nanotechnology. Quanta, the world's 
biggest notebook PC maker, is spending 
close to $3.7 billion over five years on its 
new R&D and design facility. 

"The government knows that Taiwan's 
economic future is going to depend on 


brain power,” says Tony K.M. Chang, chief 


FROM COST-CUTTING 
TO VALUE-ADDING 

_Taiwan’s tech companies 
are going upmarket by: 


* Moving from low-cost 
production to high-value 
product design > 


* Building their own brands 
* Boosting R&D peni 


d Focusing on consumers" 
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with higher pay 
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LOOKING GOOD . 
Asustek's revenues take í off as. 

its sleek product designs help 
propel sales 
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executive of the Taiwan Design Centr 
which was set up this year with govert 
ment and corporate funding. Among 
other activities, the centre sponsors design 
competitions, funds overseas internships 


for young designers and matches con 
sultants with local companies seeking to 
upgrade their products 

For Taiwanese 
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double to $ror billion in 2008. from iust 
over $50 billion this year 
But profits are under constant pre: 


sure. Powerful customers like Dell and HP 
play suppliers against each other to 
lowest price. Merrill Lynch estimates that 


Taiwan ODMSs gross profit margins foi 


notebook PCs will slip to between 4 


796 next year, from 696-996 in 2003 


"If what you can do your competit 
can also do, then it's no usi 
Asustek's Shih. "[We must] be able t 
ferentiate from our competitors 
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engineering teams for years, but they 
mainly worked with foreign partners to 
configure components. Industrial design- 
ers, by contrast, have to think about what 
combination of shapes, colours, features 
and materials will make a product fly off 
the shelves—and their ideas aren't always 
instantly lucrative. “Now we have to look 
at technology from the consumer's point 
of view," says Eric Chang, Asustek's head 
of design. 

“Seven or eight years ago, I felt very 
frustrated as a designer" in Taiwan, says 
Kumo Chiu, a Taiwanese who now 
heads Motorola's Asia-Pacific design 


team. Then, he says, frugal managers 
shunned spending on things as seem- 
ingly esoteric as design. *I think defi- 
nitely the mentality is changing a lot"'— 
in part, he says, because Taiwan execu- 
tives realize that "China will catch up” if 
they don't move quickly. 

Proof of Taiwan's growing design 
prowess abounds. Asustek has won design 
prizes in Japan and Europe, most recently 
Germany's Red Dot award for its sleek, 
aluminium-cased Wrooo notebook, with 
its built-in TV tuner and surround sound. 
BenQ's 38-centimetre (15-inch) flat-screen 
monitor earned a bronze medal in the 


computer-equipment category at this 
year's Industrial Design Excellence Awards 
in the U.S. The company also garnered 
seven awards this year from Germany's 
prestigious iF Design competition, more 
than all but a handful of other compa- 
nies (Samsung won eight). Altogether, Tai- 
wan companies won 13 iF Design awards 
this year, compared to just one in 2000. 
Acer, long Taiwan's best-known tech 
brand, is also making a design comeback. 
The company stumbled in the 1990s, and 
spun off its manufacturing businesses in 
2000 to focus purely on branding. Last 
year Acer hooked up with Ferrari to >> 


SMART CALL 


Five years ago, Peter Chou was leading a research and 
development team of fewer than 70 people, and thought 
that was a lot. Managing more people "would be scary," 
Chou, president of High Tech Computer, recalls thinking. 
"But the reality is that we just had too much to do." 

Indeed. The company Chou helped start in 1997 now 
has more than 800 researchers, nearly a third of its total 
employees, and it plans to double its R&D staff in the next 
two to three years. HTC's R&D talents have made it a 
pioneer in the development of Microsoft Windows-powered 
"smart devices"—phones and other wireless gadgets that 
can perform many of the functions of a PC, such as e-mail 
checking and Internet surfing. That has made the young 
Taiwan company a linchpin in the global software giant's 
push into the market for wireless-device software. 

Although it had already built up a business making 
personal digital assistants, or PDAs, HTC was still relatively 
unknown in 2001, when Microsoft Chief Executive Steve 
Ballmer brandished the Taiwan company's prototype 
Microsoft "smartphone" on stage at a U.S. trade show. That 
phone—designed entirely by HTC—became the first of its 
kind to hit the commercial market, when European wireless 
carrier Orange began selling it in October 2002. (HTC sells 
either through wireless carriers or to contract customers 
such as Hewlett-Packard.) 

HTC followed its initial triumph with other new models, 
such as the Xda II wireless PDA. But it also stumbled a bit. 
The somewhat bulky first phone was criticized by 
consumers for software glitches and other malfunctions, 
while competition mushroomed as other Taiwan 
manufacturers joined the smartphone rush. 

But lately HTC has been on a roll again. In June, Orange 
unveiled the Taiwan company's newest breakthrough, the 
SPV C500, which, weighing in at just 100 grams (it meas- 
ures 108 x 46 x 16 millimetres) is billed as the world's 
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PIONEER: Peter Chou testing an HTC smartphone 


smallest smartphone. HTC has also been winning new 
orders from contract customers such as Dell and Palm, 
analysts say. (HTC declines to comment.) And, at press 
time, company insiders said HTC was on the verge of 
launching another new smartphone model with a major 
global wireless carrier. 

Its strong performance has won HTC growing interest 
from analysts and investors. Merrill Lynch estimates that 
revenue will soar 47% to about $945 million this year, after 
edging up just 6% last year. Net profit is expected to rise 
even faster, up 78% to about $97 million. Although HTC 
shares have been buffeted recently by the broader 
tech-stock malaise, international investors have bought 
22% of its shares, nearly double the level a year ago. 

Chou and his partner, Chief Executive H.T. Cho, gained 
their expertise at Digital Equipment, the U.S. company later 
bought by Compaq Computer (which was then bought by 
Hewlett-Packard), where they developed a relationship with 
Microsoft and "learned the value of innovation." He says 
HTC is intent on keeping its technological edge. It spends 
about 5% of revenue on R&D-an extraordinarily high figure 
in Taiwan. It now runs two cutting-edge research facilities, 
and it plans to build a third. Jason Dean 
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Johnnie Walker 


Toasts [Taiwan 


Big hi-tech companies, both 
foreign and domestic, have 
recognized Taiwan's budding 
creative talent by building 
R&D centres here. But one 
not-so-hi-tech company is 
capitalizing on the island's 
home-grown innovations in a 
very different way. 

As part of its “Keep 
Walking” campaign for Johnnie 
Walker whisky, Diageo, 
the alcoholic-beverage giant, 
is running an ad series touting 
Taiwan inventions. The ads, in 
local magazines, highlight two 
local innovations: the 
automatic-flushing sensor now 
ubiquitous in public toilets, 
and an animated green stick 
figure that walks under 
pedestrian-traffic signals, 
accelerating when the light’s 
about to change. “Created in 
Taiwan,” the ads’ simple 
captions say. 

The campaign carries ironic 
echoes of another ad series 
that landed Diageo in hot water. 
In 2003, the company triggered 
fury in Taiwan by running ads in 
London mocking it as a shoddy 
manufacturer. The ads showed 
a gift labelled, in part: 
“Warning. This gift will break 
down on Christmas morning. 
Replacement parts available 
from service centre. Box No. 
260 Taiwan.” 

Taiwanese legislators 
responded by threatening to 
boycott Johnnie Walker—a 
threat of some consequence, 
since Taiwan is the world’s 
second-biggest consumer of 
the Scotch after the United 
States. Luckily for Diageo, the 
threats fizzled without denting 
its No. 1 market share. 

David Chang, Diageo’s 
marketing manager in Taiwan, 
says the new ad campaign isn't 
just aimed at making amends. 
“We recognize that Taiwan is in 
evolution, migrating to a new 
stage,” he says. “Our ads fully 
reflect this spirit.” 

Jason Dean 





HOT ROD: 
The Ferrart- 
styled 
notebook 
by Acer 


design a hot-selling red notebook modelled 
on the Italian sports cars. And in May it 
launched a line of smoothly contoured 
Folio notebooks done in-house. “Design 
is the only way to get more competitive,” 
says Acer design chief Seji Peng. 

Lite-On, which makes flat-screen dis- 


plays, printers, mobile phones and other 


devices for clients like Dell and Sony-Eric- 
sson, has built a design team of 15. Although 
it doesn't have its own brand, Lite-On 
believes design is crucial to winning more 
lucrative contracts, and enables it to sell 
goods to big U.S. retail chains that have their 
own brands, says Chief Executive David Lin. 


To attract talent, Lite-On invites interna- 


tional judges to its own annual awards for 
local designers. “Over the long term these 
people will develop industrial design expert- 
ise for Taiwan," says Lin. 


Taiwan companies still have plenty of 


distance to go to catch design leaders like 
Samsung, Sony and Apple Computer. 
Salaries are too low, for example. While the 
pay for top industrial designers at Taiwan 
companies has roughly doubled in the past 
five years, executives say, it is about half 
what top designers at big multinational tech 
companies earn. 

Another problem for Taiwan companies 
building their own brand: the risk of com- 
peting with their contract customers. BenQ 
was the biggest outside supplier of mobile 
phones to Motorola, but the U.S. company 
has shifted orders elsewhere as BenQ's 
brand profile has risen. Asustek, wary of 





alienating its contract customers, does rel- 
atively little advertising for its PCs. Its pub- 
lic-relations department consists of one per- 
son. Shih agreed to an interview only after 
several months of requests. 

Still, Asustek's design has made it a 
force to be reckoned with. When it pro- 
duced its first notebook PC in 1998, more 
than 9096 of Asustek's revenue came from 
motherboards. Chang, the current design 
chief, was the company's only PC designer. 

Now, Asustek's design centre, in a bright 
white loft, houses 37 designers. Germans, 
Britons and other foreigners work with Tai- 
wanese designers schooled overseas. To 
encourage creativity, Asustek disdains cor- 
porate hierarchy; even the most junior 
employees call the chairman Jonney. 


THE LAST LAUGH 
Asustek now sells about half of the note- 
books it makes under its own Asus brand, 
which is already No. 1 in Taiwan and grow- 
ing fast in Asia and Europe. The design 
team works only on its own-brand prod- 
ucts, but Chang says some of its contract 
customers have asked to put their logos on 
the models Asustek creates. CLSA Asia- 
Pacific Markets, the investment bank, esti- 
mates that Asustek will ship 896 of the 
world's notebook PCs in the fourth quarter 
of this year, compared to a market share 
of less than 296 in early 2002. 

"When we first said we would make 
notebooks, people laughed," recalls Chang. 
"No one dares laugh any more." 
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“Financial news travels 
fast. It needs to go faster. 


"It's Reuters' responsibility to make sure financial information is delivered as 
quickly as possible. And milliseconds matter. 

"To keep information flowing, our customers need to digitally shake hands 
with hundreds of information sources using Reuters Market Data System. HP 
helped us migrate to an open Linux environment to reduce our customers' costs 
and improve their performance. 

“Partnering with HP we've improved our clients’ ability to respond to increasing 
market demand for information and ensured that 10096 increase in data 
volumes, doesn't translate into 10096 growth in costs. 

"All of which we at Reuters are very happy to report." 


Mf 


-Mike Sayers, CTO 


Make change work for you. Visit www.hp.com/adapt 


reuters 
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Going Paperless: It Is Possible 


Think ‘paperless office’ and think ‘impossible.’ But it’s not. Really. All you need is a scanner, 
a computer and a system. Here’s how to do away with paper 


i " IF YOU HAVE READ any book or article on the paperless office 
| - in the past 10 years, you'll almost certainly have also seen the 
words “myth,” “non-existent,” “failure” or "disaster" somewhere 
in there. Trees have been felled to write reams on how our hopes 
for a paperless work environment have not been realized, and 
that it's never going to happen. Well, I'm here to tell you that is 
all hogwash, and we've just been asking the wrong questions. It's 
quite possible to be paperless. I'll tell you how. 

The first Loose Wire rule of paper management is: Forget 
about printouts for the moment. The question of making an 
environment paperless is not “How much are you printing out?” 
but “How much are you storing on your computer?” The paper- 
less office, to cite Abigail Sellen and Richard Harper, authors 
of The Myth of the Paperless Office, is not about using less paper, 
but about keeping less paper. 

Think about: How can I move stuff that is in piles, cup- 
boards, folders, box files and under my desk into my com- 
puter? To do this, you need to make a distinction between 
documents that I would call “live” and those that I would 
call “filing fodder.” A bank statement, for example, 
is fodder. You may need it at some point but you don't 
need it now. A mind-map you've drawn on how 
to make your home-office paperless, however, 
is live: It’s not just a piece of paper, or a print- 
out, but a receptacle of your ideas, doo- 
dlings and several phone mes- 
sages you took while you were 
drawing it up. 

More than that, it’s a trig- 
ger to more ideas in your head 
that you didn't get to commit 
to paper, so it’s still living, still 
useful, and best kept close 
by. It reflects the best of 

paper: flexible, tangible, multi- 

coloured, something you can 
carry with you to the rest-room 
or lunch. Clearing it away won't 
help you, but getting the bank 
statement out of the way might. 

Now, there's a very good reason 
why we dont like going paperless, and 
that's because we carry around very good 
mental maps of where physical objects 
are. (It must date back to our ancestors, 

who could find anything in their cave 
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WHICH SCANNER? TAKE YOUR PICK FROM THESE 








For scanners, I'd 


fly. Finally, it won't scan 


suggest a look at directly into an applica- 
Fujitsu's ScanSnap tion, so you don't 
5110EOX (selling for have any choice 
between $300 and about what scan- 
$650) which is ning program you 
small, sleek and fast. use. Not having these 
It moves through functions makes scan- 
pages—both sides—in ning, filing and forget- 
seconds and works ting complicated. Fujitsu 
with the push of a button, should address this, 
scanning everything into because clearly much 
Adobe Acrobat format thought has gone into the 
(a very common kind of LEXMARK X215: Burly  product-including its business- 
file format). beast with plenty of card scanning feature. 

But it doesn't help on '"nctions, but slow Other options, which | 
three counts: It won't haven't tried: Xerox DocuMate 
automatically convert the scanned 252 ($900) includes PaperPort and will 


document into digital text that you can 
then search or paste into an e-mail. 
Neither will it let you change the file 
name of the scanned document on the 


dwelling even when the fire had gone out.) So even—perhaps, 
especially—folk with messy desks can find stuff in a blink. Paper- 
less means letting go of that, by scanning documents into your 
computer. That means entrusting stuff to the likes of Mr. Gates 
or Mr. Jobs (or Mr. Torvalds, if you're a Linux devotee) and if 


digitize—it's called Optical Character 
Recognition—the scan into text on the 
fly. Hewlett-Packard's ScanJet 5590 
($400 and up) not only scans individual 


you've learned anything from me it's that that is not a great idea. 


How are you going to find something if you scan it into your 
computer? The answer: planning. Hence the second rule: Have 


a system. 


What you need: a scanner to feed your paper through, some 
software to convert it into a digital format that you can store 
on your computer, and then some way of finding the document 
quickly and viewing it on your computer. Choosing the right 
scanner is important: If you've got a ton of A4 sheets to scan, 
there's not much point in buying a flatbed scanner (one of those 
lie-down ones that look like a photocopier without the 


pages but also has a flatbed compo- 
nent that lets you scan books and 
other unwieldy shapes, as well as 
photographic transparencies. Lexmark 
offers the X215, a burly little beast 
which also faxes, photocopies and 
prints, but, sadly, scans sheets one at 
a time at a speed which makes drying 


paint seem speedy. 
Canon has the MF5530, which 
sells for about $500, and is 
promising "major I—-—-— 


announcements in this 
space in the next 
few weeks." 







Sim Í - 
FUJITSU 
SCANSNAP: 
Small, sleek 
and fast, but 
has its faults 


fiddle with and move around easily, and that you 
can find it again without employing forensic audi- 
tors. Sadly, there is no single program I'd rec- 
ommend here. (For a more complete review see 
Conquer That Paper Mountain, May 29, 2003.) 
PaperPort from Scansoft is not a bad piece of 
software which helps you to tweak and organize 
your scanned documents but it's not perfect. Paper- 


master, now owned by |2Global Communications, 


body) because you'll still be scanning on Doomsday. Neither does 


it make much sense to buy a sheet-feed scanner (one which looks 
like a wringer where you feed the paper through one side and 
it comes out the other) if all the stuff you want to scan is bound 
into books, magazines or the Dead Sea Scrolls. Here is a basic 
principle: Don't buy anything that scans slowly. Nowadays you 
should be able to scan a stack of 20 pages in about five min- 
utes—both sides. Anything less and the whole paperless office 
gets boring pretty quickly (see article above for some suggestions 


on scanners). 


used to be a great scan-and-file program, and does 
some things better than PaperPort, but has lost 
fans with its new interface, which takes away as 
many features as it adds. My advice: Use one of 
these programs, but spend some time thinking 
about how you want to organize your scans, and 
be consistent in labelling them. 

In the end, whether the system works for 
you and you stick to it will depend on whether you 
can recover the documents again quickly. As 
Barbara Hemphill, author of Taming the Paper 
Tiger at Work, puts it: "The issue, based on my 20+ 
years of experience is not whether it's paper or 
whether it's electronic, it's 'Can you find it when 
you need it?'" Exactly. And now, dear reader, for 
future reference, and as your first task, please 


scan this article. € 


But scanning is only half the trick in Paperless Land. You 
want to make sure that what you scan is in a format that you can 
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More musings and tips at my blog 
http://loosewireblog.com 
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Japan’s Soft 
Underbelly 


Despite the clearest signs in more than a decade that Japan’s $5 trillion economy is on the 
mend, many parts of the country are still so frail that a few troubled big companies could 


bring them down 


FOR 61 YEARS, Tatsuo Fujiki's family- 
owned company in this historic city in 
western Japan's Okayama prefecture 
prospered by supplying hoses and other 
rubber parts to a nearby Mitsubishi 
plant—first for bombers during World 
War II, and now for Mitsubishi Motors 
Corp.'s vehicles. 

But Mitsubishi Motors' sales have 
plummeted since May amid a recall 
scandal and the loss of backer Daimler- 
Chrysler, and orders to parts makers are 
starting to dry up. Fujiki, the fourth- 
generation president of Marugo Rubber 
Industries, says his company faces its 
biggest crisis. 

Early last month, Fujiki gathered his 
840 employees. Dressed in lime-green fac- 
tory fatigues, he told them he would slash 
spending on factory equipment and freeze 
new hires. He also hinted at the possibil- 
ity of more drastic steps, like job cuts, 
something usually avoided by Japan's 
employee-conscious companies. “This will 
be a tough period, not just for us but the 
whole region," Fujiki recalls warning 
employees, who he said listened grimly. 

Marugo Rubber is one of hundreds 
of small and mid-sized parts makers that 
are feeling Mitsubishi Motors' pain. The 
loss-making car company has been fight- 
ing for survival since DaimlerChrysler 
dropped out of a turnaround plan in April, 
and domestic sales fell 4096 in the quar- 
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ter to June 30 after Mitsubishi Motors 
admitted hiding defects in vehicles. Fear- 
ing serious damage to the prefecture's 
economy, the national and local govern- 
ments and even local banks are promising 
local suppliers emergency loans and other 
aid. But Okayama's prospects remain 
bleak without Mitsubishi or another big 
manufacturer to take its place. 
Okayama's troubles illustrate the soft 
underbelly of Japan's current economic 
turnaround. Despite the clearest signs in 
more than a decade that Japan's $5 trillion 
economy— particularly in urban centres 
such as Tokyo—is on the mend, many 


THE LONG ROAD 
TO RECOVERY 


¢ Although Japan Inc. is 
recovering, many 
prefectures are lagging 


* The small businesses 
that make up their 
economies depend on 
a few large firms 


¢ If these firms fail, local 
banks have to bail out 
suppliers to prop up 
the local economy 





By Martin Fackler/KURASHIKI 


regions are still so frail that a few troubled 
big companies could bring them down. 

This poses a potential risk for Japan's 
rebounding economy. For the recovery 
to become sustainable, consumers have 
to feel confident enough to start spend- 
ing again. But two-thirds of Japan's 
127.6 million people live in economically 
fragile regions outside the prosperous 
areas around Tokyo and the No. 3 city 
of Nagoya. 

"Without healthy regional economies, 
it's hard for Japan's entire economy to move 
ahead," says Shinya Yasumatsu, a senior 
economist at the research arm of Japanese 
bank Mizuho Financial Group. 

Some regions have been largely left 
behind by the current upturn, particularly 
in Japan's rural northern half and around 
the rust-belt No. 2 city of Osaka. But even 
some areas that are now doing well remain 
vulnerable because they are dangerously 
dependent on a handful of industries or 
even individual companies. 

A Sharp Corp. flat-panel-display plant 
dominates the economy of central Mie 
prefecture. Oita prefecture on the south- 
western island of Kyushu relies on a 
Toshiba Corp. semiconductor factory, and 
mountainous Nagano prefecture depends 
on local printer Seiko Epson Corp. The 
economies in these regions could be 
threatened the minute these companies 
start slowing down. 
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TIMELESS: Like historic Kurashiki, many smaller towns depend on one large employer 


For Okayama, the sprawling Mit- 
subishi Motors plant in Mizushima, near 
Kurashiki, is the prefecture's largest 
factory by value of output. Last year, it 
produced 513,618 vehicles, accounting for 
one-tenth of the Y6 trillion ($54.32 billion) 
in industrial goods produced in the entire 
prefecture. Add the output of the more 
than 500 parts makers and other smaller 
companies that depend on that factory foi 
their livelihood, and that share almost 
doubles, say prefectural officials. 

"All sorts of industries are affected: 
plastics, electronics, trucking, ships, even 
restaurants and stores making boxed 
lunches for Mitsubishi Motors' employ: 


ees." said Masami Senoo, an assistant 
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manager in the prefectural government's 
business-support division. 

Nowhere is the impact more visible 
than in the shopping district outside the 
Mizushima factory's gates, which is now 
filled with shuttered noodle shops and 
grocery stores. Roads around the plant 
that were once jammed with waiting 
trucks are now virtually empty. “This has 
become a ghost town,” says local truck 
driver Masakazu Niira, 55. 

Hoping to limit the damage, the pre- 
fecture's biggest lender, Chugoku Bank, 
has set up an emergency help centre for 
the 300 of its corporate borrowers doing 
business with Mitsubishi Motors. Those 
companies are telling the bank that they 
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naka has put on city banks to do away 
with problem borrowers, to avoid hurting 
fragile local economies. 

The bankers themselves say they can't 
just cut off struggling borrowers, many of 
them long-term customers. A wave of 
bankruptcies would also damage the 


says Makoto Kimura, who heads the 
bank's help centre. 

In mid-July, Chugoku Bank officials vis- 
ited Marugo Rubber's Fujiki in Kurashiki, 
a sleepy city famous for its medieval build- 
ings. The bankers offered special loans to 
help Marugo Rubber employees keep up 


to make a more dramatic show of loyalty to 
Okayama's manufacturers. Before the 
bankers left, they promised that Chugoku 
Bank would buy three new Mitsubishi 
Motors cars to use when visiting parts sup- 
pliers, Fujiki said. 

"We're all part of Okayama's econ- 


prefecture's entire economy, where 
Chugoku Bank does 8596 of its business, 


with housing-loan payments. But Fujiki 
turned the tables by pressing the bankers 


we all suffer." = 


CORPORATION'S FORTUNES ON THE SKIDS 


Mitsubishi Motors Corp.'s fortunes are in free fall. A few 
months after the April decision by partner DaimlerChrysler 
to hold off sinking any more money into cash-strapped 

. Mitsubishi, the fifth-largest Japanese car maker is taking a 
drubbing over a recall scandal. Competition in the United 
States is heating up even as confidence in Mitsubishi 
products among Japanese consumers is plummeting, 
exacerbating its financial straits. 

Already bleeding for several quarters, the earnings 
picture isn't getting any prettier. Mitsubishi's figures, 
released earlier this month, show sales in crucial markets 
like Japan and the United States falling by 3096 over the 
previous year. Its net loss for the quarter to June 30 
widened to $513 million. The company is touting a drastic 
"revitalization plan" that includes capital from other 
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TROUBLED: Mitsubishi has a serious image problem 


Mitsubishi group companies, job cuts, plant closures 
and a mad rush to cut costs faster than sales fall. It is 
also revamping its entire car line-up over the next couple 
of years. 

Mitsubishi says it must turn itself around without the 
help of another car maker, since few would want to join 
forces while the outlook remains so grim. Rival car makers 
concur, noting that few of the potential saviours that have 
surfaced in Tokyo’s rumour mills—from foreign hedge funds 
to big car makers like Toyota Motor Corp.—will seriously 
consider investing in Mitsubishi until they are convinced the 
flow of bad news has waned. 

But even Mitsubishi's team of beleaguered executives 
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won't say the worst is behind them. "The present operating 
environment of Mitsubishi Motors is extremely severe," said 
Yoichiro Okazaki, the company's new chairman and chief 
executive, in a recent speech. "Further unforeseen changes 
may occur which haven't been accounted for." The most 
upbeat point Okazaki makes is that unforeseen changes can 
be positive as well as negative—but so far the surprises have 
all been unpleasant. Since DaimlerChrysler decided to leave 
Mitsubishi to its own fate, a years-old scandal over a cover- 
up of faulty vehicles has resurfaced with a months-long 
government investigation leading to the arrest of several 
former Mitsubishi executives. 

The Japanese media has had a field day, repeatedly 
running pictures of Mitsubishi car engines bursting into 
flames. No matter that such defects can haunt any car 
maker. Consumers in Japan have been shunning Mitsubishi 
products as the media paint an increasingly bleak picture of 
the struggling car maker. 

In the U.S., meanwhile, Mitsubishi has been grappling 
with a bungled sales strategy. For years, it had appealed to 
the hip young American consumer with sharp ads and 
generous financing arrangements that allowed consumers 
to buy a car with zero interest, zero money down and zero 
payments for a set period of up to a year. When the first 
payments came due, however, the incentive package proved 
to be a disaster, saddling the company with bad loans. 

Mitsubishi had been selling rental agencies heavily 
discounted cars in an effort to keep up sales numbers in the 
U.S. But rental agencies quickly unload these vehicles in the 
used-car markets, which tends to drive down the resale 
value of the cars. That discourages buyers of new cars. To 
prop up values, Mitsubishi has stopped flooding rental 
markets with cars, but that only hurts the sales numbers in 
the all-important U.S. market. The upshot: Sales in the U.S. 
were down 3056 in the quarter to June 30 to 53,000 cars, 
from 76,000 a year earlier. 

Though sales in Asia and Europe are improving, the 
increases in these markets aren't enough to compensate for 
the sharp drop in earnings. Symbolic of all this is the falling 
stock price, which was trading near ¥300 ($2.72) four 
months ago but is now just around ¥90. As one official at a 
rival car maker put it, as each bit of bad news leads to each 
drop in sales, "investing in Mitsubishi just keeps getting 
cheaper. Nobody's going to be in a hurry."  Jathon Sapsford 
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FINANCE 


Hedge Funds 
Bet On Asia 








U.S. hedge funds are flocking to Asia in search of 


bigger gains. Their return raises important 
88er g 
questions for the region's financial markets 


By Laura Santini/HONG KONG 


VILIFIED AFTER The financial crash of 1997, hedge funds are 
coming back to Asia. Giant United States funds such as Tudor 
Investment Corp. and FrontPoint Partners are piling into the 
region, opening trading outposts in Hong Kong and Singa- 
pore and recruiting home-grown hedge-fund managers to 
oversee assets and identify investment opportunities. 

Hedge funds have a complex history in the region that 
dates back to the Asian financial crisis of the late 1990s. At 
the time, many politicians blamed hedge funds for making 
speculative trades on the rise and collapse of the region's cur- 
rencies. Now, observers say the return of the funds with their 
huge asset holdings could help Asia's financial markets 
develop more quickly. Still, as Hong Kong and Singapore 
vie with one another to attract hedge-fund money, some 
regulators have voiced concerns about what the return of mas- 
sive hedge funds will mean for the region. 

Hedge funds, for their part, are coming in search of big- 
ger gains. This year has proven particularly difficult for global 
macro funds such as Tudor Investment, which trade in antic- 
ipation that economic trends will affect securities prices 
around the world. As a group, global macro funds have gained 
5.21% year-to-date, according to the CSFB/Tremont Global 


Macro Index, compared with three- and five-year returns of 


14.5396 and 15.64% respectively. 

Asia is seen as the new frontier. Aside from Tudor and 
FrontPoint, Miami-based Everest Capital has established a 
foothold in recent months—the manager of eight hedge funds 
launched trading in Singapore. The New York-based Rohatyn 
Group is looking to set up operations in Hong Kong. 

On the whole, Asian securities markets are less heavily 
researched than those in the U.S. and Europe. As a result, 
stocks and bonds in some markets may trade below their 
actual worth, a circumstance that offers arbitrage opportu- 
nities for hedge funds and other investors. "If you're a big 
hedge fund getting paid to beat the market, you'll probably 
find more possibilities in Asia," says Peter Douglas, who heads 
GFIA, a hedge-fund consultancy based in Singapore. 

For the U.S. hedge funds, buying out local talent seems 
to represent the fastest way to get started. Tudor, for instance, 
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recently persuaded Julian Reis and Ian Emmett, the founders 
of Singapore-based Pagoda Advisors, to liquidate their $150 
million hedge fund and start afresh with the U.S. giant. The 
two will help *recruit the best portfolio managers and traders 
to carry out our strategic Asian expansion," says Paul Tudor 
Jones, chairman and chief executive of Tudor. “We expect to 
consider people and opportunities in multiple Asian markets, 
including Hong Kong, Mumbai, Seoul, Taipei and Sydney," 
he adds in an e-mail note. 

Similarly, FrontPoint this year hired Giampaolo Guarnieri 
and James Soutar, career veterans in Asia's financial markets, 
from Asia-focused Sofaer Capital International for a new office 
in Hong Kong. The office is the hedge fund's first foray into 
Asia, a FrontPoint spokesman says, adding that it may expand 
with more trading teams later on. 

The build-up of hedge funds in Asia reverses many years 
of reduced exposure. Global macro funds made billions of dol- 
lars in profits trading in currencies of countries such as Thai- 
land, Indonesia and Malaysia as capital poured into the region 
in the mid-1990s and then raced out, 
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The Asian Crisis created enormous ill will between global 
hedge-fund managers and government leaders. Asia's economic 
tailspin, precipitated in the summer of 1997 with the collapse 
of several of the region's currencies, resulted in capital controls 
and vicious attacks on the industry, particularly on those traders 
who had placed steep bets on the currency declines. 

Since then, U.S. hedge funds have either avoided or found 
few investment opportunities in Asia. In 1999, Tudor opened 
a Tokyo office for trading Japanese debt, only to shut down 
the operation in 2001 amid a dearth of profits. 

More recently, regulators have suggested they continue 
to harbour suspicions about hedge-fund activity. In a column 
posted on June 17 on the Hong Kong Monetary Authority's 
Web site, the organization's chief executive, Joseph Yam, 
urged financial institutions to pay considerable attention to 
the leverage they extend to hedge funds. Yam also cited scanty 
disclosure as another cause for concern. 

Tudor's current exposure to Asia is low, in the mid-sin- 
gle digits as a percentage of total assets, and the fund plans 
on raising that significantly. 
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FEEDING FRENZY: Hedge funds offer investors the widest 
range of investment opportunities 


The capital infusion by Tudor and other funds could have 
a big impact on Asia's financial markets. For one thing, local 
hedge funds tend to manage around $250 million in assets, 
whereas global macro funds hold billions of dollars in assets. 
Trading by these funds could improve liquidity across mar- 
kets. Tudor, for instance, is hungry to trade debt, equities, 
currencies, commodities and derivatives. Larger transactions 
by Tudor could make it easier for other investors to buy 
and sell securities. 

The potential danger, however, is what's known as 
crowding—when too many investors are chasing the same 
returns, making execution, conversely, more difficult. “The 
question is whether everyone will be rushing to do the same 
thing,” says Michael Nock, portfolio manager of Hong 
Kong-based Doric Capital, which runs a $210 million hedge 
fund and another recently launched fund. Tudor says it 
intends to begin executing smaller amounts, ratcheting up 
later if possible. 

Hong Kong and Singapore are competing ferociously 
to attract the new money. The Monetary Authority of 
Singapore has loosened some requirements that hedge funds 
need to observe to get up and running. Hong Kong, while 
tougher on the regulatory front, is planning to relax some 
of its rules. The city also boasts a bevy of multinational 
securities firms and prime brokers with which hedge funds 
do business. 


PROMINENCE OF PRIME BROKERAGE 

As a result of the heightened interest by global funds, prime 
brokerage is a growing area of business for major securities 
firms. Short-selling—a standby play for hedge fund managers 
in which an investor borrows a stock hoping its value will 
fall—can prove cumbersome in Asia, where share supplies 
are thin. Also, some regulators prohibit outright short-sell- 
ing. As a result, prime brokers become increasingly impor- 
tant as providers of so-called synthetic short sales, in which 
banks use options or other derivatives to mimic the expo- 
sure produced by shorting a stock. 

Not least, so-called hedge funds of funds are eyeing the 
build-up in Asia and have bulked up their presence in the 
region. Like single hedge funds, these diversified pools have 
taken in huge sums of cash and are sorely in need of more 
managers to whom they can allocate money 

Zurich-based Infiniti Capital and Britain's Global Asset 
Management have each set up offices in Hong Kong for 
doing due diligence on underlying hedge funds and iden- 
tifying new managers. Global already operates an office in 
Singapore. Infiniti chief executive Anric Blatt says that to 
date, without local representatives in the region, he and other 
Infiniti executives have had to travel from Zurich and Lon- 
don to Asia to monitor underlying hedge funds—a situa- 
tion, he thought, which exposed the hedge fund of fund to 
possible fraud. Now, locally based employees will meet with 
the funds on a monthly basis. = 
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INDIA 


Growing Pains 


The tech-outsourcing boom has transformed the 


once-sleepy New Delhi suburb of Gurgaon 


By Rasul Bailay/Nrw DELHI 
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MORE THE MERRIER: Three dozen more malls are being built 


ONCE A RURAL BACKWATER of rice paddies and wheat 
fields, the New Delhi suburb of Gurgaon is now at the 
forefront of India's technology revolution. But rapid growth 
has proven to be a bit more than this boom town can han- 
dle. In May, as the temperature in northern India rose above 
40 degrees Celsius, angry residents from upmarket apart- 
ment blocks gathered near a local mall to protest against 
power outages that were roiling their neighbourhood. *City 
of the future but no electricity," read a placard; “Power sta- 
tions not malls," read another. 

The growing movement of jobs and services to India from 
the United States has proven to be a boon for business in 
Gurgaon. In May alone, multinationals such as Fidelity Invest- 
ments, Convergys, Nokia and Microsoft rented office space here 
to develop call-centre operations, back-office businesses and 
other IT services. And property firms say many more are on the 
way. Jones Lang LaSalle says in its latest report that Gurgaon 
cornered 9496 of the 21,900 square metres of office space rented 
in the New Delhi region in May. And roughly 7596 of the office 
space rented in this satellite city over the past two years has been 
snapped up by firms working in information technology. 

With more people shifting to Gurgaon, residential prop- 
erties, modern malls and multiplexes are mushrooming. 
"In terms of residential properties, between 400 and Goo new 
apartment units are estimated to be sold every month" in 
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the past two years, says Anurag Munshi, associate director for 
Jones Lang LaSalle in India. *This is comparable to the other 
growth centres like Bangalore and Mumbai.” 

In the early 1990s, New Delhi residents looking for open 
space thronged to Gurgaon where land was substantially 
cheaper and in abundance. Foreign companies like Coca-Cola, 
PepsiCo, Reebok International and Gillette, among others, 
shifted their Indian headquarters here from crowded busi- 
ness districts in New Delhi. Local conglomerate ITC even built 
a Jack Nicklaus-designed 18-hole golf course spread over 
121 hectares to cater to corporate executives. 

"Gurgaon provided a pollution-free environment, modern . 
office buildings equipped with state-of-the-art security sys- 
tems, power back-up and plenty of green space," says Annie 
Cyriac, a spokeswoman for PepsiCo in India. The New York- 
based giant says it moved its corporate office from the central 
business district in New Delhi because of *the high rentals 
and acute traffic congestion." 


CONSTRUCTION BOOM 

Then a boom in India's outsourcing industry propelled Gur- 
gaon, as one of the country's favourite destinations, into 
setting up shop for business-process outsourcing and call- 
centres, encouraging more and more middle-class New Delhi 
residents to move there. The result: American-sounding 
residential apartment blocks such as Malibu Towne, Beverly 
Parks and Rosewood Village sprang up. As more and more 
American and European companies move technology and 
back-office work to India, it's spurring even more construc- 
tion in Gurgaon. 

"There is a big boom in office space here," says Ravi 
Shankar Singh, marketing executive at one of New Delhi's 
leading developers, Unitech Group, which is developing 
around 200,000 square metres of office space in Gurgaon. 
"The [bulk] of the demand is coming from business-process- 
outsourcing firms." But not everyone in India is crazy about 
the new developments. *It takes almost 20 minutes just to 
cross the road where those malls are located," says resident 
Madan Mohan Bhalla. “The traffic runs as a stream and there 
are no overbridges or underpasses." 

At present, Gurgaon boast five malls and, residents say, 
they fear the congestion will only get worse as almost three 
dozen more malls are in the pipeline. The malls attract a huge 
number of shoppers from nearby New Delhi. “Imagine what 
will happen when the 30-odd malls are completed,” says 
Bhalla. “It will create absolute chaos." 

Gurgaon’s population has gone up from a minuscule 
37,868 in 1961 to 1.7 million in 2001—and is estimated to 
swell to 4 million by 2020, according to environment mag- 
azine Down to Earth. Government officials admit that there 
are “shortfalls in power and water and roads.” There are 
plans to construct power plants to alleviate the electricity 
problem as well as a 17-kilometre canal to tap water from 
the Yamuna River, says Anurag Agarwal, Gurgaon’s top gov- 
ernment official. A 28-kilometre expressway is also under 
construction to provide quicker access to New Delhi, bring- 
ing in its wake even more traffic. & 
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So What’s Become of YOUR Doodles? 


Early sketch of telephone prototype by Alexander Graham Bell c. 1876 


If you or your company is proud of an innovation you have come up with, big or 
small, low-tech or cutting-edge, then we would like to hear from you. You could 
be a winner in the prestigious Asian Innovation Awards presented by the Far 
Eastern Economic Review. As a winner you will be honoured at a gala awards 
dinner in Singapore and profiled in the REVIEW. Last year’s finalists ranged 
from an innovative way to gather coconuts (the "Coco-Net"), to new 
life-saving breakthroughs in heart monitoring and early childhood leukemia 
detection. We're looking for creative solutions and breakthroughs whether at 
work or in the lab that improves productivity or the quality of life in Asia. 
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HoNc KONG 


On a Rebound 


The return of inflation, rising exports and growing 


September 2. 2004 


employment all point to recovery 


By Tom Holland 

After more than five-and-a-half years of falling 
prices, Hong Kong has finally emerged from its 
long era of deflation. Data released in late August 
showed that consumer prices edged higher by 
0.9% over the 12 months to July, the first increase 
since November 1998. 

The end of deflation is the latest in a string of 
signals that Hong Kong’s economy is bouncing 
back energetically from the long series of shocks 
that began with the 1997 property collapse and 
culminated in last year’s outbreak of Severe Acute 
Respiratory Syndrome (Sars). 

Some economists now estimate that the terri- 
tory's GDP grew at a double-digit pace over the sec- 
ond quarter, compared to the same period the pre- 
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vious year. "I expect growth of at least 1196-1296," 
says Dai Daohua, senior economist at the Bank of 
China (Hong Kong). And while the growth rate for 
the second quarter will certainly be flattered by 
the low-base effect of last year's Sars scare, at least 
half the figure will be “very healthy, genuine 
growth," says Dai. 

In recent months, activity has been spurred by 
simultaneous growth in China and the United 
States—the territory's two main trading partners— 
with both imports and re-exports expanding at 
rates approaching 20% year on year in recent 
months. Meanwhile, the economic benefits of 
the rise in Hong Kong's goods-and-services trade 
have been augmented by a surge in tourist arrivals 
from China following a relaxation of the main- 
land's travel restrictions last year. More than 2.5 
million Chinese have now visited Hong Kong since 
the new rules came into force last summer, pro- 
viding a powerful boost to the territory's domes- 
tic service industries and pushing employment 
numbers to record highs. 

The pace of the rebound looks certain to 
slacken over the remainder of the year, however. 
The Sars effect will taper off, and over the coming 
months slowing growth in China and an expected 
easing of international trade growth, partly because 
of high oil prices, will dampen growth rates in 
Hong Kong. 

Even so, economic growth is still set to remain 
above the long-term trend, with Hong Kong's GDP 
expected to expand by 6.396 this year, and by 4.596 
in 2005, according to consensus forecasts. 

Despite its currency-board link to the U.S. dol- 
lar, Hong Kong is being cushioned from rising 
U.S. interest rates. Traditionally Hong Kong's 
banks have automatically followed suit when the 
U.S. Federal Reserve has raised its benchmark 
short-term interest rate. But when the Fed raised 
rates in June, and again in August, Hong Kong's 
banks kept their lending rates on hold. 

Although bankers, including Hongkong and 
Shanghai Banking Corp. Chairman David Eldon, 
have warned that local-currency interest rates 
will eventually have to go up if U.S. dollar rates 
continue to rise, for the time being Hong Kong's 
banks have sufficient excess liquidity to allow their 
rates to remain on hold. 

That can only help Hong Kong's property 
market. Although prices have moderated in recent 
weeks, the average price of residential apartments 
remains more than a third higher than the 
market's low point 12 months ago. Over time that 
will feed through to rents, the largest single 
component of the consumer price index, pushing 
prices up from their current levels, which remain 
some 15% below their 1998 peak. & 
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STOCKMARKETS COMMODITIES 


Dow Jones Global Indexes Local Indexes Clos 
index (Aug. 23) % chg YTD (Aug. 23) Mkt Unit latest %chg YTD 

(Aug. 23) % chg YTD Australia 3,535.10 *6.93 Aluminium Ldn $/tn 1,210.50 +6.64 

Australia 223.41 +2.44 Bangkok 599.55 -22.35 Cocoa NY $/tn 1758.00 16.04 
China 88 116.23 -M.37 Bombay 5,064.66 -13.26 Coffee NY c/Ib 73.45 413.09 
Hong Kong 217.57 *0.36 Colombo 1,389.95  +30.87 Copper NY c/Ib 124.15 +18.75 
Indonesia 54.69 -0.56 Hong Kong 12,431.77 -1.15 Cotton NY c/Ib 5142 -31.50 
Japan 81.67 *5.12 Jakarta 749.37 +8.31 Gold Ldn $/oz 410.60 -1.59 
Malaysia 106.97 -1,52 Karachi 5,401.38 +20.79 Oil: Brent — Ldn $/barrel 43.03  *42.63 
New Zealand 200.00 — *10.63 Kuala Lumpur 808.61 *1.85 Palm Oil KL Ringgit/tn 1,463.00 — -17.53 
Philippines 73.69 +13.88 Manila 1,576.18 *9.28 Pulp FOEX = $/tn 643.96  *15.10 
Singapore 139.53 +4.75 Seoul 787.65 -2.84 Rice Bnk —— $/tn 237.00 +17.33 
South Korea 105.62 -0.77 Singapore 1,901.23 +7.75 Rubber KL Mc/kg 450.00 -4.76 
Taiwan 107.45 -5.17 Taipei 5,622.86 -4.55 Soyabeans Chg c/bushel 611.00 -23.05 
Thailand 60.65 -24.16 Tokyo 10,960.97 +2.66 Sugar NY c/Ib 777  *3704 
U.S. Total Market — 259.49 -1.21 Wellington 2,737.36 +1.71 Tin KL $/tn 9,018.00 +36.43 
Euro Stoxx 50* — 2,662.35 -3.56 DJIA 10,073.05 -3.64 Wheat Chg  c/bushel 332.50 -11.80 
FTSE 4,405.30 -1.60 AIG - Dow Jones Commodity Index 147.81 +9.27 


Dow Jones Global Indexes track about 80% of market 


capitalization, Calculations are in U.S. dollars. *Dow Jones Stoxx ™ Sources: Dow Jones; MoneyLine Telerate 


ECONOMIC DATA IN THE SPOTLIGHT 


Sources: MoneyLine Telerate; Reuters; Dow jones 

















% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Hong Kong (3.42* on week) 

(Aug. 23) Gop [|  cP Current acct | Trade balance — !-mth interbank | Prime rate Hang Seng Index 

Australia — 3.7(MarOtr) +2.5 (un Qtr) -33.04 (Mar)  -16.82 (Jun) 5.32 9.50 12,700 
China 9.6 (Q2 '04) +5.3 (Jul) ^ *45.88(2003) *14.72 (Jul) 3.39 n.a. 

EU —  22(02:04 *23(u) *44.85(Q1'04) -3.96 (Jun) 241 n.a. 12.600 
Hong Kong 6.8(01'04) *0.9 (Jul) *15.27 (Mar)  -12.99 (Jun) 0.42 5.00 

‘India X  82(04'03/'04) +3.0 (Jun) +4.56 (Mar) -17.77 (Jul) 6.00 10.63 
Indonesia 4.3 (02 '04) *7.2 (Jul) *4.70(2003) ^ *26.51 (Jun) 7.38 7.37 12,500 

Japan 44(02'04) -0.1 (Jun) *163.89 (Jun)  *115.48 (Jun) 0.06 1.38 

Malaysia 7.6 (Q1 '04) +1.3 (Jul) +13.41 (Mar) — *17.29 (Jun) 2.83 6.00 12.400 
New Zealand 3.6(Q1'04)  *2.4 (Jun Qtr) -4.20 (Mar) -2.21 (Jun) 6.33 6.46 É 
Philippine 6.4 (Q1 '04) +6.0 (Jul) +3.94 (Mar) -1.54 (Jun) 7.18 10.18 

Singapore 12.5 (Q2 '04) 1.6 (Jul) *28.07 (Jun) — *29.37 (Jul) 1.06 5.50 12,300 
South Korea — 5.5 (02 '04) *4.4 (Jul) +25.11 (Jun) — *30.92 (Jul) 3.52 3.57 

Taiwan 77(02'04) +3.3 (Jul) +25.80 (Jun) *13.28 (Jul) 0.99 0.75 12:500 

Thailand 6.5 (Q1 '04) «3.0 (Jun) *6.99 (Jun) +1.72 (Jun) 1.44 5.75 , i Geeta lag 
US. .. 8.0(02 '04) *3.0 (Jul) -402.14 (Mar) -535.47 (Jun) 1.62 4.50 August 

Source: Government Statistics Source: MoneyLine Telerate 

FOREIGN EXCHANGE 
Key Currencies 
(Aug. 23) $1 worth Spot rate % chg YTD (Aug. 23) $1 worth Spot rate % chg YTD 
Australia dollar 1.4007 -5.23 Mongolia* tugrik 1,188.00 -5,22 
Bangladesh taka 59.25 -1.27 Nepal rupee 72.00 +1.39 
Brunei dollar 1.7071 -0.11 New Zealand dollar 1.5112 * 1.02 
Burma* * kyat 925.00 -3.78 Pakistan rupee 58.80 -2.79 
Cambodia** riel 3,997.00 -3.60 Papua New G. kina 3.0679 +7.60 
China renminbi 8.2765 0.00 Philippines peso 55.90 -0.69 
European Union euro 0.8233 -3.61 Russia** rouble 29.217 +0.08 
Hong Kong dollar 7.7988 -0.45 Singapore dollar 1.7106 -0.76 
India rupee 46.265 -1.45 South Korea won 1,153.00 *3.38 
Indonesia rupiah 9,280.00 9.42 Sri Lanka rupee 102.75 -5.69 
Japan yen 109.80 -2.36 Taiwan NT dollar 34.064 -0.28 
Laos" * kip 10,800.00 -3.38 Thailand baht 41.45 -4.54 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,761.00 -0.65 
Malaysia ringgit 3.80 0.00 

Other rates: HK$ = renminbi 1.0608 S$ = ringgit 2.2203 SDR = $1.4696 * Official rate * *Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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Redefining 
Our Goals 
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STREAMLINED LIVES 


WHEN DID YOU LAST SEE your bartender? He's years. Big, nasty surprises, such as the Severe 


probably missing you like crazy. Business people Acute Respiratory Syndrome scare of 2003 and the 
in Asia are redefining their lives, spending more fall-out from the September 11, 2001, terrorist 
time with their families and more time with their attacks in the United States, have significantly 
colleagues—and cutting out everything else. They changed individuals' attitudes to life. We've become 
appear to have started taking the "work hard, play more serious about the things that really count, 
hard" adage literally. What's being dropped? It such as our families and our jobs. 
appears to be things which fit neither category: Exceptions to this trend can be found in North 
those frivolous hours nursing drinks in bars or Asia. In Japan and South Korea we find the buzz 
snoozing over fishing rods. has not yet returned to the business scene. In those 
The streamlining that has taken place in two countries, more people cut their working hours 
people's lives is most clearly shown by two of the in the previous 12 months than increased them. 
charts on this page, which show that three out of But the fact that most of us are more careful 
four individuals have maintained or increased the about not wasting time doesn't mean we're not 
number of hours they spend with their families. At going out. We still go to clubs and restaurants, as 
the same time more than half the respondents have charts on this page and the next show. But we are 
increased the number of hours they are working. going out with clients or the family, rather than 
This continues a trend we have seen in recent killing time with a bottle of beer. & 
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INDIVIDUALS ARE travelling more. In the majority 
of places surveyed, business people have signifi- 
cantly increased the amount of time they spend on 
the road. But in a few countries, travel budgets are 
down and staff are staying put. 

Business people in Indonesia, Thailand and 
Singapore have seen the biggest increase in travel, 
with three out of four maintaining or increas- 
ing the amount of travel they have done in the 
past year. 

But in South Korea, only 1596 of respondents 
increased the amount of time they spent on the 
road, and Malaysia and Australia also saw signifi- 
cant falls in travel. 

Yet when we average the figures out, the overall 
trend is definitely upwards, with 41% of respon- 
dents travelling more, and only 32% travelling less. 
We'll go into more detail about the actual number 
of flights and hotel nights each community takes 
in a later part of this survey. 

Still, it's clear there is good news for the travel 
industry. Tying in with the “work hard, play hard" 
ethic mentioned on the previous page, the majority 
of business people are taking more vacations. A 
full 4296 of respondents were taking more days off 
than they had done a year earlier. 

Look out for more Indonesians on the road. 
From that huge country, less than one in five 
people saw a cut in their vacation allotment, while 
half the respondents saw a significant increase. = 


I'm Travelling More 
% 0 10 20 30 40 50 60 
I 


Indonesia 
Thailand 
Singapore 
Philippines 
Hong Kong 


Taiwan 
Japan 
Malaysia - 
: - 
Australia Yes 
South Korea E 
No 
Average 


Far Eastern Economic Review 47 





THE WUMEN ARE GUMING 


Labels I've Bought 


Age Of Respondents 


Years 0 10 20 30 40 50 
Male 


Female 











Australians 





Indonesians 


Hong Kongers aS -WET IE o ARTES S 


Gender Of Respondents 
x10 20 40 60 80 100 


E SEE LFS EER 
TSAR A EERO | 
EAA TS S 
| e NN 
Taiwanese | — Male 
Ee 
ARNT NINOS Quen: 
(00 i T Pme 


Female 


Ethnicity Of Respondents 
x0 20 40 60 80 100 


Average ee es ee 
Malaysians Cl S E 
Filipinos O ee rs eee ee ee 


ai^ 
Australians Asian 
Hong Kongers EE ——————— [7H 
Non-Asian 


MOVE OVER, GUYS: 
The proportion of 
females reading 
business maga- 
zines is growing 


48 Far Eastern Economic Review 





% | 0 5 10! 1151 |20] [25] [30] 135! 1401] |4: 
(070 o OEN A 
Oo VRE | ONN T 2isF 
Coco AET 
si 
vo 2) AT 
Alfred Dunhil ROF SEFERE 
0c co TID 
- o hift Seeman: 
Louis Vuitton MEE 
O GOR URREN 
co T aaa 
Tag Heuer MEBEEEEEEEEEEEEENN 


BUSINESSWOMEN IN THE Philippines remain the 
savviest in Asia. In general, women make up one- 
fifth of the survey's respondents, but the figure for 
the Philippines is 3296. In Taiwan, the number is 
also high, with a quarter of respondents being 
women. In contrast is the number in Malaysia, 
which is heavily male-dominated, with only one in 
ro respondents being female. 

Most of the respondents (86%) count them- 
selves as Asian, with the obvious exception of those 
from Australia, where only one in four is Asian. 
And though this publication was started almost 6o 
years ago by non-Asians, it has a strong reach into 
the Asian business community in many countries. 
In Malaysia and the Philippines, 9796 of respon- 
dents are Asian. 

Examining the age of respondents gives us a 
glimpse of how the REVIEW community is shaping 
itself for the years ahead. The levels of Asians 
and of females are still growing. While only 996 of 
respondents above the age of 55 are women, 3696 
of those below 35 are female. Move over for young 
female Asians, guys, and bin the stereotype of 
passive, obedient females for ever. 

For a rounder image, we also included ques- 
tions about our habits as consumers. The chart on 
this page about labels on our clothes and acces- 
sories suggests we are classy people with a taste for 
European designer gear. Why do we buy that stuff? 
Or are we picking up cheap pirate copies? We'll 
answer those questions on the next page. = 
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QUIZ: You're on your way to your mother's house 
for her birthday dinner. What would you pick up 
as a gift for her? Have a think about the perfect 
present before you read the next paragraph. 

Got it? Now, be honest. Did you think of a 
generic product, such as a scarf, perfume or a 
brooch? Or did you think of a labelled product, 
such as a Hermes scarf, Chanel perfume or a 
Cartier brooch? 

People from Japan, Australia and a number 
of other places would think of the item first, and 
not specifically consider the brand. But Filipinos 


| Choose A Brand, Then The Item 
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would think of the brand of the product first, and 
then choose the specific item. For Malaysians 
and Taiwanese, the two considerations have equal 
value. Clearly, there's a great deal of brand-con- 
sciousness in Asia. Is it because we are showy 
and ostentatious? 

Readers’ answers show that the less noble 
reasons—to show off, or because celebrities carry 
the stuff—were not key factors. The majority of 
respondents bought European-labelled goods 
because they were better designed and of higher 
quality. The exceptions were Singaporeans and 
Filipinos, who saw luxury goods as personal 
rewards they could earn for themselves. 

Reinforcing this finding was the chart that 
shows answers to a question asking whether price 
or brand was more important. Every community 
chose price, except for South Korea, which iden- 
tified brand as a more significant factor. 

Do REviEw readers buy real stuff? Or are we in 
Shenzhen, China, picking up dodgy items of 
uncertain provenance at cut prices? The answer 
rang out loud and clear from every group ques- 
tioned: No fakes please. We'll pay for the real thing. 
Even if we deduct a few percentage points to 
compensate for the fact that people being surveyed 
are likely to want to present themselves as being 
more law-abiding than they are, the vote for real 
products was so strong as to suggest that most 
respondents genuinely dislike buying pirate copies. 
In the long run, quality wins. & 


Far Eastern Economic Review 49 





| 
| 


-e — ————— 





ELEG TRUNIG INKUAUS 


Surfing Has Cut Reading Time 
$ 10; 120) 130) (40; (50; (60; 70. 180 


Tawan BERT ASE a etre Up Oo E Tt a ESS: 


| 


e 


Philippines 


Malaysia 


Australia 5 re 


Hong Kong 
| 


Singapore 


——ymá 
Thailand —————A— m 
JGMPSESUEDEHCUHI I EARE Pico A 


Indonesia 


Japan ———— Yes 


South Korea 


I'm Buying More Stuff On-line 
% 0 10 20 30 40 50 60 


South KOr^o emm —— 
EL ——— — : 


Australia 


Yes 
E is 
77030 easement UR IEEE at ertt i 
Us 2 S07 gg Pmanmugmagecaaaeveos 
Malaysia li — , 
MIU —————————— 
Philippines psmmss—"Pí— ü—— 
OO a AEE ENN 


GOTCHA: A digital camera is one of the Big Four techie toys you have to have 





HOW GEEKY ARE YOU? Readers seem to fall into 
three categories we might identify as Tech-Literate, 
Serious Geek and Gadget Junkie. The first covers 
7096-9096 of us. We have the Big Four techie toys: 
mobile phone, DVD player, digital camera and 
laptop or notebook computer. 

The second category, which contains one in 
three respondents, we call the Serious Geek. They 
have the Big Four products plus several of the 
following: MP3 player, PDA, flat-screen TV, digital 
camcorder, or home theatre. What's more, they can 
surf or take pictures with their mobile phone. 

The third category, the Gadget Junkie, contains 
only about one in 1o respondents. They have most 
items from both lists, plus some of the cutting edge 
products which imply electronic addiction: invis- 
ible Wi-Fi connections in their home or office, 
game consoles under their TVs, and a habit of 
watching video clips on their 3G mobile phone. 

Meanwhile, one in two of the people surveyed 
are not buying more on the Web than a year earlier. 
The other graph shows that people haven't cut 
magazine-reading time for Web-gazing—phew! = 


COMING UP: What's the hot car these days? Are 
salaries up? Check out Parts Two and Three of Asia 
Lifestyles, to be published in the issues of September 
30 and October 21. 
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CRIME 


Tracking a Killer 


Serial killer Charles Sobhraj was convicted in Kathmandu on August 12 of murders in the 
mid-1970s. For a retired Dutch diplomat, it was the end of a mission 


‘TWENTY-EIGHT YEARS AGO, Dutch diplomat Herman Knip- 
penberg sat in his rented house off Bangkok’s busy Sukhumvit 
Road pulling documents and photographs from a bulky green 
manila folder. For several hours, stretching into that soft, long- 
ago evening, he described to this writer in astonishing detail 
the chilling story of a smooth-talking Vietnamese-Indian serial 
killer, a French national who had lured gullible young foreign 
tourists to their deaths in countries across Asia. 

Frustrated by the lack of interest of Thai police, Knippenberg, 
then 32, had done almost all of the investigation himself, helped 
initially by what he called his “action team" —three colleagues 
from the Belgian and American embassies and his so-called 
"agent-in-place"—housewife Nadine Gires, the killer's 22-year- 
old neighbour. It was only after Knippenberg had stitched the case 
together, carefully preserving his role from public scrutiny, that 
the Thais were prodded into action. 

By then, 12 people had fallen victim to a killer who may have 
been the perfect real-life incarnation of one of fictior's most dan- 
gerous characters—a cultured, cunning, satanically handsome vil- 
lain with a compulsion to do evil. Charles Gurmukh Sobhraj, 
now 60, gem dealer by profession, a fastidious, pathological 
Francophile fluent in five languages, is all of those things and more. 

Sobhraj was arrested in India in July 1976 and jailed for 12 years 
for the manslaughter of a French student and an Israeli tourist, and 
for drugging 22 members of a French tour party who had dropped 
like flies in the lobby of a New Delhi hotel. But it is only now, seven 
years after Sobhraj eventually won his freedom, that Knippen- 
berg believes justice has finally been served. 

On September 19 last year, the day the Dutchman retired from 
the diplomatic service, Nepalese police arrested Sobhraj in the casino 
of Kathmandu's Yak and Yeti Hotel, two days after a local journal- 
ist had recognized him in the street. And in August this year, the 
Kathmandu District Court jailed him for life for the December 
22, 1975, death by stabbing outside Kathmandu of American 
backpacker Connie Bronzich, 29. Her Canadian boyfriend, Laurent 
Carriere, 26, had been murdered the day before, but that case was 
dropped because Nepalese police couldn't find the file. 

The key evidence in rebuilding the Bronzich case came from 
Knippenberg’s four boxes of material, including yellowed pho- 
tographs, extensive witness statements and photocopies of 
embarkation cards, flight manifests and passports. Knippenberg 
kept these with him in a diplomatic career that subsequently took 
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him from Thailand to the United States, Indone- 
sia, Austria, Luxembourg, Greece and New Zealand. 
“I couldn't forget him, it was like having malaria,” 
the 6Go-year-old Harvard graduate recalls from his 
retirement home in Wellington. "Every couple of 
years or so something would happen that would 
draw me back into the case again." 

Because of the case, Knippenberg, a doctor's son 
from a small Dutch town near the German border, 
never did finish his doctoral dissertation on Thai 
counterinsurgency operations. But he was to prove 


VINDICATED: 
Herman 
Knippenberg 
at his home in 
Wellington, 
New Zealand, 
days after 
Sobhraj was 
arrested in 
Nepal 





himself outstandingly able in 
something he had never prepared 
for: police work. As one senior Thai 
police general was to tell him: “l 
think you're a natural." 

Sobhraj, the object of four 
books and three documentaries, 
managed to elude the full weight 
of the law for so long because 
Thai police, in particular, could 
not conceive of a foreign serial 
killer preying on other foreign- 
ers. The Ho Chi Minh City-born 
Sobhraj took breathtaking risks, but he was also 
relying on the ineptitude of police in drawing 
links between seven brutal murders that took 
place in Thailand between August and Decem- 
ber 1975. 

It was Knippenberg who made the connec- 
tions. Once asked about the tenacious Dutch 
hunter he has never met, Sobhraj responded: “| 
dont know what he has against me." But the two 
have been bound together from the day the charred 
bodies of Dutch-born Indonesian Henk Bintanja, 
29, and his girlfriend, Cornelia Hemker, 25, were 
found on a roadside north of Bangkok. That was 
on December 16, 1975. Knippenberg, at that time 
a third secretary at the Netherlands embassy, was 
given the task of finding out what had happened 
to the two backpackers. It was to set him on a pan- 
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Asian trail of murder, robbery, drugging and deceit that consumed 
much of his spare time, even after he was told by his superiors to 
stop his detective work. 

In the late 1970s, Sobhraj gave interviews in jail to author 
Richard Neville and, in 1984, to Bangkok-based journalist Alan 
Dawson. Sobhraj talked of, but didn't actually admit to, the 12 mur- 
ders he is alleged to have committed with two accomplices. Look- 
ing back, Dawson says, "He gave a reason for doing it—that white 
people had enslaved Asians with drugs and he was getting his own 
back—without actually saying he did it." Of Sobhraj’s alleged 
accomplices, his French-Canadian girlfriend, Marie-Andree 
Leclerc, then 31, has since died of cancer. Indian Ajay Chowdhury, 
22 at the time of the murders, has never been caught 

By the time Knippenberg entered the picture, Sobhraj had 
already claimed his first five victims, most of whom had spent time 
at the killer's Bangkok apartment. Astonishingly, on December 18, 
1975, the day the bodies of the Dutch couple were identified, 
Sobhraj and Leclerc used the passports of their victims to fly to 
Kathmandu. And when they returned to Thailand on December 
23, they were travelling on the passports of Carriere and Bronzich. 

Urged on by Knippenberg, Thai police briefly detained the 
three suspects in March 1976, then inexplicably released them 
hours later. The following month, with Sobhraj and Leclerc long 
gone, Knippenberg was given police permission to carry out his 
own search of the Bangkok apartment. There, he found the per- 
sonal effects of many of Sobhraj's victims—and eight kilograms 
of medicines, including injectables 
and six bottles of an anti-diarrhoea 
medicine laced with rat poison. 

By then the killers were in 
Europe, but it wasn't long before they 
were back in India. Nabbed after the 
tour-party incident, Sobhraj spent the 
next ro years in New Delhi's Tihar 
jail. In March 1986—two years 
before his scheduled release—he 
escaped. He was later recaptured in 
Goa and given another 10-year sen- 
tence, avoiding extradition to Thai- 
land where he would have faced 
almost certain execution. When he finally walked free in Feb- 
ruary 1997, memories had faded—and so had the Thai arrest 
warrant, which had expired a year before. 

Knippenberg was deputy chief of mission in Athens at the 
time. "I thought, my God, let's not complain," he says. "It was ter- 
rible, of course, because of the sense of injustice I felt, but at 
the same time I said to myself that after all the disappointments 
we had got more than we expected. Given the rate he killed, we 
had probably saved the lives of so young people or more by keep- 
ing him in jail." 

Sobhraj then lived for more than six years in the suburbs of 
Paris, revelling for a while in his notoriety. What made him to 
return to Nepal is difficult to fathom. Knippenberg thinks Sobhraj 
knowingly took the risk to attract attention, letting himself 
believe—like many serial killers—that his superior intelligence 
would once again get him off the hook. Except this time, he 
forgot about a man who had never given up the hunt. = 
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Books: U.S. ENvoys IN ASIA 


Whose Truth? 


Former U.S. Deputy Secretary of State Strobe Talbott’s memoir shows a failure of 


American diplomacy, writes Madhav Nalapat 





WHAT SHALL WE TELL THEM? America’s Strobe Talbott and 
India’s Jaswant Singh meet the press in July 1998 after India 
conducted nuclear tests 
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WHEN THOSE WHO HELP to make history write it, the 
result is a memoir that dresses up the truth. This is clear 
from former United States Deputy Secretary of State Strobe 


Talbott's new book, Engaging India: Diplomacy, Democracy 


and the Bomb, a self-absorbed view of the U.S. interven- 
tion in the nuclear stand-off between India and Pakistan that 
began in 1998. 

Talbott says the personal diplomacy that he and then- 
Indian External Affairs Minister Jaswant Singh undertook 
for 22 months starting in June 1998 represented "the turn- 
ing point in U.S.-Indian relations." The book is peppered 
with the view that only skilful U.S. diplomacy averted a 
nuclear war between India and Pakistan. 

According to Talbott, Pakistan's army was “preparing its 
nuclear forces for deployment in 1999. [insesiok ndis: 
Indeed, he says, there was the risk of a Diplomacy, 
world war, as "Pakistan might seek sup- Democracy and 
port from China and various Arab states, the Bomb ] by 
while India would perhaps turn to its old Strobe Talbott. 


Brookings 
protector Russia and even to its newer is 
= Institution Press. 
partner Israel. $27.95 


In reality, Beijing had already indicated 
to Islamabad that it would not rescue Paki- EN 
stan in a conflict, a point acknowledged INDI] 
by Talbott himself a few pages later. Mean- Mi el 
while, President Boris Yeltsin's Russia and 
Israel were both equally unlikely to snub 
Washington in favour of India. 

According to Talbott, Beijing's fever- 
ish armament programme was not to coun- 
teract the U.S., but India, whose "draft" 
nuclear doctrine "would surely provoke an acceleration of 
China's nuclear build-up." Of course, he says, China itself was 
not a threat to India. Talbott approvingly quotes former 
President Bill Clinton telling then-Prime Minister Atal Behari 
Vajpayee to follow the example of Brazil, “which had done the 
right thing in not going nuclear." 

But Brazil may have acted differently if, like India, it had 
two nuclear neighbours, had fought both in the recent past 
and was tackling a continuing proxy war with one of them. 
And, nowhere in the book does Talbott accept that China 
might be a factor in Indian security strategy. 

Talbott places great value on symbols such as member- 
ship of the United Nations Security Council, rather than on 
India's strategic muscle, demonstrated in the 1998 nuclear 
explosions that forced the Clinton administration to seriously 
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CHINA 
About a third of the way into his 
excellent book, China Hands, James 

Lilley asserts: “When dealing with 

China, it was important to keep one’s 
head on straight.” 

That is sage counsel from Lilley, who 
between 1982 and 1991 served the 
United States as de facto ambassador to 
Taiwan, ambassador to South Korea and 
ambassador to China. He had already 
had an intriguing career as what he calls 
“a covert foot soldier” in the ranks 
of the U. S. Central Intelligence Agency 
from 1951 to 1979. 

Lilley, with the help of his journalist 
son Jeffrey, strolls down memory lane 
in an account of his childhood in China 
and the tragic death of his older brother, 
Frank, in 1946. He ranges over his 
education at Yale University and his 
intelligence work in Japan, Hong Kong, 
Laos, Cambodia and Thailand, though 
he disappoints by not telling much 
about his operations there. He recounts 
his close affiliation with George Bush 
the elder, who was ambassador to 
China, director of the CIA, and president 
of the U.S. in 1989-93. 

The cohesive thread woven through 
this well-written memoir, however, is 
Lilley’s association with China. He was 
the first U.S. intelligence officer to serve 
in the People’s Republic of China when 
liaison offices were opened in 1973. “In 
my approach to China,” he writes, "I 
tried to eschew romanticism and exces- 
sive emotion." Instead, "| developed a 
certain remoteness in my scrutiny of the 
country and its motives." 


MAN 


During his childhood in Qingdao, 
where he was born in 1928 and lived 
for eight years, Lilley says, "I had 
begun to understand the Chinese as 
an appealing but manipulative people 
with kind of a raw, easily agitated 
nerve from having been squashed by 
foreigners. My sense is that China's 
mixture of grievances derives from a 
self-centred nationalism—deeply 
rooted in the Chinese past— 
which can assume an anti- 
foreign tone or cast." 

Lilley has stern words for 
the way former President 
Jimmy Carter and his adminis- 
tration broke diplomatic 
relations with Taiwan and 
established ties with China in 
1979, though Lilley supported 
the idea of normalizing rela- 
tions with China. At the time, he wrote 
in a policy paper that secrecy and 
disrespect towards Taiwan had pro- 
duced a bungled compromise. 

"You do not put dilettantes up 
against pros and come up with 
favourable results," he concluded in a 
private memo to the elder Bush. "We 
were taken to the cleaners on Taiwan." 
Today, a quarter-century later, Taiwan is 
still the most troublesome issue 
between Washington and Beijing and no 
resolution is in sight. 

Lilley is at his best in his chapters 
on the 1989 pro-democracy protests in 
Tiananmen Square and their aftermath. 
He arrived in Beijing on May 2 that year, 
and two days later rode into the streets. 





"Making sure to keep my identity as the 
American ambassador secret, | 
engaged students in conversation, 
querying them about their hopes and 
dreams for China." (How a middle-aged 
Caucasian over two metres tall kept his 
identity secret is not explained.) In 
contrast to his reluctance to write 
about intelligence operations in Asia, 
Lilley gives a vivid account that surely 
adds to the historical record 


[ China Hands: Nine 
Decades of Adventure, 


and Diplomacy 
in Asia | by James Lilley 
with Jeffrey Lilley. 
Public Affairs. $30 


of the Tiananmen episode. He 

describes how Chinese-speaking 
embassy officers and their colleagues 
in the Australian, British, Canadian, 
French, German and Japanese 
embassies fanned out over Beijing to 
observe, listen, question, and count 
casualties. Lilley also tells how the U.S. 
embassy gave shelter to Chinese 
dissident Fang Lizhi and his wife, hiding 
and feeding them for over a year before 
flying them out of the country. 

Consistent to the end, Lilley has this 
pragmatic observation for all who would 
have diplomatic, military or business 
discourse with China. "China is as it is," 
he says, "not as we want it to be." 


Richard Halloran 
Richard Halloran is a writer in Hawaii 


engage India, or the high rate of growth that has kept New 
Delhi on the U.S. radar ever since. 

Talbott follows the line then hewed by the U.S. govern- 
ment's South Asia specialists in hyphenating India with Pak- 
istan. After the 1999 Pakistani incursion in Kargil, Talbott 
writes, the U.S. put its views “bluntly” to both the Indian 
and Pakistani envoys. They would be treated equally as “pro- 
liferators,” though India, unlike Pakistan, has an impecca- 
ble record in avoiding cross-border proliferation. 

Talbott would have us believe that then-Pakistani Prime 
Minister Nawaz Sharif came uninvited to Washington after 
the Kargil incursion, when newspapers reported that Clin- 
ton had invited both him and Vajpayee to a photo-oppor- 
tunity in the White House Rose Garden, in the style of the 
famous meeting that had been held there in 1993 between 
Palestinian Liberation Organization Chairman Yasser Arafat 
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and Israeli Prime Minister Yitzhak Rabin. It was a bit of 
American political theatre that the canny Vajpayee refused 
to join in. Officials in Delhi were aware that Sharif had been 
given a face-saving cover to what was a military rout. As 
some had foretold, the Pakistani army described the Clin- 
ton-Sharif meeting as a sellout, and moved against the luck- 
less prime minister. 

The relevance of Talbott's book is a grudging admission 
that U.S. policy in South Asia has been a failure. Pakistan con- 
tinues to tacitly support militants in Kashmir, while India stub- 
bornly refuses to disarm, in the face of persistent U.S. efforts 
to ease China’s fears. We are likely to see more of the same 
mix of hypocrisy and self-delusion that has made “U.S. diplo- 
macy” an oxymoron, = 


Madhav Nalapat is professor of geopolitics at India's 
Manipal Academy of Higher Education 
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CAT PEOPLE: A winged cat from 
Hell visited a city in Russia. The 
ginger cat, twice as big as a 
normal moggie, showed up 


recently in Bukreyevk near Kursk 


in central Russia. A woman who 
gave milk to the stray was horri- 
fied when, on the second day of 
their acquaintance, it stretched 
out two chicken-like wings. “It 
was just like a devil,” Nadezhda 
Medvedeva told the local media. 
In contrast, Medvedeva’s 


daughter, who spent some time 
actually playing with the animal, 
said the cat was an affectionate 
creature that showed signs of 
having been a pet. Villagers 
scoffed at the child's absurd 
theory, preferring to believe it 
was a demonic envoy from the 
deepest levels of Hades. Adults 
drowned it. The Mosnews Web 
site published a black-and-white 
photo showing a cat with 
wing-like growths on its back. 


SAY NAH TO NAS: Saparmurad Niyazov, president of Turkmenistan, 

_ issued a decree banning the consumption of nas in public places, 
Interfax reports. Nas is that country's equivalent of cigarettes. It's a 
narcotic, lime-flavoured chewing stuff made up of tobacco and chicken 
droppings (I kid you not). Doctors think it might not be good for you to 
ingest in large quantities. Well, that's a surprise. What | can't work 

out is how on earth nas marketers make chicken droppings look cool? 


PET THEORIES: Dingoes are not indigenous to Australia but are 
"recent" immigrants from Asia, amazed scientists discovered. The 
wild dogs strongly associated with Down Under are descendants of a 
few Southeast Asian pets who arrived on one specific vessel 5,000 
years ago, DNA testing has revealed. "There is good reason to believe 
that the ancestors of the dingo jumped ashore in Australia together 
with people who went there by boat," scientist Peter Savolainen was 
reported as saying on ScienceDaily.com. The tests show that modern 
dingoes are "live" preserved examples of prehistoric lifestyles— 
exactly the dogs cavemen had as pets. 


LOVE STORY: An unwed couple found in a hotel in Bangladesh were 
marched to the nearest police station and ordered to marry each other. 
Police officers told Mominur Rahman Chowdury that they considered 
him to be a rapist and Shefali Khatun Shelley as his victim. But they said 
they would drop rape charges if he married her. (In parts of South Asia, 
forced marriages "resolve" rape cases.) He eventually agreed and the 
wedding took place at Boalia police station in the city of Rajshahi in the 


northwest, The Independent newspaper of Dhaka reported. Not the most 


romantic start to married life, but one has to wish them good luck. 
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SUSHI, ANYONE? Readers have 
long had a fondness for monsters, 
so we are pleased to report that a 
genuine giant squid was found 
recently. The creature, which 
weighed 100 kilograms and was 
almost nine metres long, was 
found dead in a fisherman's net 
off the coast of the Canary 
Islands. It's a rare beast, having 





ALL MOD CONS: House for sale. Two beds, 
two receps., single garage, one full-time job. 
That's the deal being offered to homebuyers 
in the Fukushima prefecture village of Izu- 
mizaki in Japan. The town is so hungry for 
citizens that it will arrange employment for 
people who move there. The latest wheeze 
follows the announcement that homebuyers 
will receive up to Y3 million ($26,872) in bus 
or train tickets since the village is several 
hours' commute from the nearest metropoli- 
tan centres. The town has lots of factories, 
but 136 of the 197 residential plots remain 
unoccupied, the Mainichi Shimbun reported. 
Have you noticed how a tone of panicked 
desperation makes enticements somehow 
rather unpalatable? 


been spotted only 300 times in 
the past 500 years. No one has 


live at the bottom of the sea and 
rarely nip to the surface for food. 
The biggest one found weighed 


squid may be drowning in their 
own drool at the thought. 
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ever seen a live one, because they 


900 kilograms and was 18 metres 
long. Lovers of Japanese-style raw 


À Y | À | ! "i r The Review's monthly guide 
to dining and style in Asia 


Spa Serenity 


We know you Wor -k hard. So this month we offer an array of Spas Ww there you can shr ug o ff 
'our worries and step into tranquillity—often without breaking the bank or t travelling far 
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stress-busting 
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MANSEN UBSESSIUN 










Soah your weary bones in the blissful heat of the onsen, or hot springs, dotted around Japan. 
Here are two getaways that will send you ru nning bach for more 


is : in the desert 
of concrete that is modern Japan,” explains 
56-year-old Tateo Tajima, the owner of the 
Wasure no Sato Gajoen onsen, or hot 
spring, in Kagoshima prefecture on south 
Japan's Kyushu island. “Japanese people 
used to be friends with nature and the 
need to be so again is very strong.” 
Tajima describes himself as a creator. 
He dreams of building the perfect onsen 
experience. His Gajoen ryokan, or tradi- 
tional inn, sits in a river valley in the 
mountainous heartland of the island. Run 


by Tajima’s wife, it is a wonderful mix of 


an old-style Japanese onsen and modern 
ideas that do not intrude. 

At Wasure no Sato Gajoen, Tajima's 
goals are for a more sedate experience. He 
is a genuine pioneer, the first to incor- 


mn 
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porate private roten buro (open-air baths) 
within the design of the guest rooms. This 
idea is now much copied. 

These days, most of Tajima’s new 
efforts are poured into his Tenku no Mori 


forest resort, consisting of a handful of 


secluded wooden chalets attached to the 
onsen. One such cluster is perched deli- 
cately atop a hill to face the surrounding 
mountain range. Another sits on the 
mountainside facing the valley. 

Tajima channels the same hot spring 
waters into the dwellings. The design is 
breathtakingly simple and the effect is one 
of complete peace with the surroundings. 

Today, onsen in Japan are the major 
players in the Japanese tourism indus- 
try. Japan's total population is 127 million, 
but according to the Japan Spa Associa- 


tion, the country's 16,000 onsen get over 
140 million visits every year, one indica- 
tion of how many people, specially the eld- 
erly, return repeatedly. 

In Japan the search for the perfect 
onsen experience has in recent years cre- 
ated a very competitive business—even 
leading to fraud with onsen owners claim- 
ing natural waters. Bathers are no longer 
heading to established onsen resorts with 
ugly oversized annexes that maximize 
customers. Instead, Japanese tourists are 
sniffing out remoter areas in search of a 
more natural environment. It is a difficult 
balancing act. As soon as an onsen 
becomes known for its old-fashioned, 
unspoiled style and is marketed as such, 
visiting hordes trample over it till the place 
loses much of its natural feel. 


2004 


September 2 


One such onsen is Tsuruno Yu in 
Akita, on the northwest coast of Japan's 
Honshu island. It is a beautiful hot 
spring of milky coloured water and old 
wooden structures. It has made no at- 
tempt to modernize in the past 10 years 
or so and has therefore been recognized 
1s the closest thing to the ultimate tra- 
litional onsen—beyond, that is, the state- 
of-the-art snowploughs ensuring clear 
access for the buses bringing hundreds 
5f weekly visitors in winter. The peak sea- 
son for Tsuruno Yu is January through 
March. At this time it is encased in beau- 
tiful snowdrifts several metres high, and 
the effect of the biting cold and the hot 
»ut bearable spring water on the tired 
»ody is unbeatable. 

Traditional rural onsen always used to 
de open to mixed bathing, but in recent 
imes male and female baths have often 
yecome separated. Tsuruno Yu's focal 
Joint is a large open-air, mixed bath, lit at 
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night by a simple oil lamp, imported espe- 
cially from Germany for its perfect 
glow. The onsen is popular with all. Older 
visitors make up the bulk of the cus- 
tomers. Families, students and company 
groups also visit. One tour company offers 
Tsuruno Yu as part of a day-long round of 
authentic Japanese experiences. Guests 
are allowed to wear a pukata, or casual 
kimono, and take a dip before being 
whisked away again. 


IONATHAN ELLIS 


WASURE NO SATO GAJOEN 

TENKU NO MORI 

4230 Shukukubota, Makizono-cho, Aira-gutr 
Kagoshima prefecture, Japan 

Tel.: (B1 99) 5772 114; fax.: (81 99) 5772 203 
E-mail: gajyoen@myoken-onsen.com 


TSURUNO YU ONSEN 

50 Kokuyurin, Sendatsu-zawa 
Tazawako-machi, Senhoku-gun, Akita 
prefecture, Japan 

Tel.: (81 18) 7462 139; fax.: (81 ! 744 


Web site: www.tsurunoyu 





HOT STUFF: (Clock- 
wise from opposite) 
Ladies’ bath at 
Wasure no Sato 
Gajoen; outdoor 
baths on the river 
at Wasure no Sato 
Gajoen; Tsuruno Yu 
onsen in winter 
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SUUTHING BUSH WISUUM 


Australia’s Daintree offers the perfect escape from urban pounding. Luxuriate instead under 
the gentle kneading of a therapist and the spa’s use of the rainforest’s natural gifts 


! -other than sheer lux- 
ury—to visit the Daintree Eco Lodge and Spa: lt 
was voted best spa in Australia and the South Pacific in 
2004 by Conde Nast Traveller and was the only Australian prop- 
erty listed. A recent Harpers and Queen article featuring the 


world's most outstanding wild destinations also called it the 
most pampering eco lodge in the world. As if that wasn’t 
enough, in 2003 the lodge won two Australian tourism 
awards: best deluxe accommodation and best ecotourism. 
For international visitors, the lodge's most distinctive 


The Bottom Line on Health 





Spa Samui gets to the guts of 
internal spring cleaning, 
offering a rigorous programme 
of fasting and colonic irriga- 
tion—a process where copious 
amounts of water (introduced 
through a delicately inserted 
tube) slosh around your large 
intestine to dislodge years of 
accumulated muck. 

Those who stick out the 
startling seven-day cleansing 
claim miracle cures. They talk 
of rejuvenated livers, reduced 
allergies, glowing skin, a sense 
of well-being they hadn't felt 
since they were children. "This 
is absolutely the best thing | 


have done for myself in my 
entire life," says Suzanne Vion, 
an American yoga teacher who 
lives in Saigon. She says her 
shoulder pains have vanished; 
she feels absolutely calm. 

Spa Samui organizers say 
the seven-day programme 
provides a powerful way to 
detoxify the bloodstream and 
digestive system. They suggest 
eliminating dairy and wheat 
products for a healthy diet and, 
founder Guy Hopkins says, 
sticking to what your grand- 
mother said: Eat your vegeta- 
bles. "This is not nuclear 
physics, this is basic," he says. 


Those who struggle with 
the idea of shoving tubes 
where the sun doesn't shine 
can just enjoy the way time 
slows down in the quiet sur- 
roundings. The bungalows on 
the hilltop section of the spa 
are particularly peaceful, 
surrounded by palm trees, and 
feature a restaurant, which 
offers only the healthiest 
menu. Plus the joy of falling 
asleep to the sound of geckos. 

Mishi Saran 


cf SAMI i 


Koh Samui, Thailand. 

Web site: www.spasamui.com 
Bungalows rent for 324-72 
per night, not including taxes 


3ACK TO NATURE: 
Jaintree treats 
visitors to locally- 
nspired settings 
opposite) and 
iatural therapeutic 
yroducts 





feature is its focus on Aboriginal treatments and massage, 
1s well as its close affiliation with the local indigenous pop- 
ulation who open visitors’ eyes to the remarkable rainforest 
surrounding the lodge. Located in a lush, tropical 12- 
hectare valley in the Daintree rainforest region of north 
Queensland and owned by Terry and Cathy Maloney, the 
Daintree Eco Lodge and Spa offers a combination of 15 
luxury tree-house villas that have been constructed to strict 
environmental standards, gourmet cuisine incorporating 
ocal bush foods, and a distinctive range of spa treatments 
asing an Australian Aboriginal spa product called Li'Tya. 

"The Li'Tya range of native plants, clays and salts are 
nixed with natural ingredients found on site at the lodge, 
such as local ochres and ginger, as well as the property's 
aatural spring water,” says the owners’ daughter, Corinne 
Maloney. The Maloneys have forged a close relationship 
with the local KuKu Yalanji people, who offer guided rain- 


orest walks and advise on all indigenous elements of 


he lodge's operations. 

The lodge's most popular treatment is the Walbul 
Walbul, which goes like this: A therapist massages warm 
jil into the client who is lying on a timber bed made in 
the shape of an ylang ylang leaf. The therapist then sprin- 
<les desert salts over the client’s body and follows this 
with an invigorating exfoliation. Next, the client is 
wrapped in warm mud, and is given a relaxing head mas- 
sage and hair pack with the Chinese herb quandong 
»efore warm rain is used as a hydro-therapy massage. 
he final treatment is a full-body massage using ancient 
Aboriginal techniques. SUSAN GOUGH HENLY 


JAINTREE ECO LODGE AND SPA 

20 Daintree Road, Daintree, Queensland 4873, Australia 
fel.: (61 7) 4098 6100; fax: (61 7) 4098 6200. 

Postal address: Private Mail Bag 20, Mossman, 
aueensland 4873, Australia 
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Sunrises and Springs 


Just 33 kilometres off Taiwan’s rate concret 
southeastern coast, a short and poured 
bicycle ride over the vegetation 
laced voicanic ash of the 16 

square-kilometre Green Island keep them at 42 deg 
brings you to sulphur springs Celsius, 38 degre 

that bubble up through the 


coral tide | 


wate! pumpi 


degrees. When h 


coral. Here, at the Sunrise Hot in, the pools acai 
Springs, visitors can bathe in layers of temper; 
sulphur-flavoured salt water and the botton | 
watch the sun rise over the surface. A 
Pacific Ocean. stands off to the 
While Taiwan boasts some those wishing t 
150 hot springs at any given [hose more 
time (the number varies due to comforts of tile 1 
earthquakes), the Sunrise Hot water jets may el 


Springs on Green Island stand 


UNUSUAL PLEASURES: Salt-water hot springs overlook the sea 


out as one of the most unusual. pedestals just inl 

In fact, only three such hot Ince the sul 

springs exist in the world highe 

today—the others are in Sicily tourist route t 

and Hokkaido, Japan. Volcanic of the island whi 

activity in the earth heats once most infam 

underground springs and has been turned 

pushes them to the surface or museum. Here ti 

the coral beaches of Green graphs of martia 

Island's east coast. prisoners | 
Unlike the hot springs cratic polit 

dotting Taipei's northern hills, and visitor 

these ocean springs have a the cells a! 

low sulphur content and thus hung porno 

do not claim to have medicinal remembering th 


properties. One can just enjoy world exist: 
the warm bath here and be 
glad when other bathers do 


not crowd the waters. SUNRISE HOT SPRIN: 
Hot-spring temperatures at T" Siana 
; ^1 Web site 
Sunrise reach boiling point | T5 
wy WWW.SUnrise of SA 


making a relaxing soak out of 
the question—but three sepa 


Open daily 24 hou 
Hot spring and spa NI32z 
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- HIMALAYAN RETREAT 


asorts’ latest spa sits in the lap of the 
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THE TOWN OF PARO: 


Amankora is 
located nearby 








IF THE FIRS 
RAISED A 
LANGHAM PLAC 
TO RAIS 


The first Lang 


The brand new Langham Place I 


THE LEGE 


Contact us free of charge n 'Click-to-Talk' on our website 


www.langhamhotels.com/langhamplace/hongkong 

















THE TERM “ASIAN SPA" usually conjures up 
images of beaches, sea breezes and orchid-strewn 
baths. But Amanresorts is giving the traditional spa 
a new Himalayan twist. In its newest resort in the 
isolated mountainous kingdom of Bhutan, Aman- 
resorts is offering its upmarket clients a new 
experience in spa heaven. Bracing mountain air, 
pine-scented forests, and a lawn of waving wheat 
greet weary hikers who hole up at Amankora's lodge 
near the town of Paro. Instead of air-conditioners, 
the spa is equipped with numerous bukharis—the 


Bhutanese equivalent of a wood-burning stove. In BHUTAN BLISS: Looking 
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ments in the Himalayas—the only other mountain 
resort that would qualify is Ananda in the Himalayas 
in Rishikesh, India. The Amanresorts visionaries 
however, have included hot stone baths in the spa 
a truly local pleasure in parts of the country 

The Bhutanese masseuses, who have been train 
ing here for more than six months, had never heard 
of a spa before the arrival of Amankora. Unde 
the tutelage of Amanresorts' top spa trainer, Hanna 
Lumbroso, women such as Ugyen Wangchuck are 
learning how to give massages. After taking courses 
in Reiki (energy healing), the women are taught the 


the upper level of the lodge, travellers relax before Out from the spa's sauna essentials of spa service. “At first they were even too 


being ushered into the treatment rooms below. A 
picture window gives a view of heavy mist rolling over the 
hills. Down below, music tinkles softly and the sound of river 
water rushing past the lodge lulls visitors into a Zen-like state. 
At Amankora everything is muted. Slate-grey towels and 
chocolate brown, soft woollen carpets over honey-brown wood. 
Painted stones with Buddhist symbols rest on the treatment 
beds. The only other accessories are pine cones and simple 
brass bowls filled with water and delicate yellow buttercups— 
native flowers of Bhutan. There is no tradition of spa treat- 








shy to touch," says Lumbroso. “It took a long time 
to teach them to relax." But as the young masseuses began 
work at the end of June, it was as if they'd been doing it all 
their lives. Wangchuck's first client was so huge, she thought 
he looked like a wrestler. "When I saw his leg, I couldn't imag- 
ine doing his back," she laughs. KAREN MAZURKEWICH 


AMANKORA, PARO, BHUTAN 

Web site: www.amanresorts.com /kora /home. hi 

Amanresorts Central Sales & Reservations Office, ti 65) 6887 
3337; fax.: (65) 6887 3338. E-mail: reservations 
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STEAMY DAYS 


A temple sauna offers rest to the body and 
peace to the soul 


“SHE’S VERY FAT,’ giggle the two 
young monks. “You'll find her easily.” 
“Fat” is a little unkind, but the boys are 
right: You really can’t miss the ebullient 
Noi, as she’s known to all, manager 
of Laos's best-known herbal sauna. 

The sauna has stood in the 
grounds of Wat Sok Pa Luang, a forest 
temple in the southern outskirts of 
Vientiane, for about 30 years. It was 
originally set up for the Buddhist 
monks, but word of its refreshing 
properties spread and it's long been 
popular with locals and visitors. 

[t's a simple affair: just a raised 
wooden platform, open on the sides, with the feel of a tree 
house. Guests clamber up a ladder to enter, and change into 
sarongs behind a pair of flimsy doors. 

Noi cuts the herbs each morning in her straggly, overgrown 
temple "garden," picking off a leaf here and there, crushing 
them to release their scents. There is mint, lemon grass, bam- 
boo leaf, and many others she can't name in English. 

The sauna steam should be made from 32 herbs, Noi says. 
But the decline of traditional medical knowledge and new con- 


Unexpected Escape 


The chaotic Chinese city of Shenzhen, 


associated with factories and shops 
offering cheap counterfeit goods than 
with places to unwind. 

However, a 45-minute taxi ride 
northwest of the city lies the tran- 
quil Shiyan Lake Hot Spring Resort. 
For around 128 renminbi ($16) 
visitors can have a 50-minute mas- 
sage and then sit back in the hot 
spring pools. Most of the 16 pools 
provide special features such as the 
near-scorching alcohol pool whichis to the manager. 
supposed to help circulation and 
ease fatigue. The cooler milk pool 
contains proteins that are meant to 
revitalize the skin. The resort also 
has swimming pools, tennis courts, 
games rooms, restaurants and 
around 300 hotel rooms. 


be replaced. 








Although the facilities at the hot 
neighbour to Hong Kong, is more often springs are clean, the 25-year-old 
resort looks the worse for wear. Much 
of the complex needs repainting. 
Decorations that may have looked 
appealing—such as the string of faded 
red lanterns that now hang limply 
along the main hotel's facade—need to 


The hot springs at the 45,000- 
square-metre resort draw about 
200,000 visitors a year, mostly from 
Shenzhen and Hong Kong, according 


Shiyan Lake does not match the 
luxurious resorts and spas else- 
where in Asia, but the management 
at the state-owned resort is 
searching for investors to pump in 
revitalizing capital. 
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HERB HEAVEN: Visitors enjoy post-sauna tea (/eft) or massages 


struction in Vientiane mean fewer and fewer of these plants can 
be found in the wild. Nowadays, Noi usually uses no more 
than 15 herbs but for the REviEW's visit, she declares, she's 
piled in all 32. Water and herbs in a big iron barrel are boiled ove? 
a fire under the platform, and the steam piped into the sauna. 

The heat is heavy with mint and citrus. The sweat flows 
freely. How long you can last in the sauna varies greatly, 
says Noi. "Old people can stay longer because they're used 
to it," she explains, adding that the herb-infused sweat should 
be allowed to stay on the skin for a few hours. 

An elderly Lao woman emerges from the sauna glow- 
ing, not sweating. She sits on a bench to enjoy a cup of sooth- 
ing root tea before braving the steam again. I leave her to it, 
and walk to the back of the platform for a rigorous Lao mas- 
sage by Noi's staff. In the early evening it comes with free 
acupuncture, courtesy of the forest's mosquitoes. 

As the sun sets, the last of the day's guests depart. Quietly 
out of the forest gloom, a line of saffron-clothed figures 
emerges. The monks have come to reclaim their sauna. 

BRIAN KEELEY 


THE SAUNA AT WAT SOK PA LUANG 
Thanon Sok Pa Luang, Vientiane, Laos. 


Open daily from 1 p.m. to 7 p.m. No phone number (just show up). 
Sauna and massage: 30,000 kip ($3) 





SURPRISE: Relaxing Shenzhen spa 


SHIYAN LAKE, SHENZHEN: 

Tel.: (B6 755) 2716 4148. 

Web site: www.sz-syh.com (Chinese only). 
The No. 532 bus from Shenzhen railway 
station goes to the resort. A taxi from the 


Stephen Seawright Lo Wu border costs 110 renminbi ($13) 


| 
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light the way 


Senior Director - International Law & Organizations 


£49,665 - £61,037 


As the world’s leading human rights organization, 

legal issues are at the forefront of everything we 

do - underpinning our campaigns, informing our research 
and enabling us to improve millions of lives throughout 
the world. Driving our work in this area, you'll play 

a pivotal role in developing legal policy and our work with 
intergovernmental organizations - you will also ensure that 
we work in line with international law ourselves. In short, 
you'll set standards for us to follow as you lead a team, 
work closely with other directors and build strong links 
with international organizations. 


You'll need an exemplary track record in management, 
supported by an equally strong human rights background, 
you'll be a seasoned professional with the perfect balance 

of approachability and assertiveness. An extensive knowledge 


of international law is essential, and you must be able 


to explain complex legal issues in layperson's terms. 


For further information about this and our other 
current vacancies, and to apply online please visit 
us at www.amnesty.org/jobs or fax us on *44 (0) 20 7413 5827. 


Please quote reference OSG/04/06. 
Closing date: 17 September 2004. 


Interviews will be held w/c 4 October 2004. 


The International Secretariat of Amnesty International 
actively promotes cultural diversity and equal opportunities. 


amnesty . 
international < 









RAYMOND YANG, Linkton: 





Stay Young At Heart 


If you're selling to a market like China that's dominated by young people, you would 
do well to take a keen interest in their tastes—better still, behave like them 


RAYMOND YANG, who trained in 
China as an electrical engineer, is a con- 
servative-looking family man who wor- 
ries about his blood pressure. Yet he runs 

a company that delivers pop songs, car- 
toons and McDonald's Corp. coupons to 
teenagers over their cellphones. “I am by 
all definitions an old guy," says Yang, the 47- 
year-old chief executive of Chinese mobile- 
content company Linktone. But "I have a 
young heart, basically." 

Understanding the pop-culture 
tastes of Linktone's target market— 
Chinese hipsters aged 15-25 who 
have a mobile phone glued to 
their ear—is just one of Yang's 
challenges these days. In some 
ways, he is emblematic of the 
new breed of Chinese CEOs 
trying to adapt their compa- 
nies to Western business prac- 
tices while navigating indus- 
tries still dominated by the 
state at home. 

Indeed, despite Linktone's 
enviable position as a supplier 
of services to China's booming 
mobile-phone market, the largest 
in the world, the company's 
shares have been hovering near 
a 52-week low lately. Part of the 
problem is waning investor sen- 
timent for Chinese stocks in general. 


ice without its permission. Some analysts say further sen 
ice crackdowns could be in the offing. 

Though Linktone hasn't been specifically targete 
by China Mobile—and says it doesn't carry any “unde 
sirable content,” as Yang puts it—its shares sank 5.89 
on the day China Mobile announced its sanction 
against Sohu. “Everybody got impacted [by] this thing, 
says Yang, who joined Linktone 18 months ago afte 

running a Silicon Valley company called RivalWatch 
But he remains upbeat, saying the crackdowi 
will clean out the industry and make i 
"healthier." Linktone adds that Chin 
Mobile's price cuts won't significantl 
affect its business. 
Yang also has spent tim 
recently cleaning house at Link 
tone. The company, founded i 
1999 by two Americans and thre 
Chinese "returnees" who ha 
spent time working in the U.S 
wasn't structured well and didn 
have enough salespeople whe: 
Yang took over, he says. He fire 
the chief technology officer an 
the vice-president for produc 
development and installed nev 
executives, including one witl 
experience at IBM. Another hat 
worked at a Chinese joint ventur 
backed by Microsoft Corp. 
Yang, who started his career a: 
a government engineer in China's Min 
istry of Water Resources and Electrica 























But the company has also been buffeted | Power, drew on his eight years of experienci 
by the Chinese government's recent efforts to : working in Silicon Valley as he tried to turn around thi 
tighten billing practices and content control— > company. But he did it with a Chinese twist: Realizing that thi 
including a crackdown on on-line smut—in the : powerful China Mobile conducted much business through it: 
highly regulated mobile-phone industry. z provincial-level subsidiaries, Yang boosted his sales force fron 
State-controlled China Mobile Communica- * 20 to 230 so that salespeople could get closer to ground-level deci 
tions Corp., the wireless company that carries most sion makers at the state-run telecoms firm. 
of Linktone's content and also bills customers These days, Yang is trying to learn more about the whims o 
for services, also recently cut the prices it charges China's 300 million-or-so mobile-phone users. And often, tha 
for some add-on mobile services, which could means adapting to today's pop culture. He says he plays mam 
cut into the revenues of companies like Linktone. of Linktone's on-line games and downloads popular songs on hi: 
Just this month, China Mobile also suspended a phone. He even participates in its goofy "Mobile Pet" game 
mobile-picture service run by a Linktone rival, through which users "adopt" cute pets pictured on their phones 
Sohu.com, charging that Sohu marketed the serv. Yang's is a rabbit. REBECCA BUCKMAN 
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Letters 


ANOTHER VIEW 

In How International Law Fails Us [The 
sth Column, Aug. 5], Leanne Piggott 
alleges that international law restrains 
states from responding properly to ter- 
rorism. Piggott is concerned with ter- 
rorist acts launched from the territory of 
one country into another. She suggests, 
for example, that if Jemaah Islamiah ter- 
rorists based in the Philippines launched 
attacks in another state and the Philip- 
pine government was unable to stop the 
terrorists, the injured state would be 
unable to act without United Nations 
Security Council authorization. 

This is untrue. Customary inter- 
national law has long recognized the 
right of one state to take "necessary and 
proportional measures" in the territory 
of another state under these circum- 
stances. The classic case was British 
retaliation against Canadian rebels 
who had acted in Canada and then fled 
to the United States in 1837. 

Today, the UN Charter indicates 
that, in the first instance, an injured 
state should take such matters to the 
Security Council. The charter also 
specifically recognizes, however, that 
each state retains its "individual right 
of self-defence," and that right is gen- 
erally sufficient to justify "necessary 
and proportional" retaliatory measures 
if the council is unwilling or unable 
to act. The effectiveness of these rules 
in exactly the scenario Piggott hypoth- 
esizes is demonstrated by American 
action in Afghanistan when the ruling 
Taliban refused to apprehend the Al 
Qaeda leaders responsible for the Sept. 
I1, 2001, incidents. 

Piggott is correct that the interna- 
tional community needs to develop 
new, more sophisticated norms for 
dealing with terrorism, but she has the 
wrong culprit. The development of 
new norms is a political problem for 
international diplomacy. International 
law is not a barrier to that diplomacy 
but the framework in which the norms 
can and should further evolve. 


PATRICK M. NORTON 
Beijing 


Leanne Piggott replies: 
If terrorists are based, say, in the Philip- 
pines and attack another state, the 


attacked state has no right to respond 
militarily in Philippine territory under 
the rubric of self-defence unless the ter- 
rorist attack was in some way "im- 
putable" (i.e., attributable) to the Philip- 
pine government. 

There is therefore no scope for an 
attacked state to invoke the right of self- 
defence if the state in which the terror- 
ists are based is also opposed to the ter- 
rorists. This counter-intuitive proposition 
was first suggested by the International 
Court of Justice majority in the Ni- 
caragua case in 1986. Unfortunately, the 
IC] in its advisory opinion on Israel's 
separation barrier has now explicitly 
affirmed that the right of self-defence arises 
only in response to an armed attack by 
one state against another state. 


Ir Works BorH Ways 

I appreciate Jody Wong's feelings that 
Japan has yet to “properly” apologize for 
atrocities committed in China during 
the Pacific War. [Awaiting an Apology, 
Letters, Aug. 26.] But I think it would be 
easier to support this sentiment if, for 
example, China were to apologize for 
the atrocities it backed in Cambodia dur- 
ing the Khmer Rouge genocide. 


GERALD HORNE 
Chapel Hill, North Carolina 


Yes, Japan should apologize for its 
conduct in China during the war. But 
I suggest it waits until (a) America 
offers its own excuses for its bombing 
of Dresden and Hiroshima (to name 
but two) and until (b) the Chinese 
own up to the crimes during the Chi- 
nese civil war (by both the nationalist 
and the communist “governments”), 
and during the Cultural Revolution, 
the Great Leap Forward and the 
Tiananmen Massacre. Not to speak of 
China's inexcusable attack on Viet- 
nam in as late as 1979. In short: Let's 
stop looking backward, and finally let 
bygones be bygones. 


GERHARD VOLZ 
Erlangen, Germany 


All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Box 160, Hong Kong; By fax: (852) 2503 1530; 
By e-mail: letters@feer.com 
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Island Holiday, Anyone? 


Vietnam's plan for arguing its claim in the disputed Spratly Islands 


ON THE SURFACE, Vietnam's newest "tourism" plan 
sounds loopy. In August, an affiliate of Vietnam Airlines said 
it intended to open commercial air services to an island in 
the Spratly group, which is claimed in whole or in part by 
Brunei, China, Malaysia, the Philippines, Taiwan and Vietnam. 
Although Hanoi later was forced by an angry Chinese reaction 
to backtrack on plans for the flights, they may still happen. 
Recently, Vietnam sent its first group of tourists to the islands 
by sea. The reason for all this is in fact very serious stuff, and 
hinges on a World Court decision that has become key to rec- 
ognizing sovereignty claims. 

Vietnams plan apparently is to establish what is known as 
strong "effectivites" —meaning evidence of actual and contin- 
ued exercise of authority. In a 2002 decision, the World Court 
awarded ownership of the Celebes Sea islands of Ligitan and 
Sipadan to Malaysia over Indonesia because the Malaysian gov- 
ernment, and its British colonial predecessor in the area, had 
exercised a long period of authority over the islands. 

Among the evidence that influenced the court were a 1917 
law on the harvesting of turtle eggs, the licensing of fishing in 
the area and the setting-up of a bird sanctuary on Sipadan in 
1933. In short, what the court deemed important was continu- 
ous administration—not claims about discovery or historical 
connections, or geographical aspects. 

That continuous administration in Malaysia's case, however, 


was as long as 88 years. So Spratly claimants like Vietnam will 
have taken note that the sooner they establish even more admin- 
istrative authority over individual islands, the better they can 
argue their case. Hence, Hanoi's attempt to oversee tourism, and 
its building of an airport with a Goo-metre runway, expected tc 
be finished by the end of the year (though this won't be the 
first in the islands). Earlier this year, it also said it planned tc 
set up Internet connections for its troops stationed in the area. 

Vietnam's recent efforts may prompt other claimants tc 
the Spratly and Paracel islands to make more elaborate effort: 
to demonstrate effective control over these barren rocks in the 
South China Sea. But if they accept the World Court's reason 
ing, two things must be borne in mind. First, the period o: 
demonstrable effective control will be long. And no country wil 
be able to lay stake to all the islands, only those over which it has 
established administrative control. Put the two together and i: 
would seem more prudent that claimants start thinking abou 
joint development of natural resources in the area, instead o: 
bickering. This—or at least, for now, joint use of a Chinese-occu 
pied island—may be on Philippine President Gloria Macapa 
gal-Arroyos mind during her visit to China this week. 

But for the moment, Hanoi seems to have figured out tha 
putting in place a relatively more sophisticated administratior 
can stand it in better shape to argue its case some time in the— 
probably distant—future. = 


) 
Bangkok S Vote The opposition's win is no threat to Thahsin Shinawatra 


CRITICS OF Thaksin Shinawatra have 
seized on victory by the opposition Demo- 
crat Party in the Bangkok governor's race 
as evidence that the Thai prime minister's 
prospects in upcoming general elections 
are shaky. But that's more like wishful 
thinking in the glow of Sunday's victory 
than a sober assessment of the odds. Real- 
istically, Mr. Thaksin is unlikely to lose 
nationwide elections that must be held by 
early next year, though the August 29 
result hints that he may not reach his goal 
of 400 out of 500 parliamentary seats. 
While Mr. Thaksin's Thai Rak Thai 
party did not field a candidate in the 
Bangkok race, it unofficially backed an 
independent candidate against the Demo- 
crat Party's Apirak Kosayodhin. In the end, 
Mr. Apirak won over 900,000 votes out of 


the 2.5 million cast, giving him nearly 50% 
more support than the second-placed can- 
didate backed by Thai Rak Thai. 

Mr. Apirak's victory hints at deep dis- 
satisfaction among middle-class urbanites 
against Mr. Thaksin's policies. Many in the 
middle class believe these policies favour 
the elite. But the oppositior's showing in 
the capital is unlikely to be an indication 
of how Thais generally will vote. Most 
Thais live outside urban areas, and the 
rural constituency has gained unprece- 
dentedly from populist programmes— 
aggravating middle-class feelings of being 
squeezed from both ends. 

In the Thai countryside, the govern- 
ment runs a strongly Keynesian policy that 
is all the more perplexing given the 
strength of the economy. Early in the pres- 


ent government's term, villages were 
offered revolving loans. On top of that i: 
the 30-baht universal health-care scheme 
A more recent plan has been to provide vil 
lages with grants worth between 200,00c 
baht (about $5,000) and 300,000 baht. Fo 
an idea of the largesse being handed out 
consider Mr. Thaksin's visit to southerr 
Thailand last week, during which he prom 
ised a new highway, reservoir and hospital 
port expansion and more. 

It would be a foolish farmer indeec 
who votes against the government. Th: 
only question is whether Mr. Thaksin car 
hang on to the 29 out of 37 parliamentar 
seats in Bangkok. If not, the 400 seats hi 
hopes for may be just out of reach. Still, al 
other signs are that Mr. Thaksin sits ver 
comfortably, to his critics’ chagrin. = 
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Changes in China's 


Foreign Ministry 


China's ambassador to Japan has been appointed as the new 
head of Beijing's delegation to six-nation talks on North 
Korea's nuclear programme. Wu Dawei, who was appointed 
a vice-foreign minister on August 19, swaps places with 
Wang Yi, who is expected to arrive at the ambassador's res- 
idence in Tokyo imminently. Wang also held the position 
of vice-foreign minister. The job swap creates an unusual 
situation where Wang, whose Foreign Ministry portfolio 
covered policy planning and Asian affairs, will be report- 
ing to his former subordinate. Asia specialist Wang is seen 
as a possible future foreign minister, but until now his 
resumé lacked a major ambassadorial posting. Losing out 
in the shuffle is Assistant Foreign Minister Shen Guofang, 
a former No. 2 at China’s mission to the United Nations, 
who had been tipped to take over from Wang. Analysts 
say his career has been hurt by the retirement in March 
2003 of his mentor, foreign-policy tsar Qian Qichen. 
Meanwhile, China's ambassador to Washington, Yang 
Jiechi, is expected to return to Beijing after the United States 
presidential election in November. His replacement is 
tipped to be Zhou Wenzhong, currently vice-foreign min- 
ister in charge of North America and Oceania, Latin Amer- 
ica, Hong Kong, Macau and Taiwan. Zhou previously served 
as consul general in Los Angeles, minister counsellor in 
Washington and ambassador to Australia. 


PUSH FOR BURMA CAUCUS IN ASEAN 
Malaysian parliamentarians plan to host a meeting of elected 
representatives from around Southeast Asia in a bid to press 
the military government in Burma for political change. 
Among those who have agreed to attend the Kuala Lumpur 
meeting in early October are legislators from Thailand, Cam- 
bodia and the Philippines, according to one invitee. The 
Malaysians hosting the meeting want to “set up a network 
pushing for democracy among Asean [Association of South- 
east Asian Nations] parliamentarians,” says Thai opposition 
MP Sukhumbhand Paribatra, who plans to attend the meet- 
ing. The move follows the formation in June of a cross-party 
Malaysian parliamentary caucus on Burma that has adopted 
a pro-democratic stance. The Malaysian caucus is led by 
Mohammed Zaid Ibrahim, an MP from the United Malays 
National Organization (Umno), the leading party in the coun- 
try's ruling coalition, and the deputy chairman is Wan Azizah 
Wan Ismail, an opposition leader and the wife of jailed for- 
mer Deputy Prime Minister Anwar Ibrahim, When launched, 
the caucus called upon the Burmese junta to return to “the 
mainstream of responsible international norms and behav- 
iour.” On a visit to Malaysia in early June, Burma’s Prime Min- 
ister Khin Nyunt was urged by his Malaysian counterpart, 
Abdullah Ahmad Badawi, to speed up the process of politi- 
cal reform and move towards democracy. 
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TAIWAN, CHINA JOUST IN LATIN AMERICA 
A flurry of visits to Latin America by top Taiwan officials 
highlights concerns about a possible Chinese diplomatic 
coup in the region. Following similar trips by Taiwan's vice- 
president in May and its premier in early August, President 
Chen Shui-bian left on August 30 for a six-day tour to 
Panama and Belize. The immediate reason for Chen's jour- 
ney was the inauguration of new Panamanian President 
Marin Torrijo. But Taiwanese officials say the trip is part 
of a broader effort to counter stepped-up Chinese activity in 
Latin America, home to half the 26 countries that have 
formal diplomatic relations with Taiwan. Taipei is alarmed 
at signs, such as a recent visit to several Central America 
countries by a senior Chinese diplomat, that Beijing might 
be preparing to poach one or more of its allies in the region. 
Such an event could disrupt the moderate stance Chen 
has taken toward Beijing since his second term began in 
May. "That is the last thing we want to see," says a senior 
Chen-administration official, because resulting public anger 
would put “tremendous pressure on President Chen to be 
more forceful and assertive" toward China. 


CHIANG Mai MAKES ROOM For TOURISM 

Thailand's ancient northern capital of Chiang Mai is set for 
a leap in hotel construction. Six new luxury hotels and 
two new holiday resorts are due to be built between now and 
the end of 2006, according to the independent Thai Hotels 
Association. The new hotels include big international names 
such as Le Meridien, Conrad, Hilton and Shangri-La, says 
the association, adding that the six new hotels will add 1,222 
rooms, while another 714 rooms will become available dur- 
ing the same period when two Thai-owned hotels (a five- 
star and one three-star) are reopened for business. But some 
travel agents fear that the number of hotel rooms may 
outstrip the number of foreign and Thai visitors. Chiang 
Mai's current 214 hotels, resorts and guest houses han- ^ * 





CHIANG MAI'S CHARMS: Tourists roam through the night bazaar 
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dle an estimated 1.5 million foreign tourists and almost 2 
million Thai visitors a year. But the lure of Chiang Mai— 
including its old town and night bazaar and the surround- 
ing mountains so loved by trekkers—may still not be 
enough to guarantee high occupancy rates for the new 
hotels. The Thai Hotels Association says the number of for- 
eign and Thai tourist arrivals rose only 100,000 in 2003 
from the year earlier. 


VIETNAMESE POWER PLAY 

Vietnam's political chessboard is poised for two key moves 
that could determine the succession for the prime minis- 
ter’s post. The change involves an unusual power swap 
between two prominent southern cadres, according to Viet- 
namese political analysts who have been tracking the debate 
leading up to a crucial Communist Party plenum in Octo- 
ber, where the matter is likely to be decided. Nguyen Minh 
Triet, who has nurtured a reputation for incorruptibility in his 
post as party secretary in Ho Chi Minh City, is in line for 
promotion to deputy prime minister before the end of this 
year. At the same time, current Deputy Prime Minister 
Nguyen Tan Dung is expected to be sent south to take up 
Triet's post. That would make Triet the new front runner to 
replace 70-year old Prime Minister Phan Van Khai at a party 
congress in 2006. Some members of the Politburo are said 
to be disappointed with Dung's handling of protracted protests 
in the Central Highlands, where ethnic minority hill-tribe 
communities have complained about land problems and reli- 
gious persecution. But the shifting of Dung, a former deputy 
minister of the interior, would still disappoint his numer- 
ous allies within the nation's public security apparatus who 
want to see him at Vietnam's helm. 


AMERICA TO RELEASE SECRET CHINA DATA 
The National Intelligence Council (NIC), the American intel- 
ligence community's centre for long-term strategic think- 
ing, is preparing to release formerly classified analyses on 
China covering a 29-year period. More than 70 National Intel- 
ligence Estimates on China, the most authoritative assess- 
ments of the United States government, will be released in 
a book and a CD-ROM in mid-October, says Craig Gralley, the 
NIC's director of strategic plans and outreach. The book's title: 
Tracking the Dragon: National Intelligence Estimates on China 
During the Era of Mao, 1948 to 1976. Among the subjects 
covered are U.S. intelligence on leadership struggles, the 
build-up of the Chinese military and the evolution of the Sino- 
Soviet split. One person familiar with the documents says they 
will be presented in their original form, but with some 
blacked-out sections, mainly dealing with China's nuclear 
weapons programme and with Taiwan. International schol- 
ars will get a chance to discuss the significance of the docu- 
ments at a conference co-sponsored by the NIC and the 
Woodrow Wilson International Centre for Scholars in Wash- 
ington on October 18. The NIC plans to put the documents 
on its Web site, www.cia.gov/nic, by late October. — 
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MOVING UP: Nguyen 
Minh Triet gets a 
promotion and is 
tipped by some to 
become prime 
minister in 2006 


FOUR SEASONS 
à PA let 1 mu . 9», M wv ) 


TIME SET ASIDE FOR JUST THE 
rwo OF YOU. IT’S A RARE 
AND TREASURED LUXURY. AND TO 
MAKE THE MOST OF THAT TIME, 
FOUR SEASONS PROVIDES THE 


PERFECT ELEMENTS, SERVICE THAT 


CARES FOR YOUR EVERY NEED. 


SURROUNDINGS THAT EMBRACE YOI 
WITH BEAUTY. ALI. 50 THAT YOU ARE 
FREE TO DELIGHT IN EACH OTHER. 


CONTACT YOUR TRAVEL CONSULTANT, 


VISIT WWW,FOURSEASONS,COM OR 
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Regional Briefing 





THIS WEEK 


Court Clears UF] to Pull Out of Deal 


Japan's highest court ruled that UF] Holdings can 
pull out of a deal to sell its trust business to its 
stronger rival, Sumitomo Mitsui Financial Group. 
The Supreme Court finding removes a key obsta- 
cle to a late merger offer to UFJ by Mitsubishi 
Tokyo Financial Group, which would create the 
world's biggest bank. Sumitomo, which had 
agreed to buy UFJ's trust unit in May, had argued 
that the ailing smaller bank should be forced to 
honour its deal. A decision in Sumitomo’s favour 
would have made it easier for it to press ahead 





COURT WIN: A ruling for UFJ 


CAMBODIA 





Cambodia's parliament on 
August 31 finally ratified the 
country's accession to the World 
Trade Organization. The decision 
is expected to be endorsed soon 
by the Senate, and then it will 
take another 30 days for Cambo- 
dia to formally become the 148th 
member of the global trading 
body. In the short term, the 
government hopes that accession 
will give its vital garment industry 
a fresh lease of life as it will have 
access to new export markets 
after a quota system ends in 
January. In the long term, mem- 
bership could open up other 
sectors and attract new invest- 
ment. But Cambodia has a 
number of tough commitments 
under WTO rules, including 
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. with its plans to buy UFJ. 
. Sumitomo in August 


launched a second offer 
of $29 billion for UFJ. 

Despite the court ruling, 
UF] faces growing pres- 
sure from foreign share- 


holders demanding that it 


talk to Sumitomo about 
its more recent offer. 


implementation of reforms aimed 
at improving the country's legal 

framework and cracking down on 
corruption. Cambodia was invited 


to join the WTO a year ago, but 
ratification was held up by 
politicking which prevented 
parliament from convening. 








NEW ERA: 
Cambodia 
ratifies 
WTO law 


AUSTRALIA 


Prime Minister John 
Howard called a general 
election for October 9. 
Howard is seeking a 
fourth term, but faces 
stiff competition from 
Labor Party leader Mark 
Latham. (See article on 
page 22.) 


The government 
announced plans to boost 
its air-defence capability 
by purchasing long-range 
missiles. The new air-to- 
air and air-to-ship mis- 
siles, fitted to fighter and 
patrol aircraft, could hit 
targets up to 400 kilome- 
tres away. Indonesia and 
other neighbours 
expressed concern about 
the move, which would 
give Australia the most 
powerful air force in the 
Southeast Asian area. 


UZBEKISTAN 


The Supreme Court 
sentenced 15 Al Qaeda- 
linked terrorist suspects 
to prison terms of up to 
18 years. The 13 men and 
two women were accused 
of involvement in a series 
of attacks that left almost 
50 people dead earlier 
this year. 


PAKISTAN 


Finance Minister Shaukat 
Aziz was sworn in as 
Pakistan's new prime 


SINGAPORE AIRLINES | 
ordered up to 31 long- 
range aircraft from 
Boeing as part of its 
fleet renewal. Eighteen 
B777-300ER jets are 
firm orders for delivery 
between 2006 and 2010 
and the remaining 13 ar 
options. The total deal is 
worth about $7.4 billion, 


including spares and 
extra engines. SIA has 
deferred a decision on 
buying Boeing's new 7E; 
for up to a year, a move 
that was seen as a 
setback for the giant 
manufacturer. 


minister. Aziz, a close ally 
of President Pervez 
Musharraf, was elected to 
the post by the National 
Assembly, securing 191 
of 342 votes. But the 
opposition abstained, 
calling the process 
undemocratic after the 
speaker ruled that jailed 
opposition candidate 
Javed Hashmi could not 
attend the vote. Aziz, who 
had to win a parliamen- 
tary seat to become 
eligible for the top post, is 
likely to keep the finance 
portfolio and focus on 
economic issues, with no 
major policy shifts. 


JAPAN 


Electric Power Develop- 
ment Co. said it will list 
on the Tokyo Stock 
Exchange on October 6, 
in what is set to be 
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Japan's biggest initial 
public offering in six 
years. The former public 
utility, known as J-Power, 
will put up 138.81 
million shares in a global 
offering that would value 
the company at about 
¥371 billion ($3.37 
billion). That would make 
it the biggest IPO since 
mobile-phone company 
NTT DoCoMo was listed 
in 1998. 


Industrial production 
failed to expand for a 
second month in succes- 
sion. Japan's industrial 
output in July remained 
unchanged from June, 
according to below- 
expectation official 
figures. July's static 
figure follows June's 
1.3% fall-another sign 
that Japan's economy 
could be slowing. Ana- 
lysts had expected a 
1% increase for July. 


NEPAL 


Demonstrations erupted 
in Kathmandu after Iraqi 
militants executed 12 
Nepalese hostages. The 
militants, from a group 
called the Army of Ansar 
al-Sunna, videotaped the 
beheading of one man 
and the shooting of the 
rest. They said the 
Nepalese were killed for 
helping the United States. 
The 12 Nepalese citizens 





are thought to have 
travelled to the Middle 
East to earn money as 
cooks and cleaners. 





INDIA 


Parliament passed a 4.78 
trillion rupee ($104 
billion) budget amid a 
boycott by opposition 
parties. The finance 
minister, Palaniappan 
Chidambaram, pledged 
money for improving 
education and health 
services for the poor as 
well as special assistance 





BUDGET: Chidambaram 


for farmers. He also 
increased military spend- 
ing by nearly 18% to 770 
billion rupees. He 
promised to eliminate 
the budget deficit by the 
2008-09 fiscal year and 
set the next deficit 
target at 4.4%. 


The government 
announced measures 
aimed at boosting 


MURDERED: Footage of the slain Nepalese in Iraq 


suainay 


exports and doubling the 
country’s share of world 
trade. New Delhi will 
exempt exporters from 
paying service taxes, 
abolish customs duties 
on capital goods for 
agricultural exporters and 
allow 100% foreign direct 
investment in free-trade 
zones. In a bid to double 
its 0.8% share of world 
trade in the next five 
years, India will aim for 
export growth of 20%-21% 
every year until 2009, up 
from its current annual 


growth target of 16%. 





AFGHANISTAN 


Acar bomb outside a 
United States security 
firm's Kabul office killed 
at least seven people, 
including three Ameri- 
cans. They worked for 
DynCorp, which is 
helping to train Afghan 
police and provides 
guards for President 
Hamid Karzai. The rebel 
Taliban movement claimed 
responsibility. Karzai said 
the attack was an attempt 
to disrupt October's 
presidential election. 


OLYMPIC GAMES 


Asian-Pacific countries 
excelled at the Athens 
Olympic Games. China 
came second with 32 
golds. Australia’s 17 golds 
gave it fourth place, just 
ahead of Japan, which 
picked up 16 golds in a 
medal haul of 37. South 
Korea was ninth with nine 
golds. Indonesia, Kaza- 
khstan, New Zealand, 
Taiwan, Thailand and 
Uzbekistan all struck gold. 
“This really is the Games 
where Asia has awak- 
ened,” said International 
Olympic Committee chief 
Jacques Rogge. 


> 


SPOTLIGHT ` 


READY TO ROLL: Truckers end their strike 


CARRY ON TRUCKING 

India's financial tsars breathed a little easier 
when truckers called off their nationwide strike 
on August 28. Their week-long stoppage had 
pushed up the price of basic foods, snagged com- 
pany supply chains and threatened to dent eco- 
nomic growth. 

Trucking unions called the strike in protest 
against a planned 1096 service tax on revenue 
earned by truck booking agents, fearing it would 
be passed on to drivers. 

The real battle is yet to come. The govern- 
ment agreed to examine the truckers' complaints 
but refused to abolish the tax, which was unveiled 
in the July budget. Its resolve was hailed by ana- 
lysts, who say a key challenge for the ruling coali- 
tion is to cut the ballooning fiscal deficit by broad- 
ening a threadbare tax base. 

But India is beset by rampant tax-dodging, 
complicating the government's budget-day 
pledge to cut the deficit by nearly half a per- 
centage point to 4.496 of GDP this fiscal year. That 
has been made even tougher by Delhi's recent 
decision to slash taxes on petroleum products in 
an effort to tamp down surging inflation. 

A turning point in the battle might come next 
April when a new value-added tax is slated to 
come in, say economists. The tax would help cut 
noncompliance in debt-ridden states, easing the 
drain they impose on federal coffers. But that will 
likely be only the first step in a long process. 

*They need to computerize the whole thing," 
says Omkar Goswami of corporate consultancy 
CERG Advisory in Delhi. "Until we can cross- 
check it's difficult to expand the tax base. This is 
like a marathon." John Larkin 
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| THE REGION 


EXCLUSIVE INTERVIEW 








Four Decades in 


North Korea 


One cold night in 1965, Sgt. Charles Robert Jenhins disappeared from a patrol in 
South Korea. Forty years later he has resurfaced. In his first interview since leaving 
North Korea, he tells the REVIEW his story 


AFTER SURVIVING FOR nearly four 
decades in North Korea and spending a 
month in a Tokyo hospital room, United 
States Army Sgt. Charles Robert Jenkins 
wants closure. And to get it, he's ready 
to tell his story. 

In Jenkins' first interview since tak- 
ing flight from the North Korean regime 
in July, the alleged defector tells the Review 
why he intends to turn himself over to 
the U.S. Army even though he expects to 
face a court martial. Jenkins reveals that he 
sought asylum at the Soviet embassy in 


A TALE OF LIFE ON 
THE OTHER SIDE 


* Jenkins vanished from 
South Korea in 1965 


* For years he lived in a 
bare one-room hut with 
three other Americans 


* He and his wife were hap- 
pily united in their hatred 
of the regime, he says 


* Jenkins, seeking leniency 
from the U.S. Army, is 
offering details on North 
Korean espionage 
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Pyongyang in 1966, endured repeated 
beatings at the hands of another alleged 
American defector, and was pressured by 
North Korean authorities to reject a per- 
sonal invitation by the Japanese prime min- 
ister to leave the country with him. And he 
describes how his difficult life in North 
Korea was lifted from misery by a love affair 
with a Japanese nurse who shared his 
hatred of the communist regime and even- 
tually helped him and their two daugh- 
ters escape. 

"When I got on the airplane in Indone- 
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By Jeremy Kirk/Toxyo 


sia coming to Japan,” Jenkins says, speak- 
ing in a colloquial English that reflects his 
seventh-grade North Carolina education, 
“my intentions was to turn myself in to 
the military, for the simple reason I would 
like to put my daughters with their 
mother, one thing. Another thing: I'd like 
to clear my conscience.” 

Rising from his hospital bed at the 
Tokyo Women's Medical University, Jenk- 
ins greets his visitor with a deferential 
Korean handshake, briefly makes eye con- 
tact and immediately looks away. A grey- 


"T 


- 
" | 
$ “ 
' =N vibe S 
a ! p z r 
EF ES + pe = E g » 4 i > 
^1 v í ib» Pa f. - 
2 < " , Jr Ant B > 
* wc M . E D d e 
< L4 » " " Y$ ~y ^ 
! í A - 
"x m. m - 3 4 " 28 
-o s "J Li 
» meos | - l 
i E s, ; - t > — aL. 4A f " . 
^ [E 4 r 
f " ^ 
»" zi ^ A. 
2 A 


" v. ia 


DIFFERENT WORLDS: A 1968 U.S. patrol at the DMZ, three years after Jenkins disappeared 
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ing 64-year-old with a heavily creased face, 
Jenkins is still restricted in what he says: 
On the advice of his military lawyer, he 
withholds the circumstances of his alleged 
desertion to North Korea and many of the 
details of his life there—information that 
he intends to offer to the Americans in 
return for their leniency. 

On September 1, Jenkins released a 
statement to the press saying he would 
voluntarily report to a U.S. Army base in 
Japan and "face the allegations that have 
been charged against me." The U.S. 
charges Jenkins with desertion, aiding 
the enemy, soliciting others to desert and 
encouraging disloyalty. In a document 
seen by the Review that was initially 
intended to argue his case for an other- 
than-honourable discharge, Jenkins 
acknowledges that he is guilty of at least 
one of the four charges against him or of 
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READY TO TALK: 
Jenkins in his Tokyo 
hospital room 





a lesser included offence, without spec- 
ifying precisely which offence. The U.S. 
military informally rejected Jenkins’ dis- 
charge request. (For more on Jenkins’ legal 
case, see article on page 18.) 

The U.S., not wishing to send the 
wrong message to its troops in Iraq and 
Afghanistan, has publicly vowed to pros- 
ecute Jenkins. But privately the matter 
is much more delicate. Jenkins presents 
a starkly different picture than that of a 
deserter who enjoyed living in North 
Korea and supported the regime by act- 
ing in propaganda movies. It's of a man— 
and family—who scraped by while North 
Korean officials watched their every move. 

As he talks, Jenkins stares at the floor, 
absorbed in his past, frequently on the 
verge of tears. His voice cracks and wavers 
when he speaks of his wife and children. 
A three-pack-a-day smoker who suffers 


heart problems and anxiety attacks, Jenk- 
ins speaks slowly, in a hoarse North Cai 
olina drawl, deliberately choosing each 
word as he lucidly recalls dates 
from decades ago. 

Jenkins arrived in North Korea already 
a service veteran. He dropped out of school 
in North Carolina in the seventh grade, not 
long after the death of his father, and in 
1955, at 15, he entered the National Guard 
After an honourable discharge in April 
1958, he enlisted in the regular army. By 
August 1960 he had begun a 13-month 
tour in South Korea, during which he was 
promoted to sergeant; he returned for a 
second tour in September 1964. Then, on 
a bone-chilling night early the following 
January, on patrol along the Demilitarized 
Zone, the 24-year-old sergeant with an 


and events 


unblemished nine-year service record van- 
ished. The U.S. governmen 
him a deserter, saying that he left behind 
letters stating his intention to defect; 
members of his family in the U.S 


t considers 


have 
said they are convinced that he was cap- 
tured by the communist state 

From 1965 to 1972, on the other side of 
the DMZ, Jenkins shared a harsh life with 
three other alleged U.S. Army detectors: 
Pfc. James Joseph Dresnok, Pvt. Larry 
Allen Abshier and Cpl. Jerry Wayne Par 
rish. “At first the four of us 
house, one room, very small, no beds—w« 


lived in one 
had to sleep on the floor," Jenkins says 
"There was no running water. We had to 
carry water approximately 2« 
the hill. And the water was river water." 

The North Koreans played the Amer- 
icans against each other, Jenkins says. “H 
| didn't listen to the North Korean 
ernment, they would tie me up, call 
Dresnok in to beat me. Dresnok really 
enjoyed it." 

The diminutive Jenkins 
metres tall, describes Dresnok as 


) metres up 


JOX 
lan] 


about 1.65 
"a beater 
196 centimetres tall, weighed 128 kilo 
grams. He's big. He likes to beat someoni 

And because I was a sergeant he took it out 
on me. I had no other trouble with 
as far as Abshier and Parrish, but Dresnok 
ves." Abshier died of a heart attack in 1983 
and Parrish died of a massive internal 
infection in 1997, according to Jenkins 


no one 


discharge request. Dresnok is still living 
in North Korea. 
An August 25 psychiatric report by 


Tokvo doctors. seen by the Review, >> 
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says Jenkins suffers from a panic disor- 
der as a result of his treatment. “He had 
been suspected for espionage and con- 
tinuously censored. During the first sev- 
eral years, he was forced to live together 
with three American refugees so as to 
mutually criticize their capitalistic ideol- 
ogy with physical punishment such as 
beating on face,” the report says. 

Jenkins would have had particular 
trouble erasing his past: He bears a tattoo 
of crossed rifles—the branch insignia of 
the infantry—on his left forearm. When 
he got the tattoo as a teenager in the 
National Guard, the letters “U.S.” were 
inscribed underneath; North Koreans cut 
the letters away 

According to Jenkins’ discharge re- 
quest, which was written on his behalf by 
his military attorney, Capt. James D. Culp, 
Jenkins and the three other men tried to 
escape. “In 1966, Set. Jenkins even risked 
his life to leave North Korea by going to 
the Russian embassy and requesting asy- 
lum. Obviously, the Russian government 
denied the request.” 


me 
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During the 1960s, according to another 
revealing passage in the discharge request, 
Culp writes that contrary to rumours “Sgt. 
Jenkins had no interaction of any kind with 
any American sailor taken captive during 
the USS Pueblo incident.” The January 
1968 incident began when the North Kore- 
ans seized a U.S. Navy spy ship off the 
country’s coast near Wonsan. One crew 
member was killed, while 82 others were 
beaten and threatened with death before 
being released 11 months later, after an 
embarrassing apology by the U.S. 

Meanwhile, between 1965 and 1980, 
enkins says he was beaten by Dresnok 
at least 30 times. Then, in 1980, Jenkins 
met Hitomi Soga, and his life changed. 
"Approximately 10 o'clock at night she 
came to my house,” he says in the inter- 
view. “At that time she was 21 years old. | 
was 40 years old. Anyway, she came to my 
house, the Korean government told me to 
teach her English so they told me to take 
a few days rest so that we could get very 
well acquainted, so after about 15 days | 
started teaching her English." 





Soga had been abducted in 1978 by 
North Korean agents in Japan, and 
brought to North Korea. “They wanted a 
schoolteacher to teach the Korean chil- 
dren Japanese language, Japanese cus- 
toms in order to turn them into espionage 
agents," says Jenkins. But the kidnappers 
made a mistake, he says. "The North 
Korean government did not have any use 
for my wife because she was not a school 
teacher, she was a nurse. Therefore they 
had nowhere really to put her, so if she's 
with me they'd know where she's at." 

When Soga told Jenkins one week after 
they met that she had been kidnapped, 
enkins says he couldn't believe it. "I'd 
been in North Korea at that time approx- 
imately 15 years and I never heard of any- 
one being kidnapped. I never heard any- 
thing about any civilian being taken to 
North Korea by force. I learned that my 
wife, she didn't like the Koreans for it. I 
also learned that when my wife was taken, 
the same night her mother disappeared. 
Her mother never been heard from again. 
| felt very, very sorry for her. And she 
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learned that I had been in North Korea for 


I5 years. She knew that I also did not want 
to be in North Korea so me and her 
became much closer than before. So it 
wasn't long after that I asked her to marry 
me. She said she must think about it a 
little bit. Her and I got much, much closer 
and in the end she said she would marry 
me. So I notified the Korean government, 
and they agreed. They didn't care." 

Jenkins says "there was no one in the 
village I lived in that thought that she 
would ever marry me" because of their age 
difference. "But after meeting her 38 days 
later we were married. My wife and | 
became very close as far as love because 
she hated the [North] Korean government 
as well as I, so her and I joined hands in 
marriage on August 8, 1980. From that 
time on we lived very, very happy." 

The couple's first daughter was born 
three years later. “I named her Roberta 
because my name is Robert. My wife I told 
her to give her a second name. She gave 
her the name Mika and of course my 
name is Jenkins. Mika means in Japanese 
"beautiful." Their second daughter was 
born in 1985: "We named her Brinda 
Carol Jenkins. That's B-R-I-N-D-A. The 
reason, my half sister in America was 
named Brinda Carol." 

While Jenkins was building a family, 
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to the outside world his existence and that 
of other Americans in North Korea was 
slipping into legend. Jenkins appeared in 
a North Korean anti-U.S. propaganda film 
in the 1980s, but by the 1990s the notion 
that there were still American soldiers liv- 
ing in Pyongyang was mostly a rumour. 
It was not until Jenkins resurfaced in 
2002 with his teenage daughters that 
his presence was confirmed. 


KOIZUMI'S OFFER 

That year, in a summit with Japanese 
Prime Minister Junichiro Koizumi, North 
Korean Leader Kim Jong Il agreed to allow 
a number of Japanese who had been 
abducted by North Korea to return home. 
The issue of abductees had long been an 
emotional issue for the Japanese public 
and a major sticking point in relations 
between the two countries. 

Jenkins' wife, Hitomi Soga, went back 
to Japan that October, leaving her hus- 
band and their two daughters behind and 
bringing international attention to the 
family. Soga soon became a national hero- 
ine in Japan, trailed by the media. And 
Jenkins showed his face as well, giving a 
rare interview to a Japanese magazine 
in North Korea. He was quoted as say- 
ing that he had not known until that year 
that Soga was an abductee; he was also 


NEW LIFE: 
Reunited in 
Indonesia, the 
Jenkins family 
departs fo 
Tokyc 


quoted as praising Kim 

Now that he's lett th ountrvy, Jen? 
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REUNITED: Jenkins met Soga in 1980 and married her 38 days later 


v 
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affairs. The other three I don't know 
exactly who they were. They come and 
give me a lecture on not to go to Japan. 
And I knew if I left that day I would never 
get to the airport." 

Jenkins says he also knew the room he 
was in with Koizumi and his delegation 
was bugged. “So I told Prime Minister 
Koizumi I could not leave North Korea," 
Jenkins says. "He said, 'North Korea will 
not let [Hitomi] leave if she comes back and 
she does not wish to come back to North 
Korea.' He said, "Today I would like to take 
you and your daughters with me to Japan." 

Jenkins suggests that he feared what 
would happen if he accepted the invitation. 
“I knew that if I left the guest house that 
we met Prime Minister Koizumi in, 
instead of going right, to the airport, they'd 
had went to the left, and I would have went 
right back to the area I lived in before, and 
it may have been the end of my life," Jenk- 
ins says, his voice cracking. 

Jenkins says he was told later that day 
that Kim Jong Il was very pleased that 
he did not go to Japan with his daughters. 
The North Koreans then told Jenkins they 
would allow him to travel to a third coun- 
try to meet his wife and bring her back 
to North Korea. 

"North Korea said, 'Let's go to China.' 
Il agreed," says Jenkins. “But my wife 
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would not. She said no.” Soga, determined 
not to return, feared that China was too 
close to North Korea. Instead, a meeting 
was arranged for July in Jakarta. 

“The reason I agreed to go to Indone- 
sia because at one time it was a socialist 
country for one year—that was under 


Sukarno,” says Jenkins. “The purpose of 


going to Indonesia was to bring my wife 
back to North Korea. And they [North 
Korean officials] thought if I went with my 


Culp writes, “The value of this intel- 
ligence about the lives and fates of the fel- 
low Americans who lived for decades in 
North Korea is immeasurable.” 

The document suggests that Jenkins 
can help American intelligence identify pos- 
sible North Korean spies: “At least three 
other Americans who are suspected of 
deserting to North Korea were allowed to 
marry East European and/or Middle East- 
ern women who had been brought to and 
held in North Korea against their will. In 
two of the cases, the Americans had mul- 
tiple children who are now young adults 
who appear to be American or European 
themselves.” Jenkins possesses what he 
says is an April 2004 photograph, seen by 
the Review, of an ageing Pfc. Dresnok with 
19-year-old Brinda and five other non- 
Korean looking people. 

Jenkins has been at the Tokyo hospital 
since arriving in Japan. In addition to his 
chronic health problems, he is recovering 
from prostate surgery in April in North 
Korea that left him with an infected post- 
operative wound. Koizumi, a supporter of 
Washington in the war in Iraq, has raised 
Jenkins’ case with President George W. 
Bush, but U.S. officials insist that the two 
governments have not negotiated over the 
outcome of the continuing legal process. 
Jenkins expresses appreciation to the 
Japanese government, who made his 
wife's freedom possible, and eventually 
took in him and his daughters. *It was not 
my intention whatsoever for the Japan- 


"I would like to put my daughters with their 
mother, one thing. Another thing, I would like to 


" 93 
clear my conscience 


two daughters, that she would follow me. 
But she would not do so and I had no inten- 
tions of going back to North Korea.” 

That leaves him to face his next chal- 
lenge: a possible court martial. His lawyer, 
Culp, says Jenkins can offer details about 
the use of foreign nationals in the North 
Korean spy programme. The request for 
a discharge asserts that Jenkins can con- 
firm that “a number of Americans were 
used, most often unwillingly, by North 
Korea to arm spies with English-speaking 
skills so they could target American inter- 
ests in South Korea and beyond.” 


ese government to try to get me out of 
trouble,” Jenkins says. “And I really appre- 
ciate the Japanese government for all they 
have done for me.” 

What he wants now is an end toa 
nearly four-decade odyssey as he pre- 
pares to turn himself over to the Amer- 
icans. He has no interest in getting a 
civilian attorney. “The American army 
has supplied, assigned a very capable 
man to me, to help me, bring me to mil- 
itary justice. I don't think I need no civil- 
ians. All I want to do is clear myself with 
the American army." = 
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THAILAND 


Blow to Thaksin 


The opposition's win in Banghoh dims prospects 
of a government landslide in the next election 





By Shawn W. Crispin/BANGKOK 


THE VICTORY of an opposition candidate in Bangkok's August 
29 gubernatorial election threatens to dent Prime Minister 
Thaksin Shinawatra's hopes of winning four out of every five 
seats in the upcoming general election. 

The Democrat Party's Apirak Kosayodhin, 43, stormed 
to victory with more than 4096 of the vote in a hotly contested 
race involving 21 candidates. Apirak won the highest number 
of votes in almost every one of Bangkok's 37 election districts, 
and his total of over 900,000 votes represented nearly twice 
the number of registered Democrat Party voters in the city. 

Some analysts see the result as an indication that support 
for Thaksin's Thai Rak Thai party is on the wane among urban 
voters in the run-up to a general election that must be called 
within the next six months. Supavud Saicheua, an economist 
at Phatra Securities in Bangkok, says the result is *a symbolic 
message to the government that Bangkokian voters are wary 
of the Thai Rak Thai party's monopoly on power." 

Political observers believe Thaksin's inability to secure a 
high-profile candidate, coupled with the likelihood of defeat, 
was behind Thai Rak Thai's decision not to field a candi- 
date. Thaksin instead informally endorsed the candidacy of 
former activist Paveena Hongsakul—who came in a distant 
second. The premier played down the defeat, saying his party 
is more focused on national, rather than local, elections. 


DEMOCRAT BOOST 


Still, Apirak's win gives a boost to the ailing Democrat Party. 
The country's oldest political party has been in disarray 
since its shock 2001 electoral defeat to the then-fledgling Thai 
Rak Thai party. Internal squabbling over the party's future 
came to a head in June when power broker Sanan Kachorn- 
prasart and a clutch of his allies left to form a new party. Other 
key Democrat MPs have since defected to Thai Rak Thai. 
Some political analysts believe Apirak's victory also sig- 
nals an important shift in perceptions among Thailand's 
historically fickle urban voters. Apirak, a Harvard-educated 
marketing guru who has held senior positions at several multi- 
national corporations, is symbolic of the polished, techno- 
cratic politicians that the Democrats fielded in 2001, and 
whom voters rejected in favour of the nationalistic Thaksin. 
At that time, the ruling Democrats were closely identified 
with policies prescribed by the International Monetary Fund 
in response to the 1997 financial crisis, which many Thais 
perceived as favouring foreign over local business interests. 
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Now critics say there are growing middle-class concerns, 
fuelled by hard-hitting press reports that the government has 
denied, that Thaksin's policies are disproportionately favour- 
ing the business interests of politicians in his inner circle. It's 
a key issue for the Democrats: "We are working hard to try 
to make the population understand that we stand for clean 
governance," says spokesman Ong-art Klampaieeon 

Despite the Bangkok result, senior Thai Rak Thai party 
members remain confident their candidates will sweep the 
general election. Thai Rak Thai captured 248 of the possi- 
ble 500 seats in the 2001 poll, and it has since absorbed three 
smaller political parties to boost its ranks to 299 MPs. Thaksin 
has stated that he's hoping to win 400 of the 500 lower-house 
seats at the next election. 

Thai Rak Thai spokesman Suranand Vejjajiva character- 
izes Apirak's win as an "aberration," and predicts that both 
rural and urban voters will back the party at the general 
election, swayed by the experience of three years of strong 





A BOOST: Apirak's victory is a shot in the arm for the Democrats 


economic recovery since Thaksin took office. Suranand notes 
that at Bangkok's last gubernatorial election, in 2000, inde- 
pendent Samak Sundaravej trounced Thai Rak Thai's favoured 
candidate, yet six months later the party went on to win the 
general election, taking 29 of Bangkok's 36 seats. 

Bangkok also accounts for less than a roth of the coun- 
try's 42 million eligible voters. Political analysts say voting 
behaviour in rural areas—home to about 80926 of voters—is 
still more influenced by patronage than by policies. Thaksin 
has travelled to all 76 provinces in Thailand in recent months, 
and along the way has approved plans for 35 billion baht ($840 
million) in new public-works projects for rural areas 

Thaksin has come under fire from opposition politicians 
for recently announcing separate plans to dole out billions 
of baht in new village-development funds, a policy they 
criticize as veiled vote-buying in an election year, but which 
Thai Rak Thai's Suranand says is in line with normal budg- 
etary procedures. The Democrats’ Ong.art says, “If the Elec- 
tion Commission says these tactics are OK, then there is 
nothing we can do." & 
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AUSTRALIA 


Howard's End? 


Prime Minister John Howard will seek a fourth 
term on October 9. He faces another tough fight 


By Rowan Callick/ MELBOURNE 


AUSTRALIANS WILL DECIDE on October 9 whether to award 
Prime Minister John Howard a rare fourth term in office, 
or jump a generation to Labor Party leader Mark Latham, who 
has yet to serve in a government. 

Howard's August 29 election announcement surprised 
some because his government has been unable to secure a 
clear lead in the opinion polls despite the country being in 
election mode for months. But irritation at the long-drawn- 
out wait for the election to be called had also begun to provoke 
a negative reaction, not least within the business commu- 
nity that usually backs Howard's conservatives. 

His government's stand- 
ing was also being threatened 
by accusations that it had 
misled the public about the 
reasons for Australia's par- 
ticipation in the Iraq War and 
about a controversial 2001 
naval rescue of asylum seek- 
ers. The government had said 
some of the boat people had 
threatened to throw their chil- 
dren into the sea. 

But economic issues, in- 
cluding taxes and govern- 
ment spending, will play a far 
more decisive role in the elec- 


tion campaign than foreign POLES APART: The veteran Howard (/eft) faces newcomer Latham 


affairs. That said, Latham's 

pledge to bring home Australia's troops from Iraq will con- 
tinue to attract debate, while any deterioration in the situation 
in Iraq will disadvantage Howard. 

The prime minister took the recent attacks head-on, 
declaring that the election was indeed about trust. "Who 
do you trust to keep the Australian economy strong, and to 
protect family living standards?" he asked, adding that his 
ruling coalition was best suited to keep the country "pros- 
perous, strong and secure." 

Latham stressed his commitment to helping people 
improve their position in life. “I want all Australians climb- 


ing the ladder of opportunity—the powerful combination of 


individual hard work, good families and well-funded gov- 
ernment services," he said in Sydney on August 29. 
Howard, aged 65, has headed a conservative coalition of his 
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own Liberal Party and the rural National Party since defeating 
Labor's Paul Keating in 1996. He stresses his record of strong 
economic growth, low unemployment, and low interest rates, 
as well as the fight against international terrorism. 

But Latham, 43, has revived Labor's fortunes since unex- 
pectedly being elected by party MPs as their new leader last 
December. He underlines Labor's determination to invest 
more in health and education. 

Labor needs to win another 12 seats in the 150-mem- 
ber House of Representatives to win power. Half the 76 Sen- 
ate seats will also be contested, but governments in Aus- 
tralia—including Howard's—frequently lack control of 
the Senate, and so must negotiate with minority parties to 
pass legislation. 

A swing of just 2.296 would earn Labor victory. Recent 
polls have shown Labor ahead, but not comfortably so. The 
crucial battle will be in marginal seats easily changed by small 
shifts of voter sentiment. Australians are legally required to 
vote, and are fined if they do not—removing a key variable 
in most other democracies, the voter turnout. 

A key shift that will boost Labor's chances is the strong 
support for the Greens, who hold between 6% and 9% of 
the vote, according to recent opinion polls. Under Australia's 
preferential voting system, losing candidates' votes are dis- 
tributed to those attracting 
more support. In the past, 
preferences of minority par- 
ties such as the Democrats 
have been split. But the pref- 
erences of the leftist Greens 
are virtually guaranteed to 
go to Labor. 

In the conservatives' 
favour is the traditional 
desire of Australian voters to 
avoid having the same rulers 
in Canberra and in the states. 
Labor currently governs in 
every state and territory in 
the country. 

A potentially deciding 
campaign factor will be 
Labor's announcement of its tax plans. Latham has been crit- 
icized by Howard for being strong on platitudes but short 
on solid policies. The government has worked assiduously 
this year to please segments of the population by cutting their 
taxes or providing them with bonuses. It is ready to pounce 
on any hint that Labor's election promises could imperil the 
budget surplus—a budget deficit would likely cause interest 
rates to rise, a central issue for most Australians, for whom 
the family home is their core asset. 

The election will be culturally framed by sport, an obses- 
sion of Howard and of much of the Australian population. 
The country was placed fourth in the medals tally at the Athens 
Olympic Games, winning a record total of golds. Major rugby 
and Australian Rules football finals will be played during 
the campaign, diverting attention and energies. = 
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JAPAN 


Schooled In 
Bureaucracy 


Foreign direct investment accounts for only 2% 
of GDP in Japan, far less than in other major 


economies. Why? Here's one revealing example 





By Sebastian Moffett/Tokvo 


NOW THAT RAUCOUS TRADE disputes are a thing of the 
past, some of the biggest obstacles to integrating Japan into 
the world economy are informal barriers to foreign direct 
investment. To understand just how difficult it can be for for- 
eigners to overcome these obstacles, take a look at one Amer- 
ican school. 

Two decades after Temple University set up its Tokyo 
campus, the Philadelphia-based college recently celebrated 
a milestone for its Japanese business: its first profit since 
going independent from Japanese partners eight years 
ago. Other universities from the United States weren't so 
patient. From a peak of around 40 colleges with Japanese 
campuses at the height of Japan's late-eighties bubble econ- 


CONTINUING 
EDUCATION: 
Students at Temple 
University Japan 
were only recently 
allowed to advance 
to Japanese 
graduate schools. 
Opposite: Temple's 
Tokyo campus 
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omy, Temple is the only one left offering full degree courses. 

One reason that U.S. colleges find Japan so hard is that 
the Ministry of Education in Tokyo sets criteria for official 
universities that they've found impossible to fulfil. Poten- 
tial students are put off by Temple's lack of status as a uni- 
versity in Japan. Because they're not official “university 
students," they can't get 5096 student discounts for their 
rail passes, they can't get student exemption from paying into 
the national pension system, consumption tax is levied on 
their fees, and students were only recently allowed to advance 
to Japanese graduate schools. 

"The regulations inhibited our activity to recruit students," 
says Kirk Patterson, dean of Temple University Japan. "Their 
parents would say, ‘You're not a real school.” 

It's not just education. The U.S. government and the 
American Chamber of Commerce in Japan are trying to 
persuade Japan to get rid of bans on for-profit health-care cor- 
porations and restrictions on mergers and acquisitions. 

"Everyone [in Japan] has a knee-jerk reaction that, every- 
thing being equal, we want to keep foreigners out of the coun- 
try," says Nicholas Benes, chairman of the ACCJ's Foreign 
Direct Investment Task Force. One result of this: Foreign 
direct investment into Japan totals about 296 of GDP, com- 
pared with 19.196 for the U.S. and 38.796 in Britain. 

The Keidanren, Japan's leading business organization, 
argues that more FDI would create jobs, stimulate domestic 
competition and introduce new technology and business mod- 
els to Japan. "The resulting virtuous cycle created in Japan as 
an investment host will boost the domestic economy," it argued 
in 2002. Prime Minister Junichiro Koizumi agreed, and last 
year he called for a doubling of accumulated FDI by 2008. 
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could solve the problems without becoming a gakko hojin 
[official university], that would be best 

The downside of the lack of status goes beyond problems 
for students. Now that it's no longer losing money, Temple has 
to pay tax on earnings, like a private corporation, but unlike 
official Japanese universities. It's aiming to build a new cam- 
pus in 2008. But donations to Temple are taxed as income 
When it finally buys a site, it will have to pay a 1.396 property- 
acquisition tax, from which official universities are exempt 

Temple University Japan would like to attract students 
from the U.S. and other parts of Asia, so they could gain an 
American college degree while living in Tokyo and learning 
Japanese. That would also give the campus more international 
cachet to attract Japanese students, who currently account foi 
a little over half of the 2,100 students enrolled. But because 
Temple is not an official university, it can't sponsor them foi 
visas. Some foreign students, who were staying in Japan with 
parents posted to embassies or multinational companies, have 
had to leave midway through courses because they were 
unable to get a visa to stay on. 


pu 


TEMPLE PAYS ADDITIONAL TAXES 
AND FACES RECRUITMENT CHALLENGES 
BECAUSE OF ITS UNIQUE STATUS 





In education, the Keidanren has complained about the 
dearth of business schools in Japan. Economists say the rel- 
atively high unemployment rate among the young could be 
alleviated by equipping them with the skills required by buoy- 
ant industrial sectors like information technology—some- 
thing more flexible schools could manage. 

Temple fell short of a host of Ministry of Education cri- 
teria for being an official university. Japanese universities must 
own their buildings, and have less than a 2596 debt-equity 
ratio. They are required to have their own sports field and gym, 
and the campus needs to cover a certain surface area per 
student. Temple rents the bottom half of an office block in 
central Tokyo, and has no sports facilities. 

In fact, the rules are so tough that Temple benefits some- 
times from its lack of approval. Japanese universities need 
government approval for new programmes, which can take 
several years to come through—or be denied if the ministry 
decides the nation already has enough of the proposed new 
type of programme. Temple, which didn't have to abide by 
such rules, was free to cut three majors last year—English lit- 
erature, history and religion—and add four more—art, psy- 
chology, international relations and tourism. 

"I'm really afraid that . . . there would be a whole limitless 
list of things we were required to do," says Patterson. "If we 
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Recently, Temple has found a glimmer of hope in the form 
of reforms promoted by Koizumi. One of the prime minis- 
ter's pet projects is a deregulation programme using "spe- 
cial structural reform zones." Since 2002, regional govern- 
ments have been applying for special-zone status, under which 
they can loosen regulations. They first need to gain permis- 
sion from central-government bureaucrats—but the bureau- 
crats have to make public the reasons for any rejection. The 
Education Ministry has one of the highest rejection rates of 
all Japanese ministries. 

In June 2003, Temple applied for special status to be 
granted to all foreign universities, should any more choose to 
come. The ministry essentially rejected this, as well as a 
subsequent, modified application. 

A third attempt might gain some concessions. This June 
Temple asked that the rules that get in its way be removed 
Under pressure to loosen up—from Koizumi, the ACC] 
Tokyo's more reformist ministries, and Patterson arguing his 
case in the Japanese press—the Education Ministry gavi 
verbal assurances that it would cooperate. It will likely start to 
recognize degrees gained at Temple's Tokyo campus in the 
same way that it recognizes those from Philadelphia 





Still, in a further illustration of how laborious reform can 
be in Japan, the ministry now has to work on other mii 
istries—the Ministry of Justice over visas, the Ministry of 
Land, Infrastructure and Transport over rail passes and 
the Ministry of Finance over tax status. First signs indicate 
victories on rail passes and visas, though not on taxes. “They 
realized we weren't going to go away,” says Patterson. “My 
argument is, "This is fundamentally good for Japan." = 
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Fight Terrorism— But Carefully 


By Amitav Acharya 


The writer is deputy director of the Institute of Defence 
and Strategic Studies in Singapore and author of 
Age of Fear: Power Versus Principle in the War on Terror 


Since the September 11, 2001, terrorist attacks in the United 
States, but especially after the October 2002 Bali bombings, 
much has been said about the threat posed by terrorism to 
Asian security. Yet surprisingly, there is little agreement on the 
extent of the terrorist threat or an understanding of some of 
the unsavoury implications of the war on terrorism. 
According to the U.S. State Department's revised estimates, 
37% of the total number of major terrorist incidents in 2003— 
altogether 190—took place in Asia. The Middle East accounted 
for 2096. But these figures take note only of international, rather 
than domestic, terrorist groups. Taking into consideration both 
types of terrorist incidents, the International Centre for Politi- 
cal Violence and Terrorism Research in Singapore puts the 
total number of incidents in the Asia-Pacific region in 2003 alone 
at over 400. If true, terrorism remains a serious danger to Asian 
security, despite the American-led war on terrorism in which 
Southeast Asia is deemed to be the "second front," and notwith- 
standing the fact that about 200 members of Jemaah Islamiah— 
allegedly the principal source of trans-border terrorism in the 
region—are now in custody. It's fair to ask, then, just what 
have been the benefits to Asia of the war against terrorism? 


* While it is certainly important to fight 


terrorism—no one complains about this—it is 


important to take note of the potential for abuse y, 


There are claims that the anti-terrorism campaign has had 
positive effects in Asia. For example, a preoccupation with 
anti-terrorism led the Bush administration to soften its initial 
hardline stance towards China. This in turn improved major- 
power relations, creating a climate for better managing regional 
conflicts—one result is the six-party-talks structure to limit the 
nuclear danger on the Korean Peninsula. And against the 
backdrop of anti-Taliban operations in Afghanistan, better U.S.- 
India relations were developed; this paved the way towards New 
Delhi and Islamabad working on dialogue over Kashmir. 

But all that does not mean Asia hasn't been cagey about the 
U.S. campaign; nor have gains made been unqualified. China 
and India disagreed with U.S. justification of the Iraq War as 
an integral part of the war on terrorism. China remains uneasy 
about the increased U.S. military presence in Central Asia and 
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W2 with Japan pushing through legislation support- 


ing deployment of its armed forces in the Asia- 


| Pacific and Indian Ocean regions. India has not 
| given up balancing China. While U.S. armed- 


forces redeployments in Asia were conceived inde- 


| pendently of the war on terrorism, the Iraq War 


has made them imperative, thereby creating more 
strategic uncertainty in Asia. 

While it is certainly important to fight terror- 
ism—no one complains about this—it is just as 
important to note the potential for abuse. First, 
the anti-terrorism campaign has led to renewed 
justification for internal-security laws feared by 
many. According to the Bernama news agency, 
U.S. Attorney-General John Ashcroft was thus 
cited by Malaysia's legal affairs minister, Rais 
Yatim, in May 2002: "In the context of their own 
Patriot Act, he endorsed the significance of the 
ISA,” or Internal Security Act. 

The labelling of indigenous separatists as "ter- 
rorists" distracts attention from the root causes of 
such movements in neglect and poor governance. 
Following the American lead in Iraq, the Indone- 
sian military in 2003 may have reframed its oper- 
ations in Aceh by adopting its version of “shock and 
awe" against rebel forces and “embedding” reporters 
to control media coverage. Indonesia also came 
under international pressure to implement new anti- 
terrorism legislation that is out of tune with the 
human-rights aspects of its new constitution. 

Then, military action induced by the alleged 
foreign terrorist links of separatist elements in 
southern Thailand aggravated local alienation. 

In addition, the war against terrorism has 
strengthened bilateral security cooperation 
between the U.S. and Asian countries such as 
the Philippines, India, Singapore and Pakistan. 
However, bilateral anti-terrorism measures such 
as intelligence-sharing do not necessarily produce 
greater regional military trust and transparency. 
Multilateral organizations like the Asean Regional 
Forum and Asia-Pacific Economic Cooperation 
forum have been used to respond to terrorism in 
a limited way. But in focusing on terror, these 
organizations should not forget their original mis- 
sions—the promotion of confidence-building, pre- 
ventive diplomacy and free trade, which in fact hold 
the key to long-term regional stability. 

Fighting terrorism is necessary to maintaining 
security. But Asia must be on guard that in doing so 
it doesn't add to regional instability or discord, or 
undermine the process of democratization. = 
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In the center of Shanghai, 
Appreciate the charming glamour, achieve 
the magnficent grandeur. 





Top of the City s show rooms are now ready to open. 


Living here is perfect, beautiful, pure, and noble. 





Architectural art with superior embellishment, Shanghai, Beijing, Hong Kong, Singapore, New York, 
London-more than 30 cities in the world pay attention to the superior high-tech decoration makes a 
feast of the reputable international residence, right in the center of Shanghai City, making the most 
noble community of 245 thousand m?, shine. 





“Nobility” is reflected in every inch 

Every family has a luxurious elevator for the host and one for the nursery -maid installed 

A set of furniture or an ornament presents the brilliance and connotes the brightness of a nch family 

Installed with a broadband network system and state of the art household appliances, the quality of advanced high tech living makes 
the reputable international residence a thing of the future 

The high-tech residence with international exquisite decor is grand and something to be treasured 


56-21-62679351/62175555 


Developer: C Shanghai Zhongkai Corporate Group Architectural design: 8224 Canada B«H Architecte. Office 
Property management: BB Colliers international Property Services (Shanghai) Co., Lid Marketing agent 
ig Shanghai YKBC Real Estate Agent Co.,Ltd. Pre-sale Certificate No.Jing’an Real Estate (2003) Pre-sale No. 030 
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| China Briefing | 





China Offers More Trade 
Sops to Hong Kong 


China unveiled a new package of economic meas- 
ures aimed at offering Hong Kong companies and 
entrepreneurs greater access to the mainland mar- 
ket. The measures, which reduce tariffs on exports 
from Hong Kong to China and grant Hong Kong 
professionals and businesses more freedom to oper- 
ate on the mainland, are part of the Closer 
Economic Partnership Arrangement (Cepa) signed 
in July 2003. Under the second phase of Cepa, 
Hong Kong residents with Chinese citizenship will 
be able to set up retail and service operations all 
over the mainland. New zero tariffs apply to food, 
textiles and garments produced in Hong Kong. 
Among the service areas further liberalized under 
the agreement are the legal, accounting, medical, 
banking and securities professions. Beijing’s move 
came amid popular 
discontent in Hong 
Kong at the slow pace of 
democratic change. It 
also came less than two 
weeks before elections for 
the territory’s legislative 


MORE ACCESS: Hong Kong gains 
2-0 meee 





assembly, which are 
» expected to see democrats 
> win more power. 


REVISED HEALTH LAW ADDRESSES AIDS 


China’s parliament adopted legislation that for the first time specifically 
targets the spread of Aids and outlaws discrimination against victims of 
infectious diseases. The National People’s Congress passed a revised 
draft of the Law on the Prevention and Control of Infectious Diseases, 
which requires the government to guarantee funds for infectious-disease 
prevention. “The law stipulates that governments of various levels should 
strengthen prevention and control of Aids and take measures to prevent 
the spread of the disease,” the official Xinhua news agency said. That 
includes tightening blood-donation measures. The legislation, which also 
tightens control and monitoring of diseases such as Severe Acute Respi- 


ratory Syndrome and bird flu, was passed after Chinese President Hu 
Jintao made some revisions. 
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WILDLIFE 


China plans to open a 
1,200-square-kilometre 
nature reserve so that its 
endangered giant pandas 
have more room to breed. 
The $22 million park will 
be located in the south- 
western province of 
Sichuan, which is home 
to most of the estimated 
1,590 pandas believed to 
live in the wild. 


POWER 


Energy-starved Sichuan 
province plans to build 
four new hydroelectric 
power stations by the 
end of next year. The 
planned investment will 
help raise Sichuan's 
electrical-power-generat- 
ing capacity to 32.6 
million kilowatts. The 
new power plants on the 
Dadu, Yalong and Jinsha 
rivers will have a com- 
bined generating capac- 
ity of 25.5 million kilo- 
watts. Meanwhile, Wang 
Yonggan, general secre- 
tary of the China Electric- 
ity Council, said the 
country needs to invest 
$120 billion over the next 
five years to increase 
electricity supplies to 
meet demand. 





BEIJING TOOK OVER the 
Olympic baton in Athens 
after China's most succes: 
ful performance in an 
Olympic Games. China, 
which will host the next 
Olympics in 2008, won a 
total of 63 medals and car 
second behind the United 
States for its highest-ever 
final ranking. Its record ha 
of 32 golds included the 
country's first men's track 
and-field title. Liu Xiang wi 
the 110-metres hurdles in 
world-record-equalling tim 
of 12.91 seconds, while Xi) 
Huina won the women's 
10,000 metres. 


TAIWAN 


Taiwan cancelled a 
planned military exercise 
in what it said was a 
show of goodwill to 
China. The move came 
after reports that China 
had abandoned some of 
its own military drills 
simulating an invasion of 
Taiwan. Taiwan's decision 
appeared aimed in part 
at bolstering President 
Chen Shui-bian's creden- 
tials as a moderate at a 
time when China fears he 
is moving the island 
toward independence. 
But analysts said cancel- 
lation of the Taiwan 
exercises, which were 
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due to start on Septem- 
ber 9, was unlikely to 
significantly ease cross- 
strait tensions. 


ee 


Cheng Yizhong, editor of 
the Southern Metropolis 
News, was released after 
five months’ jail without 
trial. No official explana- 
tion was given, but two 
colleagues remain in 
prison after convictions 
for bribery and graft. 
Their arrests sparked 
outrage among Chinese 
journalists and lawyers. 
The paper's investigative 
reports had annoyed 
southern officials. 


TRANSPORT 


China signed contracts 
with three foreign firms 
and their local partners to 
upgrade the country's 
congested rail network. 
Alstom of France, Bom- 
bardier of Canada and 
Kawasaki Heavy Indus- 
tries of Japan will upgrade 
five intercity lines to 
increase train speeds. 
Details of the three joint- 
venture deals were not 
given, but the overall cost 
of the modernization 
programme is reported to 
be about $900 million. 
The contracts will enable 
China to ease freight 
bottlenecks by improving 
more than 2,000 kilome- 
tres of track to enable 
trains to run at 200 
kilometres an hour. 











UPGRADE: Foreigners will modernize China's railways 


HEALTH 


The World Health Organi- 
zation urged China to 
carry out extra studies 
into the presence of a 
deadly strain of bird-flu 
virus in pigs. The appeal 
from the United Nations 
agency came after China 
admitted that it had 
found the H5N1 virus in 
pigs as early as 2003. 


MACAU 


Chief Executive Edmund 
Ho won a second and 
final five-year term as the 
Chinese territory's leader. 
Ho, running unopposed, 





SECOND TERM: Macau's Ho 


won 296 out of 300 
possible votes from 
Macau's Beijing-approved 
committee of politicians 
and businessmen. He 
said he would continue to 
focus on the gambling 
haven's booming econ- 
omy. The former Por- 
tuguese colony's pro- 
democracy movement, 
which holds two of the 
local legislature's 27 
seats, boycotted the poll. 





BUSINESS DIGEST 


BREWING AFFILIATE LOOKS SOUTH 
China Resources Breweries, partly owned by beer giant SABMiller, 
is investing $82.2 million to build a brewery in the southern coastal 
province of Guangdong. The investment marks one of the first moves 
by a foreign-invested brewer in recent months to build a brewery 
rather than buy into an existing Chinese company. Industry analysts 
said the investment, in the city of Dongguan, near Hong Kong, shows 
the extent to which the value of Chinese brewing assets has exploded 
in the past 18 months. That could make it increasingly more cost- 
effective for foreign brewers to build breweries rather than acquire 
them. China Resources Breweries, China's second-largest brewer, 
is 49%-owned by London-listed SABMiller. 


HEALTHY SINOPEC PLANS OUTPUT RISE 
China Petroleum & Chemical Corp. reported a 51% jump in first- 
half earnings and said it plans to boost its refining capacity by about 
one-fifth over three years. The country's second-largest oil-and- 
gas producer, also known as Sinopec, reported net profit of 16.15 
billion renminbi ($1.95 billion), up from 10.73 billion renminbi a year 
earlier. Revenue rose 34% to 265.71 billion renminbi from 197.61 bil- 
lion renminbi. The company said refining margins continued to show 
improvement on the back of high and volatile international crude- 
oil prices, while the firm's chemicals business continued on an 
upward trend. Domestic demand for petroleum and petrochemi- 
cal products also rose. Sinopec said it plans to expand refining 
capacity by 22.7 million tonnes between 2003 and 2006. 


TEXTILE INDUSTRY IN GOOD SHAPE 

Weiqiao Textile Co., China's dominant cotton-textile producer, said 
the industry is expected to continue growing strongly and has 
been largely unaffected by Beijing's efforts to cool the economy. 
Company Chairman Zhang Bo noted that China's textile industry 
grew 15% in the first six months of 2004 compared with the first 
six months of last year. Weiqiao's first-half net profit rose 51% to 357 
million renminbi ($43.1 million) from 237 million renminbi a year ear- 
lier. Zhang said the textile industry has scope for expansion, spurred 
by domestic demand and the removal of global textile quotas at 
the end of this year. 


NEW GUIDELINES ON IPO VALUATIONS 

The China Securities Regulatory Commission said it plans to issue 
rules allowing companies and their lead managers to set prices on 
initial public offerings. Under current rules the regulatory body itself 
sets the initial listing price, but companies abused the system by 
exaggerating their prospectuses to raise more cash and create an 
artificially high starting price. Under the draft ruling, share issuers 
would seek opinions from securities-investment funds, qualified for- 
eign institutional investors, approved brokerage firms and other insti- 
tutional investors before setting a price range for an IPO. While 
the move helps to bring China's young stockmarkets more in line 
with international practices, analysts said that alone won't resolve 


the legacy of artificially high valuations of Chinese sharéS. e y... ~ 
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TEXTILE TRADE 


ZHEFU strolls down the long rows 
hanical looms, unfazed by their 
T splitting din. He brushes aside the dust 
and fluff on one machine to reveal its 
make to a potential investor. "Yi Da Li de," 
he roars with evident pride. Italian-made. 
— Zhao is the deputy general manager 
‘the Wuxi Qing Feng Group, which last 
r sold 1.2 billion renminbi ($145 
illion) worth of textiles, 80% in exports. 
Its owner, the Wuxi city government, has 
put the factory on the auction block as part 
of a larger effort to divest its industrial 
enterprises. But it's not just Italian equip- 
|». ment and apparent financial health that 
|. make the mill a good buy. 
|... Italso stands to profit from the upheaval 
-. that will rock the nearly $500 billion global 
.. market in textiles and clothing when 
import restrictions are lifted in 
the United States and Europe 
. on January 1. China is expected 
| (to emerge as the big winner 
_ when the quota system that has 
- — governed the world's rag trade 
-for the past 30 years expires 
under an agreement reached by 
the World Trade Organization in 
1995. Also winners: Importers 
nd consumers in wealthy 
ions that will have access 
k thing and textiles from 
orld: s most competitive 
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But others are worried about the fall- 
out: U.S. manufacturers, fearing a surge 
of cheap Chinese clothing will further 
ravage the American garment industry, 
want new restrictions on Chinese imports. 
Poor countries such as Bangladesh and 
Nepal that rely on clothing and textile 
exports to try to jump-start their economic 
development have pleaded with the WTO 
to extend the quotas until 2008. Even 
some producers in China worry that a 
price war could hammer profits. 

All this excitement and angst has been 
generated by the expiry on December 31 of 
the WTO's Agreement on Textiles and 
Clothing, which sets limits on the amount 
of apparel and textiles that developing 
countries can export to the U.S. and Europe 
in an effort to protect their companies 
and jobs from low-cost foreign 
competition. But it also forced 
importers and retailers in devel- 
oped markets to cobble together 
complicated supply chains from 
a variety of sources that led to 
inefficiencies and increased 
costs. The bureaucratic hassle 


to the price consumers paid 
for clothing. 

Come January, garment 
makers are expected to curtail 


of administering quotas added _ 


















. One Big Winner, 
Many Small Losers 


The quota system restricting the global textile and clothing trade ends on January 1. China will benefit. 
So will India. But the transition to a quota-free era will be far from seamless. Protectionists want new 
limits on exports. Weaker producers want new quotas. And even the Chinese are nervous 


By Murray Hiebert/WAsHINGTON, David Murphy/Betjinc and Chace Vanderwolk/W uxi 


quotas and instead concentrate on a hand- _ 
ful of nations that have abundant raw | 
materials, skilled workforces and can 
deliver the goods quickly. “Over time, 
more production will come to China,” - 
says Peter Shay, managing director of 
MMG (Asia), a fashion-industry invest- 
ment-banking and consulting group. 
“They have the best infrastructure, all the — 
materials and accessories and a reason- © 
ably efficient and i maproving finance-and- 
trade system." 

A recent WTO report projected that 
China's share of garment exports to the 
U.S. will rise to 5096 after the quota sys- 
tem ends this year, up from 1696 in 2002, 
the year some initial restrictions were 
lifted (see chart on page 32). In Europe, 
China's share will reach 2996 in 2005, up 
from 20% three years earlier. 

The second-biggest winner will be 
India, whose slice of the U.S. market will 
jump from 496 in 2002 to 1596 next year, 
the WTO report predicts (see article on 
page 34). India's share of the European 
market will rise from 596 to 996. 

U.S. domestic producers are more - 
alarmist, projecting that China could snare 
75% or more of the American clothing 
market in 2005, causing the loss of 
650,000 jobs. The U.S. National Coun- 





il cil of Textile C Organizations So. 
production in dozens of coun- this figur ermenth 
tries that benefited from the — cl 





showed that China's share of the U.S. mar- 
ket had risen from 996 in 2001, before 
quotas on 29 garment categories were 
lifted, to 6596 in March 2004, two years 
after the quotas were lifted. NCTO Vice- 
President Robert DuPree argues that 
China captured this share because it keeps 
its currency undervalued and gives tex- 
tile companies subsidized loans, allowing 
them to undersell their global competitors. 

U.S. industry leaders are calling on 
their government to use a special "safe- 
guard" provision of China's admission 
into the WTO: This allows Washington to 
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slap an annual growth ceiling of 7.5% 
on China's clothing and textile exports 
until 2008 in categories where growth 
is exploding. Washington used that pro- 
viso last year to limit imports of Chinese 
brassieres, dressing gowns and knit 
fabric, which soared after their quotas 
were phased out in 2002. It is currently 
considering a similar ceiling on socks. 
DuPree says the NCTO and other 
organizations also are discussing peti- 
tioning the U.S. government, before the 
November 2 presidential election, to 
impose pre-emptive safeguards "based 





LONG YARN: China will benefit greatly when 
30 years of trade restrictions end in 2005 

on threat" from China ather than 
actual export growth soon as the 
quotas are lifted on January 1. U.S. offi- 
they 


cials haven't indicated whethe 


would consider such a request. Imports 
and job losses could become a hot ele 
tion issue in textile-producing states like 
North and South Carolina 

China faces other protectionist meas 
ures that analysts say will prolong the 
global shake-out of the textile market over 
several years. Under the terms of Beijing's 
accession to the WTO, other countries may 
impose either tariffs or quotas or both until 
2013 against any Chinese imports that are 
causing hardship to domestic producers. 
Peru this year imposed the safeguard 
against some Chinese textile products and 
the European Union is considering simi- 
lar steps beginning in 2006. India, which 
doesn't face any safeguards 
benefit most from any new restrictions 
slapped on China. 

U.S. 
worked in recent weeks with some devel- 


is likely to 


textile producers have also 
oping countries, including Bangladesh 
and Nepal, to urge the WTO to extend the 
quota system for another four years. Atan 
emergency meeting of 17 countries held 
in Geneva in early August, Chit 
India strongly opposed the appeal, sug: 
gesting that it wort be successful 
American importers of clothing and 
textiles have a radically different take on 
the end of the quotas, which have added 
at least 10%-20% to their costs 
thrilled at the prospect of unfettered 
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access to Chinese goods. "By and large 
is our experience that China will offer the 
best product at the best price under the 
best circumstances," says Bob Zane, a 
vice-president for retailer Liz Claiborne 
which has been buying from China sinc 
1984. "Products tend to be well-made 
well-priced and delivery [time] estimate: 
tend to be accurate 

U.S. importers express doubts that 
China will seize more than 505 
global market for years to come. They say 
they're not relying too heavily on any sin 
gle supplier. "Most large retailers are plan 
ning what we call a balanced sourcing 
strategy," says Ted Sattler, shirt maker 
Philips-Van Heusen’s vice-president FK 
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SEWING UP HALF THE AMERICAN MARKET 
China now takes 16% of the U.S. market for imported clothing. That’s expected to rise to 50% 
after eres Whee are lifted in 2005. All one eee India—lose market share 
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Before 2005.. 
Rest of Americas 16% 


| 
| 
| 


European Union 596 
Taiwan 496 


Indonesia 496 
India 496 
Bangladesh 4% 
Rest of the World 24% 
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for foreign operations. “You don't neces- 
sarily want all of your eggs in one basket." 

Peter McGrath, president of JCPen- 
ney's purchasing unit, cites a raft of U.S. 
and Chinese factors that influence his 
buying decisions. For starters, he says, 
he'll monitor how Washington applies 
safeguards to limit Chinese exports, so 
that he isn’t caught having ordered prod- 
ucts that will be barred from entering U.S. 
ports. He'll also watch for signs of over- 
heating in the Chinese economy, and 
whether Beijing is preparing to revalue its 


considering putting restraints on export 
growth to avoid fuelling protectionist 
sentiment around the world. 

Prompted by an average 30% drop in 
the price of Chinese clothing exports over 
the past five years, some Chinese com- 
panies have called for a pricing mecha- 
nism to avoid all-out war between com- 
petitors leading to sharp price deflation. 
In the case of Chinese bathrobes, for 
example, the price fell from $100 a dozen 
in 2001, when the quotas ended, to $48 
two years later. "We should find a floor 


“Tt is our experience that China will offer the best 


product at the best price" 


Bos ZANE, VICE-PRESIDENT, Liz CLAIBORNE INC. 


currency, write down nonperforming 
loans or tighten credit to textile mills, 
making it harder for them to buy cotton. 
Any of these moves could disrupt the mar- 
ket or raise the cost of Chinese products. 
“We'll take a moderate go-slow approach,” 
McGrath says. 

In China itself, producers and gov- 
ernment officials are anxious about the 
coming of the quota-free era. State-con- 
trolled newspapers report that Beijing is 
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price for exports," Xu Xiachuan of the 
Sichuan Xinlixin Textile Company recently 
told the China Daily newspaper. 

Chinese officials have also called on 
companies to boost product quality and 
prepare to cede lower-end goods to poorer 
countries. “If China expands at its current 
rate, namely expanding by quantity, after 
the quota elimination, it would create a 
huge demand for cotton and drive up 
the cost of cotton imports," Cao Xinyu 


Source: World Trade Organization 


of the China Chamber of Commerce of 
Import and Export of Textiles, told the 
China Daily. China is expected to pro- 
duce 6 million tonnes of cotton this year 
and to import 2.5 million tonnes. Surg- 
ing cotton prices, Cao said, would force 
buyers to turn to cheaper sources in 
Bangladesh, Pakistan and Vietnam for 
lower-end goods. 

Beijing is keen to find ways to reduce 
tensions with developing countries that 
are going to be losers when the quotas 
end. “You will see outward investment 
from China is going on and going up in 
the textile sector [and] we hope that can 
help developing countries," Assistant 
Minister of Commerce Yi Xiaozhun told 
a meeting of the Pacific Basin Economic 
Council in Beijing in June. Worldbest Tex- 
tile of Shanghai, for instance, has built 
two plants in Thailand, and textile maker 
Dunsky, also of Shanghai, is consider- 
ing setting up a factory in Vietnam. 

Back in Wuxi, deputy general manager 
Zhao, busy peddling his state-owned mill 
to potential buyers, sees U.S. protection- 
ist measures as the main hindrance to the 
factory's exports after the quotas end. "It's 
been an old trick played by the U.S.," Zhao 
says. "We wouldn't be surprised at all [if 
they used it again]." = 
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TEXTILE TRADE: CHINA 


It's All in 
The Details 


Garment makers and buyers are flocking to 
China. Quotas will be lifted soon, but on the 


ground plenty of other problems remain 





By Rebecca Buckman/HoNc KONG AND DONGGUAN 


HARRY LEE, who heads garment-making giant TAL Apparel, 
tried to lease land for a new factory in southern China 
earlier this year. No luck. The Chinese government refused 
to give up the property, more than six hectares in the 
crowded city of Dongguan, Lee says. Officials worried 
that another big factory there would strain resources, like 


LABOUR ISSUE: Chinese workers "want to work 
all the time" 
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the overburdened electricity grid, and further overheat 
China's economy. 

So TALS factories in Thailand, Malaysia, Taiwan, Indonesia 
and Hong Kong— plus an existing one in China and one 
under construction in Vietnam—will have to pick up the slack. 
"All our facilities right now are maxed out," says Lee, whose 
Hong Kong-based company makes about one in eight men’s 
dress shirts sold in the United States, including brands like 
Brooks Brothers and J. Crew. 

Many clothing manufacturers are shifting more pro- 
duction to China these days, particularly as worldwide 
quotas on garment exports from China are set to expire 
on January 1. China's low-cost, mobile workforce, as well as 
its logistics set-up and proximity to raw materials, are the 
country's big selling points. 

But there are obstacles to expanding in China, as big firms 
like TAL have discovered. They range from government 
restrictions on land use to concerns about working conditions 
in factories, including excessive overtime and the level of 
compliance with safety rules. Bradley Arkin, executive vice- 
president of Perry Ellis International Inc., says his executives 
recently visited 21 Chinese factories in search of new sites 
to make pants. Only two factories would pass the company's 
rigorous compliance audit, he says. 

Then there's a good chance the United States—where the 
"offshoring" of manufacturing jobs remains a hot political 
issue—will impose temporary quotas on imports of certain 
types of Chinese clothing next year. Those special, "safeguard" 
quotas, which last three years, could be triggered if Chinese- 
made pants, shirts or other items start flooding into the 
U.S. after the broader World Trade Organization quotas are 
lifted in January. 

That means companies investing heavily in China now 
might be left with idle sewing machines next year. So, many 
are treading cautiously. "We want to go in pretty slow," says 
Sonny Lee, a vice-president with South Korea's Nobland 
International, which doesn't make any clothes in China yet. 
Nobland, which stitches garments for higher-end brands like 
Liz Claiborne Inc.'s Kenneth Cole, Laundry, Lucky Brand and 
Juicy Couture lines, has its biggest factory in Vietnam 

Despite the uncertainty, many garment companies antic- 
ipate giving some new business to China-based factories as 
soon as next year. Perry Ellis buys about 27% of its mer- 
chandise from China now, and that could grow to nearly 5096 
in five years, says Chairman and Chief Executive George 
Feldenkreis. "China has probably the largest infrastructure of 
textile and yarn in the world," he says, so it makes sense to 
base production close to those raw materials 

But getting production going at a Chinese factory is no mean 
feat. That was clear in July when two Perry Ellis executives, Hong 
Kong-based Arkin and his No. 2, Bility Yim, went to Dongguan 
to check out a factory run by Hong Kong's Luen Thai Holdings. 
Arkin and Yim wanted to see whether the huge factory, which 
employs about 5,000 workers, could make men’s dress shirts 
for the company. Perry Ellis now sources dress shirts from other 
vendors in Southeast Asia and India. 

The verdict was mixed. After an all-day tour led by &* 
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Luen Thai Chief Operating Officer Willie Tan, Arkin and Yim 
say they were impressed by the hi-tech factory, which boasts 
a state-of-the-art "technical centre" where garments are 
stretched, washed, dyed and even set on fire to test their wear- 
ability. Luen Thai's biggest customers include the Dillard's 
Inc. department-store chain and Polo Ralph Lauren Corp., 
both of the U.S. 


COLLARS NOT PERFECTLY POINTY 

But the Perry Ellis team did have some concerns about product 
quality. On their tour, they inspected finished products and 
fired questions at Tan. *How many lines are on this floor?" 
asked Arkin, surveying a sea of women in headscarves bent 
over Japanese-made sewing machines. (There were 19 lines.) 
Then he snatched a few Ralph Lauren button-down shirts 
from a pile and scrutinized their workmanship. He was 
disappointed that the collar points weren't perfectly pointy on 
many of them. A few seams also had slight puckers. "There's 
a lot of little details," he explained. 

"You are too detailed," sighed Kelvin Ching, a Luen Thai 
vice-president for merchandising who accompanied the exec- 
utives on their tour. Arkin also pointed out some boxes that were 
blocking a fire extinguisher in one building and wrinkled his 
nose as he inspected a messy first-aid kit on a factory wall. 

Luen Thai says that it is working to improve the quality of 
fabric, accessories, sewing and stitching. Certain customers 
are also training Luen Thai employees to meet their specific 
quality standards. Tan says he believes big factories like his 
can afford to offer more services to clients, from design to 
quick turnaround on new products. 


Yet some clothing retailers say big factories can be 
unwieldy to manage, outweighing whatever cost savings 
they offer. Other big facilities sometimes don't have the 
expertise to produce smaller batches of higher-quality goods. 
"There's an advantage for mega-factories, but that's for 
customers like Wal-Mart, like Target and maybe customers 
that buy half a million units per style," says Nobland's Lee. 

Then there are the labour issues. Chinese workers often 
"want to work all the time," including weekends, says Perry 
Ellis's Feldenkreis. But that clashes with China's overtime 
laws, which can vary from locality to locality but generally don't 
allow workers to toil more than 6o hours a week, industry ~ 
officials say. Garment makers typically need workers to put in 
significant overtime, particularly during the rush ahead of 
new seasons. 

More recently, some garment-industry executives have 
said clothing factories in China's coastal areas, including 
Dongguan, are actually having a hard time finding workers. 
Despite a huge rural population seeking higher-paying work, 
rural incomes are rising, meaning that the incentive to travel 
to a far-off city for work is declining. That also means wages 
in the coastal industrial areas may have to rise to attract labour, 
which would increase costs for manufacturers. 

Higher wage costs in China could leave an opening for 
garment industries in other countries to survive even after 
quotas are lifted on January 1. But China will draw busi- 
ness no matter what, Feldenkreis predicts. As for making 
Perry Ellis dress shirts in Dongguan, just north of Hong 
Kong, “if we can work out prices, we will do business [there] 
for sure," he says. = 


INDIA'S TEXTILE MAKERS POISED FOR PROFIT 


Textile producers in Asia's other billion- 
person economy, India, are poised for 
big gains from quota-free trade after 
January 1. Raymond and Arvind, already 
two of the world's biggest textile compa- 
nies, are ramping up capacity in expecta- 
tion of a surge in sales to mature markets. 

But sales won't bounce as high as 
China's. "In terms of capacity, China is 
much more than us,” says Jalaja Menon, 
executive officer of the National Commit- 
tee on Textiles at the Confederation of 
Indian Industry. "We don't have that scale 
of operations in India." She points to 
China's textile exports, which at $70 
billion a year far outstrip India's $13 
billion. Menon predicts that textile exports 
from India will reach the government's 
target of $50 billion by 2010. 

India's biggest textile firms expect 
higher revenues from being able to export 
more of what they produce. Arvind Mills, 
which makes 97 million metres of denim a 
year, has announced that it will shift back 


to India a state-of-the-art denim factory it 
set up in Mauritius to skirt the quota 
system. Arvind's biggest customers are 
American retailers The Gap and Levis. 
Karthik Krishnan, Arvind's senior manager 
for corporate finance, says his 
company is doubling 
production to 14 million 
pieces by the year's end. 
"Global business will 
shrink to five-to- 10 top 
countries," says 
Krishnan. "The biggest 
beneficiary will be 
China," which he believes 
could soon account for up 
to 6096 of the global textile 
market. He says India now has 
396 of the world market. "The Wold 
Trade Organization says India could go to 
10%. We believe it will be more like 696-796 
in the short term, over two or three years." 
Akhil Jindal, president of Welspun 
India, believes quota-less trade will double 








its terry-towel business, which he says is 
Asia's biggest. Welspun makes finished 
products like bath towels and bathrobes 
for major United States retailers JCPenney, 
Calvin Klein and Wal-Mart. A new plant 
near India's biggest port at Kandla 
in the state of Gujarat will be 
capable of rolling 
out 35 million metres 
z annually, Jindal says. 
$ "We are already 40% 
€ booked for the next 
H quarter's expanded 
= capacity," he adds. 
Jindal envisages 
retailers shifting to 
producers who can deliver 
cheap, quality product. This will 
make the Indian textile industry 
more competitive. "We are lean and mean. 
Smaller capacity which is not utilized can 
be consolidated and big companies like us 
can make those operations competitive." 
John Larkin 





TEXTILE TRADE: VIETNAM 


Still Shackled 





Vietnam will remain tied down by quotas on its 
clothing exports—thanks to the U.S. 


By Margot Cohen/HAno! 
and Murray Hiebert/W ASHINGTON 


VIETNAM FACES A UNIQUE predicament after the global 
clothing market is thrown open to quota-free competition 
in 2005. While many exporters fear the competitive colossus 
of China, Vietnam isn't even allowed to compete: Next year 
it will remain shackled by export quotas under a bilateral trade 
pact with the United States, its largest market by far. That pact, 
renewed in July, hobbles Vietnanrs ability to hold its own 
against China as a garment-sourcing option. 

To free itself of the U.S. quotas, Vietnam needs to join the 
World Trade Organization. Hanoi is trying to accede to the 
WTO by the end of 2005 or mid-2006. Many U.S. buyers 
seem confident that Vietnam will survive the transition next 
year and emerge as one of the world's major apparel suppliers 
in 2006 or 2007. 

“You've seen a lot of retailers increasing their sourcing 
in Vietnam," says Eric Autor, the U.S. National Retail Feder- 
atior's vice-president for international trade. "The potential 
for Vietnam is great to provide an alternative to China." 
And while some foreign investors in Vietnam are opening 
factories in China, most are maintaining their presence in 
Vietnam, albeit with fewer production lines. 

Vietnam's low-cost, dexterous and diligent workforce 
attracts buyers looking to diversify beyond China for lower- 
end goods like T-shirts. And for fancier apparel like lingerie, 
some buyers insist Vietnamese workmanship is superior to 
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THE CHINA ALTERNATIVE: Vietnamese workers prepare 
men's shirts for export to the U.S. 


that from China. That's why Vietnam's garment industry 
boomed in 2002 and early 2003, when the U.S. market 
opened wide thanks to a 2001 bilateral trade pact. Vietnam's 
garment exports to the U.S. rose from $49 million in 2001 to 
$2.5 billion in 2003. (Exports to Japan hit $500 million and 
exports to Europe topped $650 million last year.) 

Then came the crunch. Anxious that Vietnam was grow- 
ing into a formidable threat, American domestic clothing man- 
ufacturers pressured U.S. trade officials to impose quotas 
in April 2003. These fall far below the capacity rapidly built 
by Vietnam's garment makers, according to local trade offi- 
cials and foreign investors. 

But the lightning growth of Vietnam's garment industry 
hints at its export potential. "We like them because of their 
high quality," says Peter McGrath, president of U.S. retail 
giant JCPenney's purchasing unit. Still, McGrath says his com- 
pany's "growth in Vietnam is restricted until they become a 
member of the WTO . . . They're going to have a handcuff 
for a period of 12-18 months." 

Meanwhile, investors and buyers are pressing the Viet- 
namese government to devise a more transparent and 
predictable system of allocating the export quota among 
manufacturers. The Ministry of Trade allocates quotas based 
on a complex formula that includes manufacturers' past 
performance and use of local fabric. Factories that run out 
of their quota fulfilling orders have to get the extra quota from 
factories that haven't used up theirs. This is done through 
quota brokers, who charge big fees. Manufacturers complain 
that obtaining extra quota for a dozen cotton-knit shirts can 
cost $20, while it costs only 50 cents to sew each shirt. 

Already this year, the quotas for some garment categories 
are nearly exhausted. For example, the quota for cotton-knit 
shirts was 9096 filled by late August, so shipments may be 
halted by the end of September. U.S. trade officials have agreed 
to let Vietnam borrow 696-896 from next year's quota, but 
manufacturers say that's a drop in the bucket. 


TO FREE ITSELF OF THE U.S. QUOTAS, 
VIETNAM NEEDS TO JOIN THE WORLD 
TRADE ORGANIZATION 


The quota crunch means that many factories built by 
South Korean, Taiwanese and Hong Kong investors are shut- 
ting down for long holidays or cutting output, with substan- 
tial losses predicted for the final four months of the year. 
"Some foreign investors are more than a little frustrated . . . 
but most of them are looking at Vietnam in terms of the 
long term," says Brenda Jacobs, a trade lawyer who represents 
U.S. textile and apparel importers. “So long as Vietnam is 
really moving towards WTO accession—that it's in sight in 
the next year or so—then it's worth staying." = 
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As Asian manufacturers catch on to radio-frequency identification 
(RFID)—tiny tracking systems that keep tabs on products—there 
are plenty of teething troubles, from tech glitches to privacy concerns 


By Tom Holland/Honc KONG 


chain is about to 
undergo a technological revolution, and 
companies doing business in Asia are 
investing heavily to be in the forefront 
of the change. Manufacturers, shippers, 
wholesalers and retailers are all rushing 
to introduce radio-frequency identifica- 
tion (RFID) equipment—technology that 
can be thought of most simply as akin 
to a wireless bar code. 
Full-stop-sized RFID chips are embed- 
ded into products, from DVDs to clothes, 
to track their whereabouts throughout the 












ADOPTION 
HURDLES 


Before RFID can be 
used widely, the 
industry must: 


* Make tags cheaper 


* Adopt a common 
protocol, so all tags 
can be read by all 
readers 


* Overcome tech glitches 


* Address privacy 


concerns 
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supply chain—from man- 
ufacturing to marketers 
and even after they’ve 
left the supermarket 
shelf, to the ire of pri- 
vacy advocates (see arti- 
cle on page 38). 
Advocates of RFID 

argue that its business 
benefits will be enor- 
mous. They say it will 
give companies an instan- 
taneous insight of unprece- 
dented detail into their supply 
chains, improving efficiency, 
slashing costs and boosting profit 
margins. Detractors, however, say the 
technology is expensive, that it is plagued 
by technical glitches and that it intrudes 
unacceptably into consumer privacy. 
Still, its roll-out is inevitable. 

As with the bar code 20 
years ago, it is big retail com- 


technology. Last year United 

States-based chain-store 
siant Wal-Mart Stores Inc., 
which sources some 70% of the 
goods on its shelves from China, decreed 
that its 100 leading suppliers should all 
be RFID-equipped by January 2005. That 
deadline has since been extended, but 
with other major retailers like Ger- 


panies that are propelling 
the adoption of the new 
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INNOVATION 


ADVOCATES SAY RFID WILL GIVE COMPANIES 
AN INSTANTANEOUS INSIGHT OF UNPRECEDENTED 
DETAIL INTO THEIR SUPPLY CHAINS 


v 
v 


many's Metro and Britain's Tesco also 
asking suppliers to introduce RFID, 
adoption of the technology is fast acquir- 
ing an unstoppable momentum. 

RFID is not actually that new. Secu- 
rity-conscious companies in Asia require 
office workers to wear RFID corpo- 
rate-identity tags. When the 
tags are passed over a door- 
side panel, the employ- 
ees are permitted entry 
to their workplace. In 
the future, however, 
it will not just be 
employees that are 
tagged, but contain- 
ers, pallets, cartons 
and even individual 
consumer goods. 

Today the global RFID 
industry is worth around $1 
billion annually. That value is 
expected to triple over the next three years, 
with estimates for the value of the indus- 
try 10 years from now running into tens 
of billions of dollars. That promises big 










returns for hardware manufacturers, 
which range from little-known specialist 
companies like California-based Alien 
Technology to giants such as Texas Instru- 
ments and Philips Electronics. 
The technology is simple. A 
"transponder'—a chip bearing a 
unique serial number, with an 
antenna—is affixed to, say, 
a container of toys or a 
pallet stacked with 
sweaters. Scanners 
placed at strategic 
points in factories, 
warehouses and dis- 
tribution centres emit 
radio signals, which 
induce a current in the 
antenna. The chips cir- 
cuit is energized, and the 
antenna re-transmits a signal 
carrying the item's serial number. 
The scanner receives the number and logs 
the item's location and the time in an 
on-line database, creating a detailed his- 
tory of each item’s movement. 


More sophisticated versions are avail- 
able. The chips could be programmed 
with more information than a simple 
serial number, so that each product carries 
its own history with it. And tags could 
be equipped with batteries to increase the - 
range of their radio signals. But such 
features would add considerably to the 
cost of the simpler systems. Passive 
transponders currently cost 25-40 cents 
per tag, while more sophisticated systems 
with chips that can store additional infor- 
mation, or which sport batteries to 
increase their signals’ range, cost from $2 
to tens of dollars. 

Although the basic RFID tags perform 
much the same function as bar codes, the 
technology offers some powerful advan- 
tages over its older cousin. For one thing, 
RFID can be read remotely, at a distance 
of a few metres for passive tags. That 
means the process can be completely 
automatic. A scanner can register the 
tag on a pallet as it zips past on a fork- 
lift, a far smoother and more efficient 
process than stopping everything to read 


| In July, Mexico's attorney-general, Rafael Macedo de la 

| Concha, hit headlines around the world when, along with 160 

| of his employees, he had a tiny computer chip implanted 

beneath the skin of his arm. The move was explained as a 

security measure: Only employees with the chips would be 

| A able to pass RFID (radio-frequency identification) scanners 

| granting them access to offices. 

The story stoked the worst fears of civiltiberties cam- 

| paigners. Although compulsory subcutaneous chips for the 

| population at large remain the stuff of science fiction, United 

States-based groups like Consumers Against Supermarket 

| Privacy Invasion And Numbering (Caspian) are already up in 
arms at the intrusive potential of RFID technology. 

| They fear that, in the future, RFID tags attached to 
consumer goods for stock-control purposes could continue 

to broadcast information after customers have made their 

purchases and left the store. By matching that data to, say, 

a customer's credit-card details, retailers could target their 
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PRIVACY ADVOCATES FEAR BIG BROTHER IN SMALL CHIPS 


| 
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marketing to an extent that would amount to an intolerable 
invasion of privacy, allege campaigners. 

For the time being, the RFID industry dismisses such 
concerns, and says it is not cost-effective to tag most individ- 
ual items. In the future, however, it is likely that single items 
will bear tags, and that privacy will become a real issue. 

Salil Pradhan, chief technology officer at Hewlett- 
Packard's HP Labs in Palo Alto, California, attempts to allay 
concerns, saying tags will incorporate a "kill" feature, 
allowing them to be deactivated at the customer's request. 
"We believe consumers should have a choice whether RFID 
tags are turned off," he declares. 

Not everyone is likely to be reassured by corporate 
pledges however. Campaigners have already tabled legislation 
in some U.S. states requiring RFID-equipped merchandise to 
be prominently labelled as such, while in Japan the govern- 
ment has recently issued a set of guidelines aimed at ensur- 
ing that consumer privacy is respected. Tom Holland 
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a bar code with a laser. Just as importantly, 
an RFID scanner can read many tags 
at one time, meaning in theory it can 
register all the cartons on a passing pallet, 
or all the pallets in one container, greatly 
increasing the quantity and detail of the 
information recorded. 

"We are very excited about applying 
this to the supply chain," says Salil Prad- 
han, chief technology officer at Hewlett- 
Packard's HP Labs in Palo Alto, Cali- 
fornia. Pradhan has been exper- 
imenting with using RFID in 
HP's own supply chain for 
several years in the belief 
that the investment 
would ultimately save 
the company money. 
More recently, HP has 
begun tagging the indi- 
vidual printers and scan- 
ners it delivers to Wal-Mart 
stores in the Dallas/Fort 
Worth area of Texas, where the 
information can be read by the shops 
so-called “intelligent shelves." Now Prad- 
han is planning to extend the system 
to cover 65 products from 26 manufac- 
turing plants sold across the entire 
Wal-Mart empire. 

Other companies are also fast imple- 
menting the technology, with Britain's 
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FUTURE SHOP: 
Smart shelves 

keep tabs on 
RFID-tagged clothes 
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House of Fraser department-store chain 
already requiring its clothing suppliers 
in China to tag individual garments 
before they leave the factories. But despite 
the bold claims made for RFID's poten- 
tial and the growing momentum for its 
widespread adoption, the technology still 
faces problems. 

First there is cost. Even buying in bulk, 
the simplest RFID systems still cost at least 
25 cents per tag. That renders the tech- 

nology prohibitively expensive for 
marking many individual con- 
sumer items. Even if mass 
implementation reduces 
the cost per tag to à 
much-quoted industry 
target of 5 cents per tag, 
the expense would still 
eat heavily into the profit 
margins of companies 
producing goods that retail 
at just $1-2. 
Secondly, RFID technology, 
at least as applied to supply-chain and 
inventory management, still suffers from 
severe teething troubles. Liquids tend to 
absorb the radio signals, meaning RFID 
tags are ineffective for labelling a whole 
range of products from soft drinks to 
cleaning fluids. Worse, the transponders 
do not work well around metals. Metals 


tend to reflect and attenuate the signals 
meaning interference is a major difficu 
in the typical warehouse with its speed 
fork-lifts or a distribution 
stacked containers. 

Some of these hitches 
come. Careful placement of both tags and 
scanners, combined with multiple scan- 





ing 


centre with 


an b OVer- 


ners to give built-in redundancy, can mit- 
igate the problem of interference. But 
even enthusiasts are forced to admit the 
results are still not perfect. Other obsta- 


cles may prove harder to surmount. Cru 
cially, RFID providers and users still have 
not agreed a common standard for fre 
quencies and protocols, and this is dete 
ring many companies from investing in 
the technology. 

"The issue is not a lack of standards, 
but rather that there are too 
Pradhan at HP. While European author 


ities have decided to use the 868 mega- 


Mian dys 


hertz frequency for RFID equipment, the 
U.S. is employing 915 megahertz. China 
meanwhile, is in the process of deciding 
its own standards, and has been various! 


reported to be looking at adopting either 
the European frequency or a third one 
in the 9oo megahertz band 

That could be awkward, but not 
impossibly so. Transponders can be 


designed to receive and transmit across à 
range of frequencies. More problemati 
is the failure of the industry so far to agre 
a common protocol, effectively the lan 
guage which scanners and tags speak and 
understand. Because supply chains are 
inclusive, with many producers ea: 
plying many purchasers through multi- 
ple networks, a common protocol 

essential if RFID is to be a success. |! lap- 
pily, the incentives to adopt a con 


standard are overwhelming, and leading 
developers and users—including HP 
Gillette, Wal-Mart and the Massachusetts 
Institute of Technology—have formed 


EPC Global 
reconciling their outstanding differences 
When that happens, say the technol 


joint venture 


ogy's proponents, RFID will tak: 
with revenues growing by 2596 oi 
a year. Whether suppli rs in Asia com 
pelled to install the technology 
customers can extract sufficient value 
from the investment to prevent erosion 
of their already tight profit margins 
remains to be seen. € 


Stack Up On Software 


Nobody’s invented a single software program to serve all your needs. So, use several. 


Here's a selection of seriously useful programs 


IN CASE YOU HADN'T NOTICED, I'm a software 
addict. At any given moment I have more than 150 
programs on my main Windows computer, dozens 
more on a second computer, another dozen on a 
Mac and piles of CD-ROMs blocking out the sun- 
light. This sort of behaviour probably categorizes 
me as some kind of freak, but my defence is this: 
There are lots of good programs out there, but they 
don't always do everything you want them to. My 
solution: Have lots, and don't be disappointed if 
you use the software for only one or two tasks. If 
the program does the task well, that's OK. 

Take outliners, for example (At Last, Some 
Order, Jan. 22). Outliners are simple programs that, 
in the left-hand window, list topics, sub-topics 
and whatnot in a tree-like structure, and, in the 
right-hand window, carry the full text, graphics, etc. 
of the topics themselves. But as with many such 
programs, there are quite a few of them, and find- 
ing the right one for you is not easy. I've just fin- 
ished drawing up a list of all the outlining programs 
| and other readers of my blog know of (see 
http://tinyurl.com/4bs67). We have found 30 for 
Windows alone. 

What I've found is that different programs 
have different strengths, and so long as you don't 
mind shelling out a few bucks, you may find it 
easier to buy several. Jot+, for example, is great 
for storing odd bits and pieces simply by drag- 
ging the text into the program from wherever you 
find it. Jot+ adds a new topic sub-branch with the 
first line as the title and the rest of the text folds 
neatly into the right-hand window. 

But if you're looking for a bit more control, 
MyInfo lets you add extra headings, including 
dates and even pull-down menus, to help you 
order your stuff. I store all my old columns in one 
file, details of my on-line subscriptions in another, 
and public-relations contacts—which change far 
too quickly and are far too unstructured to be kept 
in something like Outlook—in another. Another 
outliner I discovered recently, Personal Know- 
base, works not so much by tree-like structures 
but by keywords, and has great potential for stor- 
ing data that don't fit hierarchies so neatly. 

By now you're probably concluding this is 
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the behaviour of a madman. Almost certainly true. But it's a 
simple enough premise: No single software developer is likely 
to have in mind your exact needs, so you'll be disappointed if 
you're hoping one particular program will do everything you 
want it to. Other folk are beginning to wake up to this idea: 
Browsers, those ubiquitous programs used to read Web pages, 
have never quite succumbed to one particular brand, despite 
Microsoft's dominance. 

There's now a small but growing band of fans of Mozilla's 
open-source Firefox browser, despite the fact that many Web sites 
aren't accessible in anything but Internet Explorer, meaning 
that no user will be able to dispense with Internet Explorer entirely. 
I find myself using Firefox for most pages, Internet Explorer when 
I have to, and sometimes Opera's defiant little browser for cer- 
tain neat tricks that neither of the others do. My list of browsers 
is far from complete, but already boasts more than 1o. Check it 
out at http://tinyurl.com/shg8a. 

This kind of mix-and-match approach can apply more or 
less to all kinds of software. I use Outlook for some of my con- 
tacts, store some of them in MyInfo, use a different program 
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for e-mail and another one for appointments (Calendarscope, $30 
from http://www.calendarscope.com). I like Calendarscope because 
it’s more colourful and faster than Outlook. I use the instant-mes- 
saging aggregator Trillian (www.trillian.cc) rather than clutter my 
screen with individual programs from ICQ, AOL, Yahoo and 
Microsoft. I prefer the free NoteTab Light (www.notetab.com) over 
Microsoft Windows' own Notepad program, because it has lots 
more features, including something called Clipbook, a place to 
store often-used strings of text for programmers, on-line chatters, 
letter writers and other power users. 

Talking of getting access to chunks of text, I’m a huge fan 
of ActiveWords (www.activewords.com), a program I've eulogized 
about before (Screen Slaver, Feb. 26). But it's not for every- 
one, especially if you're just looking for a quicker way to enter 
your name into Web sites, or write formulaic letters more 
quickly. For that I use something called SureType ($25 from 
www.suretype.com) which makes it very easy to enter your fax 
number, or open a program, or start composing an e-mail to 
your boss, just by typing a word followed by the | key. A version 
for Mac is also available. 

The same rule of not-one-size-fits-all applies to accessing 
programs and files. | use ActiveWords to reach oft-used files, 
typing lwc and two spacebars, for example, to pull up a direc- 
tory of all the columns I've ever written (219, if you're count- 
ing). But it's easier to access recently used files from a won- 


Masses, June 17). Thorn tells 
me that he's back in action in 
Laos on a different site and is 
also working on a similar 
project in South Africa, and, 
possibly, one on a Navajo 
reservation in Arizona. 


VIRTUAL LIVES 

For readers who tried out 
The Sims, the game that 
allows you to create and 
guide a character through a 
virtual life, there's a chance 
to take it all a step further 
with The Sims 2 (www.thes- 
ims.com), which will be 
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Software and 
Hardware 
Upgrades, Plug-ins 
and Add-Ons 


WI-FI CRUSADER 

News from Lee Thorn, a 
former American bomb-loader 
who was running into prob- 
lems trying to help Laotians 
hook up to the Internet using 
Wi-Fi (Wi-Fi is Aiming for the 
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launched on September 17. 
This version has some new 
features, including genetics 
and the ability to see and film 
your virtual life. Yeah, just 
like our real lives. The Sims 2 
(pictured) will sell for $50. 


MAIL TO THE MAX 

I've written before about the 
benefits of having an e-mail 
account that does all the 
spam- and virus-catching for 
you. The result: Clean E-mail. 
That's an anagram for Alien- 
Camel, an e-mail service that 
does just that, for $16 every 
half year. Now Sydney 
Low, the Australian 
who runs AlienCamel, 
tells me he has added 
unlimited storage to 
the service for the 
same price. That 
means you could keep 
all your e-mails on- 
line. While AlienCamel 
doesn't boast quite 


what files you've 


derful little program called TaskTracke: 
from http: //tasktracker.wordwisesolution m) 
which sits in your system tray keeping a note 


used recenth 


Then there's Edit Buddy: If you're havin; 
lems moving round folders and subfolders whi 
you're opening a file in a program, Edit Buddy ($1 
from www.decisoft.com) remembers where you là 
went to look for a file and lets you get there from 
a small drop-down menu in the dialog box. Sounds 
confusing? It's not; in fact it's much more intuitivi 


than the fiddly way Windows does it 
There are dozens more programs like this that 


do only one or two things for you, but do them wi 

enough to earn a space on your hard drive. My 
advice: Don't be afraid of downloading software 
items and playing around with them—all those 


l've mentioned are either free or offer generous 
trial periods when you don't have to pay anything 
If you find they save you time, or ma 


more productive, 01 more creative, keep then Ari 
if you find ones I haven't mentioned, pass on the 
tip. I still have room for a few more. & 

More musings, tips and software lists at my blog 


http: /loosewirebl com 





the same interface as 
Google's Gmail (1 gigabyte's 
worth for free), it does do an 
excellent job of keeping the 
nasty stuff out. It's not a 
perfect world when you have 
to pay extra for an e-mail 
service on top of paying your 
Internet service-provider 
account, but unless your ISP 
offers good customer sup- 
port, good spam filtering, 
decent on-line storage and 

: virus-free e-mail, services like 
: this make a lot of sense 

: (www.aliencamel.com). 
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INDIA INC. 


Yet Another 


A new state law that seeks to extend the reservation of jobs for 
low-caste Indians from the public sector to private companies has 
business worried that the government is turning back the clock 


THIS SUMMER the Congress Party-led 
government of the Indian state of Maha- 
rashtra—home to Mumbai and many of 
India’s largest companies—vowed to 
enact sweeping affirmative-action legis- 
lation that would force private corpora- 
tions to reserve 52% of all jobs for low- 
caste Indians. 

The move came in the run-up to state 
elections. But many business leaders nev- 
ertheless interpreted it as a sign that the 
Congress Party meant to make good on 
its promises to temper reforms designed 
to unfetter Indian industry with measures 
to ensure that business doesn't leave the 


UNDOING 
HISTORIC WRONGS 


* The constitution provides 
for job reservation for 
low-caste and tribal peo- 
ple in the public sector 


* As the public sector 
shrinks, demands for job 
reservation have spread 
to the private sector, too 


* With business bitterly 
opposed, the chances of 
redress are slim 
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poor behind. Notably, the Congress-led 
United Progressive Alliance federal gov- 
ernment elected in May listed a call for a 
national dialogue on the expansion of 
affirmative action to the private sector in 
its mission statement. 

Maharashtra’s new law—the first of its 
kind—was passed in January, but the state 
government has yet to frame the rules for 
implementing it. The furore that resulted 
when the government promised to begin 
enforcing the law by July 30 (a deadline it 
failed to meet) arose partly because of the 
all-encompassing nature of the legislation. 
The law mandates quotas in “any govern- 
ment-aided institution: those that are rec- 
ognized, licensed, supervised or controlled 
by government,” which can be interpreted 
to mean that it applies to virtually all com- 
panies operating in the state. The first 
major companies to see the sword loom- 
ing over them could be those whose gov- 
ernment-land leases are about to expire. 

"We've already been suffering under 
many constraints, like socialist economic 
planning and labour restrictions," says 
Rahul Bajaj, chairman of Bajaj Auto, the 
world's largest manufacturer of scooters 
and motorcycles and one of India's largest 
companies. "If we implement reserva- 
tions, we'll have no way to become inter- 
nationally competitive." 

"An employment-quota system is only 
perpetuating the caste system in India," 
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says Mukesh Ambani, chairman and 
managing director of Reliance Industries, 
one of India's largest corporations. "It is 
also perpetuating benefits for a 'creamy 
layer' amongst the backward and sched- 
uled castes and tribes." 

India first implemented an affirma- 
tive-action programme for members of 
what the constitution calls “the scheduled 
castes and scheduled tribes" in the 19505. 
Essentially, the scheme reserved a per- 
centage of jobs in government depart- 
ments and government-owned compa- 
nies for tribal peoples and castes once 
thought of as “untouchable,” who'd long 
been victims of discrimination under the 
Hindu caste system. 

Many say the constitution intended 
reservations as a temporary measure. But 
the rising political clout of low-caste Indi- 
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LIVING IN THE PAST: Affirmative action is not about uplifting the poor but reversing centuries of discrimination 


ans (who make up some 50% of the pop- 
ulation) prevented the programme from 
being discontinued. Instead, it was 
expanded to include Indians from lower- 
middle positions in the caste hierarchy, 
now known as other backward castes, 
or OBCs. Now, as India dismantles its 
socialist-style economy and sells off more 
and more of its public-sector units—dras- 
tically shrinking the number of reserved 
jobs—calls to expand the scheme to 
include private-sector companies have 
become more strident. 

Bajaj and other business leaders— 
though sympathetic—believe that dis- 
crimination is fading away and it is time 
for a relaxation of labour restrictions, not 
further constraints. “There are poor peo- 
ple,” says Bajaj. “The scheduled castes and 
scheduled tribes are suffering. Nobody says 
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nothing should be done about it. We must 
do something. But we can't correct one 
wrong with another wrong . . . Most of us 
do not have that prejudice [against low- 
caste Indians].” He adds, “Of Bajaj Auto's 
10,500 employees today, 28% [are from 
scheduled castes and scheduled tribes]. 
Where is the discrimination?” 

Likewise, Nandan Nilekani, chief exec- 
utive of Infosys Technologies, India's bil- 
lion-dollar software-services giant, said 
in a statement, “We compete with the best 
in the world and recruit people who are the 
best, without any consideration for age, 
gender or caste. We believe that to retain 
its competitive edge, the country has to 
invest in training and developing our tal- 
ent for the global market place.” 

In a more candid television interview, 
Nilekani sympathized with plans to help 


create a more equal society. “The | 
substitute for economic growth and glol 
alization to remove people out of poverty 
he said. “The point is, how do you makt 
sure that the wealth creation is funnelle 
into social causes? Clearly we need ti 
affirmative action. We really need to give 
people an opportunity. But I think th 
has to be on education and making s 
that we create high-quality education 
opportunities for everyone and then pr: 
vide, obviously, the jobs that can absorb 
them. Reservation in a company, pei 


may not be a great idea." Ambani agrees 
"A more equal society in India can be cre 
ated by an intense investment in education 
for empowerment and empli vabilitv, com 


bined with creating employmen! 
unprecedented scale," he says 


If India's employers are so com- P» 


Dibyangshu Sarkar/ AFP 
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mitted to social reform, why is the oppo- 
sition to affirmative action so strong? Just 
as in other countries with such policies, 
like the United States or Northern Ire- 
land, there is a huge gap in opinions 
about how much discrimination exists, 
especially between the privileged and the 
disadvantaged. Many of the elite, like 
Bajaj, believe much of the prejudice has 
been eradicated. 

But even successful *untouchables"— 
who now call themselves Dalits, or the 
oppressed—believe discrimination is still 
so prevalent that it defines every social 
interaction. While industrialists think the 
government should focus on uplifting the 
poor regardless of caste, low-caste leaders 
believe such a shift in emphasis would 
mean only that the lion's share of the ben- 
efits poor, low-caste Indians now enjoy 
would be transferred to poor members of 
the higher castes. 

Anand Teltumbde, a Dalit who moved 
from state-run Bharat Petroleum to 
become managing director of Petronet 
India, a private-sector company, says this 
debate reveals a fundamental miscon- 
ception about the reservation policy. Most 
people believe the policy is intended to 
uplift the poor, rather than to offer 
redress for 2,000 years of discrimination. 
"There is never an iota of reference to the 
intrinsic disability of Indian society to 
treat all people equally and justly," he 


says. "It is not the disability of the Dal- 
its but the disability of Indian society that 
necessitates reservation." 

When industry suggests that requir- 
ing companies to fill positions with Dalit 
personnel will erode efficiency, it implies 
that Dalits are by nature incompetent, 
he argues. "I would say the very tone and 
tenor of these reactions against reserva- 
tions from the corporate leaders consti- 
tutes reason enough for reservation in the 
private sector." 


POTENTIAL FOR VIOLENCE 

Opinions differ as strongly about how 
effective reservations in the public sector 
have been in uplifting the targeted groups 
and what the costs have been to perform- 
ance. Dalits, especially, believe that reser- 
vations are the only useful step India has 
taken to undo the damage done by the 
caste system. "It is the only effective action 
that the government has taken," says Udit 
Raj, president of the Indian Justice Party, 
a political organization that represents Dal- 
its and minority groups. "Otherwise, I 
don't see anything, any progress." 

Other high-caste Indians think gov- 
ernment-sector reservations have been too 
effective in enriching low-caste Indians 
and disastrous to the performance of the 
government. “There are so many so-called 
backward castes. Take the Nadars [a South 
Indian caste]. They're filthy rich and yet 
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they get preference over [higher-caste] 
Brahmins everywhere in Tamil Nadu. For 
all the things Brahmins did [to the lower 
castes] 100 years ago, you cant keep penal- 
izing them," says K. Mahesh, chairman 
and managing director of Sundaram 
Brake Linings. 

These differences of opinion can trans- 
late into vitriol—even violence. The last 
time India increased the scope of its reser- 
vation policies, when former Prime Min- 
ister V.P. Singh decided to extend job quo- ' 
tas to include not only the scheduled castes 
and tribes but also Indians from “other 
backward castes," fanatics burned them- 
selves to death in protest and riots broke 
out across the nation, eventually leading 
to the collapse of Singh's government in 
1990. To some, Singh's reforms made a 
mockery of the affirmative-action policy, 
entitling over 9096 of the population in 
some states to reserved jobs. 

"A lot of people feel there is this class 
of people that are being pampered . . .," 
says Narendra Jadhav, a Dalit who is prin- 
cipal adviser in the department of eco- 
nomic analysis and policy at the Reserve 
Bank of India, speaking for himself. 
"Most people do not recognize that in 
every single walk of life the extent of 
implementation of reservations has been 
extremely poor." 

Dalit leaders allege that high-caste offi- 
cials responsible for recruitment and 
promotions leave positions vacant rather 
than hire or promote those they view as 
inferior, then justify themselves to supe- 
riors by claiming they couldn't find suit- 
able low-caste candidates. 

Regardless of the merits of those 
claims, the numbers hardly suggest that 
reservations have turned the scheduled 
castes and tribes into a pampered new 
elite. Although they make up about a quar- 
ter of the population, the scheduled castes 
and tribes hold only 1096 of the top group 
A positions, 1396 of group B positions, 1696 
of group C positions and 2196 of group D 
positions in central-government services. 
Meanwhile, 4496 of the sweepers come 
from scheduled castes. 

Perhaps the haphazard and incom- 
plete enforcement of reservations in the 
public sector offers a clue to the likely 
fate of the Maharashtra law. In the end, 
it might only apply to companies in which 
the government holds a stake. & 
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Slippery Slope 
Krung Thai Bank's disclosure of another $1.1 
billion in bad debts has the central banh worried 





By Shawn W. Crispin/ BANGKOK 





BLOWING BUBBLES: The central bank is worried that easy credit 
could create another property bubble 


STATE-CONTROLLED Krung Thai Bank, Thailand's chroni- 
cally ailing, second-largest financial institution, is again stir- 
ring anxiety in the country's banking industry. Krung Thai sur- 
prised Bangkok-based analysts when it announced in July that 
it had racked up more than $1.1 billion in new nonperforming 
loans between the first and second quarters of this year. 

The announcement has raised new investor concerns 
about the financial health of Thai banks and possible over- 
heating in the property market. Krung Thai's bad loans also 
appear to be stoking tension between Thailand's central bank 
and the fast-growth-geared government of Thai Prime Min- 
ister Thaksin Shinawatra. 

The Bank of Thailand has ordered Krung Thai to set aside 
ro billion baht ($240 million) in new provisions against the 
latest batch of bad loans. Meanwhile, the Ministry of Finance has 
ordered an investigation into the sudden deterioration of Krung 
Thai's balance sheet, which has recorded a near 7096 jump in 
nonperforming loans so far this year. A senior bank public- 
relations official attributes its recent rise in bad debt to the 
central bank's use of tougher criteria to classify loans as non- 
performing. Still, there are hints of possible irregularities. 

Chai-anan Samudavanija, chairman of Krung Thai's audit 
committee that is probing into the bad loans, has told reporters 
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that the central bank has information showing that some 
Krung Thai loans were used for purposes other than those for 
which they were made. He also said on August 26 that uniden- 
tified Krung Thai executives “imprudently” assessed the credit 
risk of certain loan applications. 

People close to central bank Governor Pridiyathorn 
Devakula say that most of the bad loans were extended to 14 
property developers, with debt-troubled Natural Park and 
Krisda Mahanakorn receiving the bulk of the credits. Both 
companies have denied that their loans from Krung Thai 
are nonperforming. However, Natural Park's financial dis- 
closure was called into question on August 23 when stock- 
market regulators suspended trading in the indebted prop- 
erty developer's shares after discovering irregularities in asset 
transfers it made to a subsidiary company in 1999. 

Analysts and investors are concerned that Krung Thais new 
problems could be contagious. In early August, Bua Luang Secu- 
rities issued a client note saying that the Securities and Exchange 
Commission was on the verge of suspending trade in shares of 
Thailand's second-largest state-owned financial institution, Siam 
City Bank. The SEC has denied the report. 

Politicians and stock-exchange regulators have moved to 
restore investor confidence—albeit in a heavy-handed way. 
Finance Minister Somkid Jatusripitak and SEC chief Thirachai 
Phuvanat-naranubala spooked investors on August 6 when 
they announced that the government would consider press- 
ing charges, with penalties of up to two years in jail, against 
financial analysts who spread "negative" reports that rely on 
rumour rather than fact. 

Krung Thai Bank was at the centre of Thailand's 1997 
financial collapse. By 1999, the bank's nonperforming loans 
had ballooned to 8496 of its total loan portfolio. Many of those 
loans, it was later revealed by independent auditors, were 
extended to well-connected borrowers by using political rather 
than prudential commercial criteria. 





LENDING TARGETS 

Beginning in 2002, Prime Minister Thaksin gave Krung Thai 
aggressive lending targets to help stoke economic growth, 
including orders to lend to sectors of the economy given top 
priority by his government such as property development. Last 
year, Krung Thai accounted for 70% of all new lending in 
the Thai financial system. 

The central bank's Pridiyathorn has repeatedly expressed 
his concern that state-bank lending is leading to overheating in 
the consumer-finance and property sectors, particularly in con- 
nection with credits extended to Bangkok's booming condo- 
minium segment. According to people close to the governor, 
Pridiyathorn has clashed on policy issues with some of Thaksin's 
chief economic lieutenants, including Deputy Prime Minis- 
ter Suchart Jaovisidha, who until recently served as finance min- 
ister. Suchart could not be reached for comment 

On at least one occasion, in remarks to reporters, Pridiy- 
athorn has drawn loose parallels between the now-defunct 
Bangkok Bank of Commerce and Krung Thai. BBC went spec- 
tacularly bust in 1995 after politicians allegedly raided the bank's 
coffers, presaging Thailand's 1997 financial collapse. = 
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SUPERMAX CORP. 


Hand In Glove 





Malaysian entrepreneur Stanley Thai's business model fits well with the sort 


of agro-based, small industry favoured by Prime Minster Abdullah 


WHEN HE DECIDED to go into business for himself in 1989, 
Stanley Thai Kim Sim figured two things would remain 
constant. One, the world would not get rid of virulent diseases 
overnight and two, Malaysia would remain competitive in the 
rubber industry. So he started producing latex gloves. 

The problem was, so did everyone else. Between 1986 and 
1990, the Malaysian Industrial Development Authority, the 
agency that oversees investment, licensed 400 manufactur- 
ers to make a product that America’s Food and Drug Admin- 
istration had decreed was the first barrier against infection by 
HIV, the virus that causes Aids. But so many new suppliers 
entering the market meant uneven product quality and many 
of the newcomers went bust, defeated by the stringent stan- 
dards demanded by the FDA. 

Thai started in the business in 1987 as a trader, buying 
gloves from local suppliers and exporting them to developed 
markets. He decided to exploit that experience: He knew where 
the markets were and what they demanded. He also thought 
he could make more money selling his own brands, unlike 
Malaysian competitors who began life as contract manufac- 
turers for global brands such as Ansell or Kimberly Clark. 
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By S. Jayasankaran/KUALA LUMPUR 


Today, Thai's Kuala Lumpur-listed Supermax Corp. sells 
its rubber examination gloves—under the Maxter and Aure- 
lia brands—in more than 85 countries, including the United 
States, and last year accounted for 796 of Malaysia's glove 
exports, up from 596 in 2001. 

The company also boasts superior profit margins to those 
of contract manufacturers, just as Thai reckoned. Supermax's 
profit doubled in 2003 to 17.2 million ringgit ($4.5 million). 
And investment bank CIMB, in a July report, predicts earn- 
ings will grow 4596, on a compounded annual basis, until 
2006, sharply faster than its peers. 

Supermax is something of a rarity: one of only a handful 
of Malaysian companies that's succeeded in creating a global 
brand. Moreover, the company epitomizes Malaysia's future 
industrial ambitions, which have been reoriented since the 
retirement last year of former Prime Minister Mahathir 
Mohamad-—long an advocate of large-scale, heavy industries. 
Now, Kuala Lumpur wants small-scale industries to flour- 
ish, with new Prime Minister Abdullah Ahmad Badawi push- 
ing value-added agriculture-based businesses to become a new 
engine for the Malaysian economy. 
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Supermax fits that bill almost perfectly. Thai entered 
the glove business as a trader at the peak of its cycle in the 
late 1980s. "The demand from the U.S. was so strong that 
gloves were selling at around $85 a packet [1,000 pieces]," 
he recalls. “My costs were all in ringgit and I was selling 
in U.S. dollars. I made a lot of money and that's the thing 
about this business. The middleman always makes the 
most money." 

By 1989, however, the cycle was bottoming out and inter- 
national glove prices had dropped to about $23 per 1,000 
pieces. Manufacturers were going bust and plants and equip- 
ment were available at rock-bottom prices. Thai, together with 
a supplier, began buying troubled plants and simultaneously 
built his own 100%-owned factory in an industrial park north 
of Kuala Lumpur. 

Fifteen years later, an initial field of 400 Malaysian glove 
makers has been pruned to 15—three of them multination- 
als. Supermax is among the biggest. Its labour force has 
swelled 30-fold to 900 workers and his 
five plants—another two are being 
planned—will produce over 7 billion 
gloves this year, almost entirely for 
export. Together with his wife Cheryl 
Tan Bee Geok, he owns 47% of Super- 
max, an investment worth about 153 mil- 
lion ringgit at the company's current 
price of 4 ringgit a share. 

What sets Supermax apart from the 
Malaysian glove pack has been Thai's 
insistence on controlling both his dis- 
tribution and his brands. While most 
manufacturers make gloves under multi- 
national brand names and distribute 
their products through their customers' 
channels, Thai makes and sells his own 
brands in major markets, through com- 
panies in which he has invested. "If you 
don't control your own brands, your price 
is determined by your customers, and 
the middlemen, the distributors, make 
the most money," says Thai. *I didn't 
want that to happen." 

So Supermax reaps much higher 
prices through its own subsidiaries and associates in the U.S., 
Australia, Canada, Brazil and Belgium than it would by sell- 
ing to unaffiliated distributors. The difference in prices is size- 
able. Example: a 100-piece box of gloves sells at $1.80 ex- 
factory, but commands $6-7 when ultimately sold at the dis- 
tributor's price. As a result, Tan See Ping, an analyst with 
CIMB, says, Supermax earns after-tax margins of *more than 
1296 compared to the industry average of 896-1096." 

Moreover, the strategy has allowed Supermax to dodge 
the price deflation that has plagued glove makers depend- 
ent on contract manufacturing in recent years. According 
to CIMB, the Malaysian glove industry experienced a 2196 
selling-price deflation year on year in 2003. Supermax, 
on the other hand, bucked the trend, registering 2096 year- 
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on-year growth in average sales prices in 2003. 

The immediate risk to Supermax's margins is increased 
latex costs, already 5296 of its production cost. Latex costs over 
3.30 ringgit a kilogram now, up 3196 on average from last year. 
But this hasn't squeezed margins yet, as the company has sim- 
ply passed on the cost to its customers. But if prices keep going 
up, analysts say, a margin squeeze is inevitable. 

The other risk is increased competition from local rivals 
like Top Glove Corp., the biggest rubber-glove maker in 
Malaysia, but that hasn't panned out so far because of dif- 
fering market strategies. Top Glove largely sticks to con- 
tract manufacturing. 

According to Thai, business continues to boom: Every- 
thing Supermax produces has already been sold three months 
forward. "That's why we have to keep increasing capacity," 
he says. "Once you make your own brands, you keep get- 
ting more business. In fact, 3096 of our production is devoted 
to making brands for others." 

Supermax is also beginning to ex- 
pand its product range—cautiously. 
While more than 9096 of its products are 
examination gloves, which don't have 
to be sterile, one factory line has been 
turned over to producing surgical gloves. 
The line is completely automated, from 
quality control to final packing. Cur- 
rently, most packing of surgical gloves 
in Malaysia is done manually. The new 
products have much higher margins: A 
pair of surgical gloves, for example, sells 
for $0.13, almost four times the cost of a 
pair of examination gloves. 

Malaysian analysts rate the company 
highly, with at least five securities 
firms calling a “buy” on the stock. The 
business is recession-proof while pesti- 
lence and disease only buoy sales. “Sars 
was good for us," says Thai, referring 
to the Severe Acute Respiratory Syn- 
drome outbreak in 2003. "And the 
1997 financial crisis was fantastic. The 
ringgit kept dropping against the U.S. 
dollar and our sales are all in U.S. dol- 
lars. We laughed all the way to the bank." 

Thai's good cheer is still evident as he walks through his 
state-of-the-art factory headquarters near Sungei Buloh, 20 
kilometres north of Kuala Lumpur. A procession of thin, white 
porcelain finger moulds dip into liquid latex along electric 
conveyor belts, presided over by capped and masked women 
whose eyes follow their boss as he makes his energetic way 
across the factory floor. 

At last, Thai bursts through a final door into a huge air- 
conditioned room. It's full of bags of gloves, all packed, with 
neat labelling designating the country of final destination. The 
bags, each one containing exactly 1,000 gloves, spread out 
across the room. "You know what this is?" asks Thai, grinning 
and spreading his arms wide. “It’s my bags of money." = 
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NEW ZEALAND 


Underestimated 


Growth, though steady over the past five years, could 
slow as export prices fall and immigration eases 
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By Colin James 

The New Zealand economy has been forecast to 
slow down so often in the past two years, only to 
defy predictions, that analysts have become wary. 
Yet they are right to persist. Over the past five years 
the economy has expanded 4.196 in calendar 1999, 
3.896 in 2000, 2.696 in 2001, 4.396 in 2002 and 
3.496 in 2003—one of the best in the OECD, the 
Paris-based club of wealthy nations. The latest read- 
ing is 3.496 for the 12 months to March. 

The strong performance was due to an unusual 
alignment—strong exports in early 2000 while the 
exchange rate was low. Then when the New 
Zealand dollar rose 7396 against the United States 
dollar between November 2000 and February 
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2004, prices for New Zealand’s main export com- 
modities remained strong. High net immigra- 
tion boosted retail figures and demand for houses 
while rising consumer debt has kept retail sales 
growing (by 6.7% in real terms in the 12 months 
to June). Credit-card advances were 7.1% higher in 
June than in June 2003. 

These favourable indicators are now reversing: 

e Prices for New Zealand's main export com- 
modities look set to ease as growth slows in New 
Zealand's main export markets (Japan, the U.S. 
and Australia). 

e Net immigration in the 12 months to July was 
20,570 and falling steeply, reducing demand for 
houses, durable goods (furnishings and appliances) 
and cars. Current trends suggest net immigration 
might well be zero over the next 12 months. 

e House sales have slowed from a peak 
monthly seasonally adjusted 11,178 in September 
2003 to 8,302 in July, presaging at least a flatten- 
ing and maybe a drop in values, which have far out- 
stripped rent rises. 

e Flatter house values will make consumers 
less confident about increasing debt, now around 
13096 of disposable income (more than double the 
level of a decade ago). 

e And, because the economy has run above 
capacity for three years, generating inflationary 
pressures, the Reserve Bank has raised its offi- 
cial cash rate from 596 to 696 since December with 
more increases almost certain in the pipeline, 
beginning with another 0.25 percentage point rise 
at its next announcement on September 9. 

But even if all this comes to pass, analysts gen- 
erally expect around 296 real GDP growth through 
the next 12 months and a lift back to around 3% 
and perhaps higher after that. That is good news 
for households. Moreover, unemployment is at an 
18-year low of 496 and is set to fall more, making 
the labour market very tight and probably lead- 
ing to a rise in real wages. 

Longer-term, there are three other worries. 
The current account has been chronically in the 
red for decades and may peak as high as 5% in 
2005. Roads and power availability need to be 
improved. Partly as a result of the strong economic 
growth, these deficiencies are constraining busi- 
ness activity and investment. The government has 
injected new money into roads, electricity-gen- 
erating companies are beginning to order new 
plant and new incentives have been announced to 
encourage prospecting for natural gas. But all 
three initiatives will take time to bear fruit. Finally, 
while productivity growth doubled in the 19905, 
itis still below what is needed to lift New Zealand 
back up the OECD per-capita-GDP league from 
its current 20th place. = 
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Dow Jones Global Indexes Local Indexes ies 
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Key Currencies 
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The holidays may be over, but escape is still possible. Put your feet 
up and browse through InReview's selection of fiction that is mahing 
a splash in the literary world. Maybe even put aside those airport 
novels for a while and read instead the writers who weave tales set in 


China, the Philippines, the United States, Japan and India 


INREVIEW SPECIAL 


Loving Too Much 


Lan Samantha Chang's beautifully written second novel tells the tale 
of women who inherit a terror of losing what they love, writes Mitali Saran 


Waen HUNGER, her first volume of fiction, appeared 
in 1998, expectations of Lan Samantha Chang shot through 
the roof. Now Inheritance places this Chinese-American 
writer firmly among the most talented contemporary authors 
in the United States. 

Inheritance is a family story spanning four generations, 
recollected and reconstructed by Xiao Hong, a first-genera- 
tion Chinese immigrant in New York. After decades in the 
U.S., Xiao Hong is gripped by a desire to reconnect with 
her past and to tell the terrible story of her mother, Junan. That 
begins in 1925, with Xiao Hong's grandmother, Chanyi, in 
Hangzhou, China. Chanyi takes her daughters to a fortune- 
teller to ask if she will conceive a son, since "[t]here 






“with its strict hierarchy of obedience within family 
walls." She believes in xiaoxin, or “small heart"'— 
control your feelings, understand that any one man 
is as good as any other, retain power. The plainer- 
faced Yinan favours “roots and secrets, buried 
treasures . . .” She's dreamy, emotional, and dependent 
on her sister's affections. 

Junan’s father marries her off to Li Ang, a soldier 
in the Kuomintang, as repayment for a gambling debt. 
Junan accepts him because "his family was of such low 
stature it would be impossible for her to truly fall in 
love with him. This would save her from the fate that 

had overcome her mother." But Junan betrays 


was only one way to keep a man: to give birth to his ON OTHER her own principles by falling in love with her 

son." The fact that she cannot drives her to suicide. PAGES husband, her cool exterior masking a growing 
This "genetic terror"—of how to love, and how to The Disinherited ettor of losing him. 

cope with love's disappointments—is passed on Page 52 When war and the Japanese occupation 


through Chanyi's daughters, Junan and Yinan, whose 
unassailable childhood bond comes apart for love of 
one man. The inheritance of the book's title is a ten- 
dency among some women of the family—from 
Chanyi to Junan to Junan’s younger daughter Hwa— 


Las Cucarachas 
Page 54 


Storm Rider 


separate the family, Junan decides to send Yinan to 
“look after" Li Ang in Chongqing, i.e., to curb his 
philandering. This turns out to be a terrible miscal- 
culation of Yinar’s sisterly tractability, for Yinan and 
Li Ang fall in love. *It was their love that betrayed 


to resist the frightening power of emotion by seeing Page 55 her, more than anything, more than even their 

relationships as a series of strategic moves designed — p, Sari Shop child. It was their love that couldn't be forgiven." 

to keep a man; and among others—Yinan and Hong— Page 56 The lives that orbit hers are, in turn, forever singed 

to embrace the terrifying chaos of passion. Both lega- by the intensity of her passion. 

cies come at great personal cost. The Last Song of The political upheaval in the family plays out 
The elder, Junan, beautiful and poised, values "faith Dusk against a China racked by civil war. The story moves 

in justice and the order of things" and reads Confucius, Page 57 from Hangzhou to Chongqing, Shanghai, Taiwan, and 
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CHINA, 1921: 
Newlyweds kneel 
before their 
elders, inheriting 
a fresh cycle of 
love and loss 





finally the U.S. The characters journey from Chang, like the best writers, reaches 
innocence through trial by fire to self. and marrow of situations and emotions to : 
discovery. Some are very real, flawed and after luminous sentence, hitting th: 


by finding words for what is 


sympathetic; others, like Junan, maintain | 
the cold dazzle of Junan with as 1 


a rigidly regal distance from sympathy. The 
novel's attentiveness to the inner logic of spirit, or the tender-to-bruising 
each, however, discourages sitting in 

judgment. In this context, morality is (you 


and Li Ang. 
Chang writes with exquisit 





might say) relative. If there is a flaw, it is is a totally unfettered novel; you will take fr 
a top-heavy structure, which fleshes out | !nheritance] into the mysterious mind of woman 
the past beautifully but provides onls An MEM | ] the psychodrai | 
; as Pc i 'S c " : e g S V O0 ama OF LOVE 311 
ep ( | ac 1 Chang. W.W rience, and ine | lod! 
sketchy catch-up to the present. But these — Norton. $23.95 read it again 
are mere quibbles. Mita 
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INREVIEW SPECIAL 


Prodigal Son 


Is wealth a blessing or a curse? A new novel 
examines that question, writes Erin Prelypchan 


How DISTASTEFUL it is being rich, thinks misanthrope 
Roger Caracera, trudging down a Manila thoroughfare in front 
of his father’s coffin, the funeral procession glittering with 
sequins. And as he looks at the tin-roofed squatter colonies 
beside the road, the riposte occurs to him quickly: It's perhaps 
not as distasteful as being poor. 





MANILA MELEE: Who in the crowd deserves to be rich? 
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There, in a nutshell, is the dilemma explored in The 
Disinherited, Filipino-American Han Ong's acerbic, 
rambling second novel: Is it better to have money and worry 
about it, or not to have money and worry about that? Ong 
never gives a definite answer, but in asking the question trots 
out colourful characters from across the socioeconomic 
spectrum: self-serving aid workers, underage hustlers and 
sinister society wives. They re all far from angelic, and, seen 
through Caracera's eyes, show little possibility of redemption. 

Caracera, Ong's protagonist, decides he is much better 
off without money, especially when his 
father leaves him more than his share 
of the family sugar wealth. Much to the 
family's horror, he decides to give his 
inheritance away, and so the action 
begins. At first, Caracera cares very lit- 
tle who gets the loot. “You might as well 
rent a plane and dump it out the win- 
dow,” one aunt suggests sarcastically. 
Soon Caracera is wishing he had done 
just that: Few people want his money, and [The Disinherited ] 
the cynical Caracera has a hard time even by Han Ong. 
locating people to give it to, much less farran p^ rugs 

i Giroux. $25 
finding them worthy. The sugar work- 
ers his family exploited have dispersed across the country in 
search of work. The priest who cares for Manila street kids 
drinks heavily to get through the day. Perhaps the most 
deserving recipient, a young boy who is a particularly embar- 
rassing skeleton from the family closet, has something 
other than cash on his mind. 

The Disinherited is Philippine-born, U.S.-raised Ong's 
first novel set in the Philippines—his first, Fixer Chao, 
was a satire of social climbing in Manhattan—and 
again Ong explores the corrupting power of class. 

[n this sense, Ong joins some illustrious company. 
Philippine national hero Jose Rizal was the country's 
first overseas-educated writer to use novels to dissect 
Manila's social ills, and he earned a public execution from 
the Spanish colonizers for his trouble. Like Rizal, Ong creates 
character portraits that are spot on. If only Ong had shown as 
much discipline with his prose and plot. Little happens in the 
first half apart from family meetings in which Caracera sneers 
at his spoiled, controlling relatives. 

Ong asks endless rhetorical questions, and some of his 
purpler passages would make writing instructors weep: 
"Though long regarded as a symbol of prosperous middle age, 
this Buddha belly had in fact been the swelling of collected 
poison, like a boil which, unlanced, had slowly leaked its briny 
effluvia of waste and bile inward, seeping its death year after 
slow, toxic year, requiring three, four decades to finally over- 
take the whole of the man’s capacious, strapping body." 

Ong also crafts a mysterious extended metaphor about 
tennis as “the fight of solitude against solitude.” (Perhaps 
he is not a fan of doubles.) With a bit more restraint, this 
novel would sizzle. As it is, most of it is as pell-mell as Caracera 
finds his home country. = 

Erin Prelypchan is a writer based in Manila 
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INREVIEW SPECIAL 


A Bug’s Life 


Korean-American Yongsoo Park’s gritty writing 
has attracted nods from literary prize-givers, 


writes Michael Standaert 


THERE WAS A TIME not long ago when feeble pastimes 
such as Atari computer games, Rubik’s cubes, break- 
dancing, kung fu fighting, gangster-wannabe 
antics and wandering through neighbour- 
hoods in search of trouble 
were the height of entertain- 
ment in urban America. 
These empty pop-cultural 
markers form the backdrop to 
New York City in the early 1980s 
and this is where Korean-Ameri- 
can author Yongsoo Park—whose first book, 
Boy Genius, was a Notable Title for the 2002 
Kiriyama Book Prize and a finalist for the 
. . [ Las Cucarachas | 
2003 Asian American Literary Awards— by Vongeco Pai 
sends the reader in his time capsule ofa Akashic Books. 
novel, Las Cucarachas. $14.95 
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lustrations by Harry Harrison /REVIEW 


He presents a narrative stripped 
of any attempt to bow to political 
correctness or melodramatic reminiscence: 
The good old days weren't really that good. 

The story follows the early-teen Peter Kim through 
45 hours of his life, a quest to find out who has stolen his 
Atari. In the ensuing journey, within the few blocks 
that is Peter's world, he encounters racism (including 
his own), petty childhood squabbles blown into epic con- 
frontations, and the boredom of poverty, as well as the real- 
ization that he's stuck, along with his friends and their parents, 
in a dirty struggle at the lower end of society. Much of the 
novel deals with how Peter perceives his father, whom he sees 
most of the time as a lazy old man and a failure—and in so doing 
reflects on what he is to become. It is not a welcome idea. 

Refreshingly, the novel is probably more American than 
Asian-American. It could as easily have been about any other 
immigrant kid who has melted into the American pot. This is 
the gritty realism of a nonwhite, lower-class immigrant 
community, full of foul language and characters with little hope 
of climbing the social ladder. The suspicious and bitter super- 
intendent of Peter's apartment complex, his posturing, loud- 
mouthed friend Fatty, Peter's timid and compartmentalizing 
little brother Steven, as well as the various teenage thugs, mis- 
anthropes and drop-outs, populate the novel like the cock- 
roaches, or cucarachas, of the title. In this early 1980s squalor, 
it's no coincidence that cockroaches are an active metaphor. 
When you're at the bottom, even minor hopes are irrelevant 
in a world that feels on the edge of nuclear annihilation. = 

Michael Standaert is a writer based in Iowa City 
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Troubled Waters 


The true story of a Japanese boy rescued at sea 
in 1850 provides fodder for a veteran novelist, 
writes Brian Keeley 


IN 1850, a 13-year-old Japanese boy took a decision that would 
change his life for ever. Setting out to sea on only his sec- 
ond journey, the boy, Hikotaro, left on his stepfather's junk 
"from Hiogo, bound for Yedo [Tokyo], with a cargo of sake and 
other articles," as he recalled later in his diaries. 

The voyage was a disaster. Trapped in a series of storms, 
the ship was buffeted by wind and rain, and eventually lost its 
rudder and sails. It drifted for months before fate inter- 
vened again in young Hikotaro's life: An American ship 
sailing for San Francisco noticed the shouting sailors on the 
broken boat, and picked them up. All 17 were brought to safety 
and, 42 days later, they landed in San Francisco. Almost a 
decade would pass before Hikotaro could return to Japan. 

Hikotaros story is told in Storm Rider by Akira Yoshimura. 
Yoshimura is one of the grand old men of Japanese literature, 
though this is only the fourth of his 20 novels to appear in 
English. Hikotaro's life should have been ideal material for 
Yoshimura, who is known for the depth of his historical 
research. But Storm Rider is a book becalmed. Long, plodding, 
and filled with excess detail, it lacks the tension and colour its 
subject so richly deserves. 

























That may be because Yoshimura has relied too closely 
this time on his research. His real-life subject, Hikotaro, was 
later renamed Joseph Heco and wrote about his life in a two- 
volume diary, The Narrative Of A Japanese, published in 1895, 
two years before his death. Heco had a story worth telling: 
He lived through civil wars in Japan and the United States, wit- 
nessed and participated in Japan's opening to the West and 
founded—by some reckonings—Japaris first newspaper. 

The novel follows Heco's workmanlike—if hardly confes- 
sional—diary quite closely (though the book 
fails to mention this), not just in terms of the 
story but also in its rather flat language, at 
least in this translation by Philip Gabriel. 
As a result, it fails to delve very deeply into 
Heco’s character. 

Coming from Yoshimura, that's disap- 
pointing. An earlier 1982 novel, Shipwrecks, 
showed his skill in exploring the mind of 
a young boy growing to maturity in a com- 


[ Storm Rider | 
by Akira munity that lures passing ships to their 


Yoshimura doom. Using sparse language, Yoshimura 
(translated by : ae 
Philip Gabriel). painted a picture of an impoverished village 


that has made a hideous pact in order to sur- 
vive—ordinary people driven by desperation 
to acts of extraordinary evil. Shipwrecks combined insight with 
a haunting quality that was apparent right from its opening 
words: “Old conical hats made of sedge moved in the line of 
surf"—Aa sentence of haiku-like simplicity and beauty that 
leaves the reader almost tasting the salt on the sea air. 
There's little of that flair on display in Storm Rider. We 
never really understand, for instance, what it was in Heco's 
personality that led 19th century Americans to reach out 
and help him. He wasn't the only Japanese castaway—though 
he must have been one of the youngest—to fetch up on 
America's shores. And yet, by the age of 30, his well. 
connected sponsors had already brought him into the 
company of three American presidents. 

A more significant problem is Yoshimura's 
failure to bring alive the feelings and confusion that 
Heco must have experienced as a Japanese— perhaps 

one of the first—to be torn from his homeland and 
thoroughly immersed in a Western culture. Japanese 
society at the time was deeply suspicious of Japanese who 


Harcourt. $25 


lived overseas: Heco stayed on in America largely because the 
shogunate had turned back other shipwrecked Japanese sailors 


"contaminated" by contact with other cultures. 
In far less extreme ways, Japanese society is 
still wary towards Japanese who go overseas, 
which could have given Heco's story reso- 
nance for modern readers. And yet Yoshimura 
never convincingly explores these themes. 
When it comes to describing Heco's deraci- 
nation, Yoshimura's insights don't get much 
deeper than this: "He was like a sad little bit of 
seaweed, rootless, carried along by the tide." = 
Brian Keeley is an associate editor 
at the REVIEW 
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INREVIEW SPECIAL 


A Sari Tale 


This slender novel packs an emotional punch in the story of a simple 
man trying to rise above his circumstances, writes Mitali Saran 


SOME NOVELS ARE LIKE alcoholic 
spirits—fiery and stylish. The Sari Shop by 
Rupa Bajwa is much more like a glass of 
good red wine, with a modest taste and a 
genteel gap between consumption and 
buzz. But the buzz does happen, and is no 
less transformative. Bajwa’s debut novel 
leaves you with a sense of befuddled pleas- 
ure: How could such plain vanilla prose 
create such a pleasant afterglow? 

It's partly because Bajwa’s austere 
style is of a piece with her protagonist. 
Twenty-six-year-old Ramchand—or- 
phaned at six and forced to work after 
the eighth grade—is an assistant at 
Sevak Sari House, the finest sari store 
in Amritsar, Punjab. Circumstance has 





destroyed the family's dream of 
putting Ramchand through an 
English-medium school to 
become something better than 
a shopkeeper. He is an intelli- 
gent, sensitive human being 
mired in a depression caused by 





asked to step out of the shop and take 

a bundle of saris to the house of rich 
industrialist Ravinder Kapoor, whose 
daughter Rina is shopping for a 
trousseau. 

This experience rekindles a dim 
memory of self-worth in Ramchand's 
breast and fills him with resolve to exer- 
cise, to not waste time, to paint his room, 
to get a brighter bulb; and, above all, to 
properly learn to read and write 
English, the passport to a better 
future. With the guidance of 
such works as The Complete 
Letter Writer and Radiant 
Essays for Schoolchildren of All 
Ages, and The Oxford English 
Dictionary, Ramchand strives 


a sense of potential stymied by ZA: towards self-fulfilment. But 
lack of opportunity. [TheSari Shop: the wrenching experience of 
For r1 years he has lived in ^ Novel ] by a new concept—“two sides to 
: H Rupa Bajwa. . m : > 
a one-room flat with two win- WW. Norton every coin"—complicates his 
dows, treading a tiny, well-worn — $23 95 aspirations. 


groove of "shop, room, shop, 

room, shop, room . . .," punctuated by the 
occasional movie or meal out at a cheap 
eatery. Then, one day, an enormous 
responsibility is vested in him: He is 
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FABRIC OF LIFE: Women dry freshly washed saris by the Ganges 
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Bajwa inscribes, in Ram- 
chand's limited experience, an acute social 
canvas. She draws her characters with 
swift, sure lines: The refined, ruthless 
Rina Kapoor; the crassly rich Mrs Sandhu 
and Mrs Gupta; Mrs Sachdeva and Mrs 
Bhandari, respected, intelligent women 
(“The shop, his whole existence, where 
things began and ended for him, 
was only the starting point for 
these people"); Ramchand's fellow 
shop assistants; and Kamla, the 
wrecked human being whose mis- 
ery quickens him to an unusual anger: | 
"Just to be alive meant to be undignified, 
Ramchand thought . .. What was the 
point of trying to learn, to develop the life 
of your mind, to whitewash your walls, 
when other people lay huddled and beaten 
in dingy rooms?" 

The Sari Shop is a story of power and 
powerlessness; of the disastrous fallout 
of defiance, and of compliance; about 
who can overstep social boundaries. It's 
the story of an inconsequential man's 
struggle with his soul, inspired by an 
inconsequential woman's fight for her 
life. Bajwa is a controlled writer with 
a remarkable ability to represent daily 
life in her native Amritsar with authen- 
ticity, humour and great empathy. This 
slim volume, read in an afternoon, is 
more moving than many other, more 
elaborate novels. & 
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Unmelodious 


A much-hyped debut from a young Indian 
writer is a dud, writes Shailaja Neelakantan 


"SHE LOVED MOST the lusciousness of his buttocks, 
their dimpled circumference, as though God had created 
them only so she might pull him farther into herself and 
then muffle her rapturous pleasure as she had, only a few 
hours back, muffled her anguish." 

This sentence isn't, as you might imagine, from a newly 
discovered novel published by the estate of the late historical- 
romance pulp novelist Barbara Cartland. It is from the debut 
novel of Indian-born, 27-year-old Siddharth Dhanvant 
Shanghvi, who is being hailed as the next Salman Rushdie or 
Arundhati Roy or Gabriel Garcia Marquez or Milan Kundera, 
depending on which press agent the reviewer has been lis- 
tening to. It has also nabbed a Betty Trask Award in Britain, 
for first novels by authors under the age of 35. 

Don't believe the hype. The Last Song of Dusk has no 
redeeming qualities. The book is inundated with purple prose, 
unconvincing period dialogue and all manner of couplings 
described in sentences that could occupy the first 20 spots 
of the British Literary Review's annual *Bad Sex" prize. Nobody 

in this novel is plain or ordinary, a little bit evil or a little 
bit good. Every character, by description, is the most beauti- 
ful and good or the most evil and hideous. But to the reader, 
all of them are most annoying. 

The novel follows the married life of Anuradha Gandharva, 
née Patwardhan, a woman so beautiful (and unaware of it) that 
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many young men in the Sonnets Society in her town claim 
her as their muse. As if that weren't enough, she also sings 
like a dream, so much so that "even the moon listens.’ 

She marries Vardhaman, a doctor who is also an amazing 
storyteller. They have a son, who at the ripe old age of 18-01 


so months, starts to sing songs of such sweetness that “the 
canary traders and the patrician widows, the females of flexi 


ble morals and the asexual philanthropists, upon gauging 
the first measure of his bizarreh 
[ The Last sweet voice, would rush to the 
Song of garden of Gandharva's Dwarika 
Dusk | by house and listen with their eye 
Siddharth closed, and without the slight 
Dhanvant 
Shangvi. est drift of concentrator 
Weidenfeld & Inevitably, tragedy inter 
Nicolson. rupts this nd and the Gand 
£12.99($23.32) harvas lives are never th am 
again. In steps Anuradha's 
orphaned cousin, Nandini, who at the age of 14 “was stun- 
ning any bloody way you looked at her.” 

She also walks on water, is an amazing painter and late: 
has sex with man, woman and panther. One can accept all 
that with a little willing suspension of disbelief—here ; 
very strong act of will inder 'd. But not even the most will- 
ing reader will believe her speech, which is supposed to reflect 


her English upbringing. 
Shangvi has left nothing out of his story, which plunges 


from high melodrama into farce, skips through the dark 
passageways and torn bodices of the gothic, with a sicken- 
ing dose of exoticism and bad writing thrown in along the way 
Like a greedy boy given a huge sack of candy, he's snatched at 


everything—vanilla, coffee, lemon, kiwi, chocolate and peanut 
butter. The result, as expected, is a bad stomach. & 
Shailaja Neelakantan is a writer based in New Delhi 
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The Thing in the Water 


The legendary kraken monster may be finally about to wake, and it turns out 
it's been living quietly in a lake in China all these years 


BEWARE: MONSTERS AHEAD. Tourists 
heading into Xinjiang province in western 
China are informed that there are two bodies 
of water in the world that harbour mysterious 
aquatic monsters. "One is the Nice Lake in 
Britain and the other is the beautiful Kanas 
Lake," the brochure says. 

The people most intrigued by this state- 
ment are the visitors from Britain: This is news 
to them. One hopes that not too many of them 
race home to check out their very own Nice 
Lake kraken, a legendary aquatic monster. 

Ah, but a moment's pondering should 
solve the mystery. Surely, the Xinjiang tourism 
authorities came across the phrase Loch Ness 
and "corrected" the spelling to Lake Nice before 
“fixing” the word order to Nice Lake. Given this 
jump, one has to wonder if Xinjiang's fabled 
“lake monster of Kanas" is actually a “late mob- 
ster of Kansas" or "lay minister of Cannes," 
or something. 

But it isn't. The long history of Mysterious 
Unexplained Happenings suggests that there 
really is something very weird indeed in this 
25-kilometre-long body of water in the moun- 
tains of Xinjiang. (Cue cello solo from Jaws.) 

For decades, there have been legends about 
people, cattle, sheep and horses straying near 
the shoreline and disappearing—apparently 
gobbled up by something dangerous and hor- 
rible under the surface. (No, the Chinese Com- 
munist Party doesn't have underwater cadre- 
recruitment offices.) 

Old records say a fish 10 metres long was 
caught a century ago. A 1930 report says fish- 
ermen found a creature weighing 9oo kilo- 
grams. A 1987 study by Xinjiang University 
reported that hundreds of car-sized fish were 
living in the water. 

Fortunately, the Kanas Lake monster fam- 
ily has never eaten tourists, though it's not 
clear what the things do eat. A publication 
by the Xinjiang Kanas International Travel 
Service notes that lake-dwellers talk famil- 
iarly of Big Red Fish that like to "eat fries and 
wild ducks." 

This is probably less eyebrow-raising than 
it sounds. Given the scarcity of American fast 
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UNDER THE SURFACE: 
A whole range of 
mystery sea monsters 
from the Pacific area is 
featured in this set of 
25 stamps issued in 
Palau, Micronesia. Just 
the thing to get people 
feeling good about 
going to a seaside 
paradise for their 
holidays 


food in the Xinjiang mountains, one might be wise to assume that “fries” 
refers to winged insects. 

Still, if lake-dwellers regularly see fish that can snap up a whole duck, the 
species might have a Big Brother that could literally eat a horse. 

It’s intriguing. The viewing pavilion on the hills overlooking the lake 
includes a preserved taimen (a fish related to the salmon) roughly the 
size of an adult man. 

Anyway, we may soon find out what's behind all this. Chinese scientists are 
this month due to undertake an expedition to photograph whatever is under 
the surface of the lake. So the mystery should be solved. Some expect to find 
the lake hopping with oversized salmon-like 
fish, each about 2 metres long. Others think 
that really large fish such as giant catfish or 
beluga sturgeon, which can grow as large 
as trucks, may be hiding in the lake. 

In the meantime, another giant squid has 
surfaced. This time, it was a 10-metre crea- 
ture off the Falkland Islands in the South 
Atlantic. And a report from Malaysia says 
another fisherman has been stabbed to death 


[Buon ue 


by a swordfish. 
BY NURY VITTACHI It appears that the true rulers of this 
water-dominated planet are starting to assert 
HAVE A TALE TO TELL? themselves. Yet curiously, there have been no 
Call (852) 2831 2502, sightings of Nessie, the Loch Ness monster, 
fax (852) 2503 1530, or for more than a year. The time may have 
write to GPO Box 160, ^ ae p 4 
Hong Kong. come to “reposition” that Scottish tourist trap 
By e-mail: tales@feer.com and change the name. I've got a suggestion. 


How about “Lake Nice"? = 
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Global Business News for Asia 


Dow Jones & Compäny is the world’s premier publisher of business 
| news and information. Its products include business newspapers and 

| | magazines, including The Wall Street Journal and its global editions 
and the Far Eastern Economic Review. 
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Executive TV Producer 
Salary: US $85,210.00 to $110,775.00 


The Voice of America is seeking applications for Senior TV. 
Production Specialist for its Indonesian Service, located in 
Washington, DC. The incumbent is responsible for the overall 
production, program development, talent and day-to-day operations 
of television programming, and provides editorial direction, 
exercising editorial responsibility for selecting and approving 
subject matter. The incumbent must be fluent in both the English 
and Indonesian languages in order to successfully conceptualize and. 
design complex television programs with an innovative and creati e 
approach, in various formats. 


eMe w 


To receive full consideration, applicants MUST submit resume an 
Knowledge, Skills and Abilities Factors. For more information anc 
application procedures visit our web site at www. ibb.gov 


Announcement Number M/P-04-69 or call 202-619-311, LUS A. 


Applicants for this position must be able to obtain a security. 
clearence. 


TV Director 
Salary: US $72,108.00 to $93,742.00 


The Voice of America is seeking applications for TV Production. 
Specialist (Director). for its Indonesian Service located inei 
Washington, DC. The incumbent is responsible for directing a wide | | 
variety of television programs with formats including call-in, 1 
interview, interactive, newscast, magazine, instructional, j : 
promotional, and radio simulcasts. The incumbent must be fluentin. | 
both the English and Indonesian languages in order to work with E 
television materials in either language. 


Works with journalists, broadcasters, and government officials in. | 
the United States and abroad. 


To receive full consideration, applicants MUST submit resume and. 
Knowledge, Skills and Abilities Factors. For more information an 


clearance. 





The Regional Coordinating Unit for the 

East Asian Seas Action Plan (EAS/RCU) 

UNEP Regional Office for Asia and the Pacific (ROAP) 
9" Floor, UN Building 

Bangkok 10200, Thailand 

Fax: + 66 2 281-2428, email: surendra,.shre: 









1 | EAS/RCU has the overall responsibility of coordinating the implementation of the East Asian Seas Action Plan 
J| based on the decisions of the participating governments through coordinating the development and 











: — implementation of the yearly work programmes; developing and implementing relevant national, regional and 

f international partnerships, convening the intergovernmental meetings of the Coordinating Body ‘on the Seas 
(of Eust Asia (COBSEA); and designing new projects for consideration by COBSEA, fundraising and 
developing proposals for the strengthening of COBSEA and enhance its cooperation with relevant 
rogrammes in th e region. | | 






e Regional Coordinating Unit for the East Asian Seas Action Plan (EAS/RCU) requires the services of a highly 
ompetent person to fill the following post: | 


COORDINATOR, L-5 2 : 


Initially one year; renewable based on performance and availability of funds 
Duty Station: Bangkok, Thailand 


. The successful candidate is expected to satisfy the following criteria: 


e A Masters or PhD in Marine Science or Environment Science 
e Minimum of fifteen years of professional experience of which a minimum of five years with 
international organizations 
| e Proven working experience in a position involving responsibilities for liaison and negotiation; 
and management competence 





* Excellent report writing skills; fluency in English 
* Preference will be given to candidates with knowledge of international donor programmes 
including GEF and experience with international policy setting processes 


p — Applications should be submitted with a detailed resume and addressed to: Mr. Surendra Shrestha, Interim 
E UC oordinator, UNEP EAS/RCU and Regional Director, UNEP Regional Office for Asia and the Pacific, 9" Floor, 
JUN Building, Bangkok 10200, Thailand. Fax: +66 2 281 2428, email: surendra.shrestha@ 









Closing date for applications is 17 September 2004 
Only short-listed candidates will be contacted 
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The Regional Coordinating Unit for the 

East Asian Seas Action Plan (EAS/RCU) 

UNEP Regional Office for Asia and the Pacific (ROAP) 
9" Floor, UN Building 

Bangkok 10200, Thailand 

Fax: + 66 2 281-2428, email: suren 








| EAS/RCU has the overall responsibility of coordinating the implementation of the East Asian Seas Action Plan | 
 .- based on the decisions of the participating governments through coordinating the development and. 7 
> implementation of the yearly work programmes; developing and implement relevant national, regional and. — 


= international partnerships, convening the intergovernmental meetings of the Coordinating Body on the Seas 
| of East Asia (COBSEA); designing new projects and strategic directions for consideration by COBSEA S 
fundraising and developing proposals for the strengthening of COBSEA and enhance its cooperation with 
relevant programmes in the region. 





The Regional Coordinating Unit for the East Asian Seas Action Plan (EAS/RCU) requires the services of a highly 


| competent person to assist in the day to day management and implementation of the East Asian Seas Action Plan: 


PROGRAMME OFFICER, L-3 
Initially one year; renewable based on performance and availability of funds 
Duty Station: Bangkok, Thailand 


The successful candidate is expected to satisfy the following criteria: 


e Advanced university degree in environment science, preferably in marine- or freshwater related science 





e Minimum of seven years of relevant experience in formulation and coordination of international projects 
e Excellent report writing skills; fluency in English 


* Preference will be given to candidates with knowledge and working experience in dealing with regional | P 
cooperation in the Southeast Asia region, in particular EAS Action Plan related regional issues 










Applications should be submitted with a detailed resume and addressed to: Mr. Surendra Shrestha, interim 
Coordinator, UNEP EAS/RCU and Regional Director, UNEP Regional Office for Asia and the Pacific, 9^ F ioor, 
UN Building, Bangkok 10200, Thailand. Fax: +66 2 281 2428, email: surendra.shrestha@rrcap. 


Closing date for applications is 17 September 2004 






Only short-listed candidates will be contacted 
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Engaging the Audience 


Aaron Lau sees similarities between the performing arts and advertising. That’s why the 
former busker-turned-agency head understands the need to constantly connect with real people 


FOR AARON LAU, the roots of advertising can 
be found playing guitar on a subway platform. 

That's what the 44-year-old Lau, now Asia CEO 
of Omnicom Group advertising agency DDB 
Worldwide, did for a year in the early 19805 after 
earning a degree from the London School 
of Economics. 

“In those days, | had very 
long hair," grins the busi- 
ness-suit-clad Hong 
Kong native, who now 
sports a trim business 
haircut. “My dream at 
the time was playing rock 
music—Bob Dylan, Pink 
Floyd and all the progres- 
sive rock that I thought was 
cool at the time. 

"Sure, I was studying 
economics—you know Chi- 
nese families. But when I 
finished school, I didn’t want to 
work, and I was so fascinated by 
music.” So Lau picked himself up by 
his guitar straps and wandered around 
Europe, particularly Greece, playing 
music to earn a place to sleep, until he 
ran out of money and returned to 
Hong Kong with $25 in his pocket. 

Soon enough, he found a job in adver- 
tising, and has been climbing the industry's 
corporate ladder ever since, last year being 
named the top Asian manager of DDB. In 
that job, he oversees the advertising for 
brands ranging from ExxonMobil to Johnson 
& Johnson and McDonald's. 

But it's his performance days that Lau 
remembers. They offered the inspiration 
for his approach towards running an ad 
agency—from communicating to staying 
in touch with consumers. “If you want to 
make a living out of the performing 
arts, you have to engage the audience. It 
doesn't matter if you are playing a sub- he's stressed. But, he hasn't per- 
way or a club, you have to have a two-way formed publicly in years. “I’m off-key 
connection," he says. "T now," he groans. 

"Marketing communication needs to^ 


go back to that two-way foundation. And I don't 
iust mean over a broadband connection on a Web 
site," he says. "I mean it in an integrated way. 
Most people are still locked into different silos: 
there's advertising, direct marketing, Internet, 
and so forth. But the 21st century is about break- 
ing down those silos and working in a connected 
way. We need to change the paradigm." 
So Lau enlisted some help from another performer: 
Singapore-based 
improvisational 
comedienne Ali- 
son Lester. In a 
series of exercises, 
Lester, more at home 
in clubs than cubicles, has taught groups of 
DDB managers about the challenges of two- 
way communication. In one exercise, she made 
DDB staff complete a coherent story together by 
adding only one word per person at a time. 

And just like in his days as a musician, Lau also still 
finds inspiration in wandering around back streets. ^I stayed 
in terrible places back then. The details aren't publishable. 
But in those situations, I would run into people who were 

travelling and doing the same thing as me, and we'd end 
up jamming and talking together," he says. 

So these days, you might find Lau wandering Hong 
Kong's Mongkok neighbourhood, a trendy teen hangout 
that also attracts audiophiles like Lau. “Wherever I go, | 

ask people not to take me to a five-star restaurant. I like 
to walk the streets and see how the local people live. The 
advertising business is about curiosity and uncovering 
something that you observe to turn it into an innova- 
tion," he says. 

But hitting the streets is not always easy for an 

executive with work and family commitments. 
"When you get to a certain level in business, your 
social circle is actually least connected to the work 
that I have to do every day, which is making ads 

for Hong Kong people,” he says. 

As for improvising music, Lau still keeps the 
guitar in his office and has been known to 
strum and sing a few lines when 
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So What's Become of YOUR Doodles? 


-arly sketch of telephone prototype by Alexander Graham Bell c. 1876 


If you or your company is proud of an innovation you have come up with, big or 
small, low-tech or cutting-edge, then we would like to hear from you. You could 
be a winner in the prestigious Asian Innovation Awards presented by the Far 
Eastern Economic Review. As a winner you will be honoured at a gala awards 
dinner in Singapore and profiled in the REVIEW. Last year's finalists ranged 
from an innovative way to gather coconuts (the "Coco-Net"^) to new 
life-saving breakthroughs in heart monitoring and early childhood leukemia 
detection. We're looking for creative solutions and breakthroughs whether at 
work or in the lab that improves productivity or the quality of life in Asia. 


Asian 
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Awards 


2004 Sept 7, 04 
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| Your article Own Goal [Aug. 19] did 
-< not touch on the real source of Chi- 
-nese resentment towards Japanese. 
_ The Chinese reaction was a rational 
-response to Japan's refusal to apolo- 
-gize for its World War II crimes, its 
politicians' visits to the Yasukuni 

Shrine, and the revisionism in its his- 

tory textbooks. The problem is Japan, 
¿not China. 

I am a businessman who con- 
tantly travels internationally, includ- 
g to Japan. While I admire the cur- 
‘Tent Japanese society, I feel Japan 

electively hides the truth about the 
war to its own people despite protest 
the rest of Asia. It is time that the 
ruth all the world knows is more 
roadly told in Japan. What a differ- 
nce there is between present-day Ger- 
aany and Japan. 


















YU CHING LEE 
Shijiazhuang 


Wong 's letter [Awaiting an Apol- 
ug. 26] is hard to fathom. Many 
hina demand a “proper” apology 
| Japan over atrocities committed 
Japanese military during World 
|. But have the Chinese apolo- 
to the Tibetans? Or to the 
rs? Or to the Vietnamese? And 
ie Chinese government ever 
rly” apologized to the Chinese 
people for the insanity of the Great 
Leap Forward, the Cultural Revolution 
ior the Tiananmen Massacre? 

Wong should know that the Ja- 
panese government has acknowl- 
edged its past wrongdoings—some- 
thing the Chinese government has 
never done to its victims. To para- 
phrase Wong, a civilized nation such 
as China should apologize for its mis- 
takes, no matter what. 














KO UNOKI 
Tokyo 


PAKISTAN's REFORMS 
In Stacked Deck [Sept. 2], you point 
to local and international concerns 
about the functioning of A morratig 











pleasant. The economic and ple ^ g 
cal stability br ought on by P resident umen 


Pervez Musharraf generally has been 
welcomed by the Pakistani public. But 
I agree with you that the time has 
come for more effective political, as 
well as economic, reforms by the gov- 
ernment headed by Prime Minister 
Shaukat Aziz. 


KASHFA SAMAD 
Karachi 


INDONESIA'S WORK 

| appreciate your balanced view 
in Local Responsibility [Editorials, 
Aug. 26]. Apart from the reasons you 
cite for opposing international tri- 
bunals to try cases involving violence 
in East Timor, I believe that interna- 
tional tribunals imposed and inspired 
by foreigners would be counterpro- 
ductive to Indonesia's progress in 
building a democratic society. 

To be sure, many are not happy 
with the recent court rulings that 
acquitted individuals in trials related 
to violence in East Timor in 1999. But 
is there not a next stage of appeal to the 
Supreme Court? Surely now is not the 
time to start demanding foreign inter- 
vention? In addition, as you also rec- 
ognized, the Indonesian judicial sys- 
tem is reforming itself as part of the 
whole reform movement in Indone- 
sia—not a simple process. 

Another way to reach closure, of 
course, is to establish a truth and rec- 
onciliation commission. In the end, I 
have no doubt about the determination 
of Indonesia's government and its 
people to uphold human rights. But let 
them choose what suits their local cir- 
cumstances to do so. Parachuting in 
Western ways wont work. 


SYAHRI SAKIDIN 
Jakarta 


CORRECTION 

in Engaging the Audience [CEO Call, 
Sept. 9], we should have said that Aaron 
Lau is chairman of DDB Asia, and not 
of DDB Asia-Pacific. 
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"The Anwar Renaissance? 


Malaysians are waiting to see how Anwar Ibrahim hopes to return to public life 


THE QUESTION AMONG Malaysians isn't whether Anwar 
Ibrahim will return to politics, but in what way. For now, Mr. 
Anwar must hope that the quashing of the sodomy conviction 
against him should also result in overturning the related cor- 
ruption conviction. That would free him to stand for elections 
immediately, rather than wait five years from the time he finished 
serving that conviction. But even if that conviction stands, Mr. 
Anwar still can be expected to be an important factor in the next 


= general elections, which must be held by early 2009. (See article 


on page 14, and Mr. Anwar’s 5th Column article on page 31.) 

The more interesting question isn't when Mr. Anwar will 
_ re-enter the complex world of Malaysian politics, but where, when 
. the time comes, he will find his perch. He has three options. 
= Hecan seek to revitalize the Keadilan party, formed after his 
- arrest and led by his wife. But Keadilan is viewed mainly as a 
vehicle dedicated to the cause of freeing Mr. Anwar. And as 
the fate of the former deputy premier faded from public con- 
sciousness, by the last general election only his wife, Wan Azizah 
‘Wan Ismail, managed to win a seat in parliament for the party. 
Keadilan will need to develop an identity and a platform beyond 
Mr. Anwar's personality. This wort be easy. Nor is it apparent 
that this can be successfully employed at the polls, since what 
will likely be Keadilan issues probably are the same ones already 
espoused by the more-established Democratic Action Party. 

Then, there's Pas. The Islamic party probably would not 
be unhappy to count Mr. Anwar among its number. Its Islamic 
platform—soundly rejected at the last polls—could gain from 
being fronted by the urbane Mr. Anwar. And as one of the 
founders of the Muslim youth movement, Abim, Mr. Anwar 
may not find Pas an uncomfortable home. 

The third option is Umno. Because of the Abim connection, 





many non-Muslims were xem when in the early 1980s Mr. 
Anwar joined the mainstream United Malays National Organi- 
zation, the leading party in the ruling coalition. And so they 
were almost each time he moved up in the national leadership, 
from the culture, youth and sports portfolio to minister for agri- 
culture, then education, then finance, and finally to the position 
of deputy prime minister. But though he was wooed by Umno | 
to blunt criticism of its secular nature, by the time of his sack- 
ing in 1998 Mr. Anwar was widely viewed as the face of mod- 
ern, liberal Islam—a man comfortable with the West and who 
often peppered remarks with allusions to post-modern philoso- 
phy. If anything, Mr. Anwar isa politician endowed with a fine 
sense of who the constituency is and what it wants. | 

And that keen sense of politics may tell him, for better or 
for worse, that the party in which he can have the most influence 
is Umno. While Pas may conceivably offer him—in time when 
he is able to—an opportunity to head a state in the Muslim heart- 
land, Umno is where pu in national ipd Sere And it iti is 






leigh Hamzah left the Pan in e ' afi enging Dro 
Mahathir, but today has returned to the party: fold even after 
forming an opposition party and contesting against Umnoin` 
elections. Precedents show Mr. Anwar's reintegration into Umno - 
isn't out of the question. But unlike with Mr. Razaleigh, Mr. 
Anwar’s possible return to Umno may upset recently established D 
assumptions about positions within the party. D 

Mr. Anwar currently is recovering from surgery in Germany. 
Malaysians, as well as many in the bos await his return to judge _ 
how he expects to return to public life. : 





Q Quality V V ork Smart India encourages research outsourcing 


ÍNDIA' S SCIENCE and technology min- 
ister may need to temper his enthusiasm 
justa tad. Still, his announcement on Sep- 

. tember 6 of a possible new cure for tuber- 
. culosis is a breakthrough for India's drugs 

industry that is likely to see more West- 


- -ern companies make their way to South 
Asia. In a word, it's all about cost. 


; According to the minister, a research 
- partnership between the Council of 
“Scientific and Industrial Research and the 
Mumbai-based company Lupin has 
resulted in a new molecule to fight TB. 


Far Eastern Economic Review 


Although so far only tested on animals, 
the molecule holds the promise of sharply 
reducing treatment time for TB to two 
to three months from the current six to 
eight. It is also apparently effective against 
TB strains that have become resistant to 
existing drugs—of which no new ones 
have been developed since 1963. The mol- 
ecule now must go through testing to see 
if it will actually work on humans, and if 
so if it can be safely prescribed. The next 
phase can last as long as five years. 

But already, there's been a significant 


achievement—in costs. just a total of $5.7 
million has been committed to the proj- 
ect: loose change for Western drugs com- 
panies. However much it may ultimately 
take to develop a drug out of the new mol- 
ecule in India, it’s probably safe to say that 
costs wont come near those in the West— 
which average around $800 million for 
each marketable treatment. 

Western drugs companies increasingly 
will see the sense in conducting research 
in India. In this case, outsourcing clearly 


aer 
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Popping the China question: 


Will the bubble burst or gently deflate? 


Financial markets are worried about a 


hard landing in China. Should they be? 


Chinas government has tightened credit policy and restricted land 
supply to cool investment — this is the right policy. Speculative 
capital poured into China for two years as the Fed cut interest 
rates to 1%. Ample liquidity triggered an investment boom that 
exacerbated inflation. The resulting negative real interest rate 
amplified investment demand and caused a speculative bubble. 
China may have invested US$200 billion more than it should; 
fixed investment may be 20% above trend. This must be brought 
below trend for a period to absorb the excess. 


It is still too early to say whether China will have a soft or 
hard landing. The measured pace at which the Fed is raising 
interest rates increases the chances of a soft landing, while the 
uncontrollable nature of unwinding a speculative property 
bubble makes a hard landing more likely. In either scenario, the 
global impact on commodity prices and equipment demand is 
roughly similar. 


landing is hard or soft does not 
znificant In a soft landing, the economy 
decelerates to trend after a period of above-trend growth. In a 
hard landing, the economy decelerates below trend for a period. A 
hard landing can actually be a good thing, as excess capacity is 
flushed out quickly, leading to faster recovery in demand and 
profit. A soft landing brings less pain short term but may retain 
excess capacity, causing demand to recover slowly and profit 
margins to stay low for longer. 

A slowdown in China affects commodity and equipment 
industries most. Commodity prices have risen sharply in the 
past two years on surging domestic demand, and the global 
equipment sector is booming. Imports to China have doubled 
since 2001, mainly on demand for commodities and equipment, 


so economies specialising in these would be most affected as 
Chinese demand cools. 


Global consumers would benefit from a China slowdown. 
Negative real interest rates helped Chinese businesses pay for 
commodities, causing prices to rise. Higher prices trimmed 
consumer purchasing power around the world. As Chinas 
economy softens and commodity prices revert to trend, 
consumer purchasing power everywhere should improve. 


A government-controlled financial system amplifies 
China's business cycle. The financial sector does not price 
tisk properly, causing the economy to overshoot in both 
directions. As the financial system is reformed and becomes 
more market-based, China's economy will become less volatile. 


Cycles matter. From a low base, the industrialisation of 
China has had a long history of rapid growth. However. 
economic cycles will always come and go, and businesses 
must plan accordingly. The right strategy is to accumulate 
cash at cycle peaks and invest at cycle bottoms. China will 
become a rich country. You can enjoy its wealth, too, if you 
are still in business. 


Andy Xie 


MorganStanley 
One client at a time. 
ve ee 
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Witter Asia (Singapore) Pre. Morgan Stanley and One Client At A Time are service marks of Morgan Stanley. © 2004 Morgan Stanley. 
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U.S. Election Delays 
Renminbi Talks 


United States presidential politics seems to have prompted 
Chinese Vice-Premier Huang Ju to once again postpone plans 
to visit Washington to discuss his country's currency poli- 
cies with top officials, including Treasury Secretary John Snow. 
The Chinese leader was originally scheduled to visit in the 
spring, but changed his plans when it became clear that 
another vice-premier, Wu Yi, would be flying to Washington 
to co-chair a meeting of the two Sino-U.S. Joint Commis- 
sion on Commerce and Trade. Huang tentatively pencilled in 
August-September for the postponed visit, but Chinese offi- 
cials say that idea was scotched because Beijing feared that 
Huang's trip would be caught up in U.S. presidential-election 
politics. They add that China is also unhappy with the U.S. 
over its recent policy toward Taiwan, which Beijing regards as 
a renegade province. American officials say the U.S. side was 
itself not keen on the later timing, also because of the Novem- 
ber election. U.S. officials had wanted Huang to visit early this 
year so that Snow could show Congress and the business com- 
munity that he was serious about pressing China to adopt a 
more flexible exchange-rate policy. Huang, who is ranked sixth 
in China's Communist Party hierarchy, may now visit Wash- 
ington next year, but with the outcome of the presidential elec- 
tion unknown, and Huang's host thus unclear, the two sides 
have not yet begun formal scheduling of the trip. 


JAPAN's FAMILY MEN SPUR CONSUMPTION 

A growing tendency among Japanese men to spend more time 
with their families could be a key driver of personal con- 
sumption, a study by the Hakuhodo Institute of Life and 
Living suggests. The institute, which conducts research on 


Carsten Schael / Asia Images 





FAMILY MAN: Japanese men are spending more on family life 
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consumer behaviour, found in its August assessment of 
consumer confidence that the propensity to spend—calcu- 
lated by asking people to rate their desire to spend money 
in the next month on a 100-point scale—is falling among 
women but rising among men. For women, consumer con- 
fidence fell 4.6 points from July to 55.0 in August, while the 
figure for men rose 1.3 points to 50.8. Specifically, meris desire 
to spend on "family life" and “recreation and leisure" showed 
the biggest gains, according to the survey. The institute attrib- 
uted the findings in part to this year's unusually hot sum- 
mer weather, though it added that over the longer term the 
data signal the start of more family- and leisure-oriented 
spending among men. This would be a boon to Japan's nas- 
cent economic recovery, which has so far been driven mainly 
by exports and increased capital expenditure by companies, 
rather than spending by individuals. 


TAIWAN Promotes UN Bip WITH A Quiz 
Taiwan is trying a new tactic in its long and so far fruitless 
quest to join the United Nations: a trivia contest. To promote 
awareness of the island’s 12th annual bid for UN partici- 
pation, its representative office in New York is posting 
quiz questions on its Web site and offering cash and other 
rewards to people who answer them correctly. Top prize is 
$100. The questions will be changed weekly until the con- 
test ends in early October, and each week there will be 12 
winners. Some recent examples: “True or false: Taipei is cur- 
rently home to the world’s tallest building” (Answer: True); 
“Why is Taiwan excluded from the United Nations?” 
(Answer: China has veto power in the UN, and continually 
suppresses Taiwan's efforts to gain entry). Given the way the 
questions are skewed, any Chinese officials who try the test 
are unlikely to end up richer. But as the quiz itself notes, 
Beijing’s veto power means it will undoubtedly once again 
be the winner in the bigger contest. 


RIGHTS GROUP FEARS FOR HONG KONG 
An influential human-rights watchdog has attacked Hong © 
Kong's rights record ahead of September 12 elections to the 
territory's Legislative Council. In a report released on Sep- 
tember 9, the New York-based Human Rights Watch claims 
pro-China factions are trying to influence the outcome of 
the elections by using a mix of threats and coercion against 
opposition politicians and the media. "There's a real climate 
of fear here I have not experienced before," says Human 
Rights Watch spokeswoman Minky Worden. The report high- 
lights threats against two popular radio talk-show hosts, the 
vandalizing of opposition politicians' offices and allegations 
of voter manipulation. It says these have helped create a "toxic 
political climate" and are *some of the most worrying viola- 
tions of human rights since the 1997 handover." Britain 
returned Hong Kong to Chinese rule that year. The report says 
such rights abuses arose after China began directly inter- 
vening in Hong Kong affairs. Last year, Beijing tried in vain 
to push through a controversial anti-subversion bill ^ * 
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Your employees are making 
shipments out there. 


How do you control it all from here? 


Total vision 

Thats what you get when 
you manage your shipping 
with UPS CampusShip” 
You Il have the overview 
wherever you operate 
Whats more, anybody in 
any department can access 
UPS shipping services. You 
decide. Setting boundaries 
for some or autonomy foi 
others, whilst still 
overseeing costs. That way 
you can reduce errors, 
track budgets and make 
sure every detail of 
shipping is billed properly 
There's no installation. 

No costly software. Get ous 


vision working for you. 
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BUSY SCHEDULE: 
The Chinese 


want to hold a 
Korea meeting 
before Foreign 
Minister Li heads 
off to New York 


Intelligence 


and in April it ruled out universal suffrage in the city’s next 
rounds of elections in 2007 and 2008. Both actions resulted 
in massive street protests and a surge in the popularity of pro- 
democracy politicians, which will likely be translated into more 
votes for them on September 12. 


KOREA TALKS UNLIKELY BEFORE NOVEMBER 
American officials are doubtful that another round of six- 
party talks on North Korea's nuclear-weapons programme 
will be possible before the United States presidential elec- 
tion on November 2, despite a raft of preparatory meet- 
ings over the next few weeks. The schedules for senior 
Chinese officials are leaving little time for the talks in Sep- 
tember, and the U.S. electoral calendar means Washing- 
ton does not want talks in October. “We will die in the 
ditch before holding a plenary session [on North Korea's 
nuclear weapons] in October, just before a U.S. election," 
says a U.S. official. Senior diplomats from the U.S., Japan 
and South Korea are scheduled to meet in Tokyo on Sep- 
tember 9 to cobble together a common position ahead of the 
next meeting. The next day, a senior Chinese delegation is 
slated to visit Pyongyang to try to convince North Korea to 
attend the talks, which Beijing still wants to hold on Sep- 
tember 22. Pyongyang so far hasn't even agreed to another 
round of talks, let alone a firm date. Meanwhile, China's 
Communist Party is scheduled to hold an annual meeting 
of several hundred of its top officials in mid-September. That 
leaves just a one-week window in which the talks could be 
held before Chinese Foreign Minister Li Zhaoxing travels 
to New York on September 27 to attend the annual meeting 
of the United Nations General Assembly. He's expected to 
stay in the city for about two weeks. 


Wuat’s BEHIND CONSULATE CLOSURE? 

The United States consulate in the northern Thai city of Chi- 
ang Mai has been closed until the end of the month for recon- 
struction work. At least, that's the official word, but some 
of the riverside missions staff believe the September 3-27 clo- 
sure is partly due to security concerns. Consular staff, who 
asked not to be identified, believe the mission has been closed 
specifically so that security arrangements and features can 
be tightened, though this is denied by a U.S. embassy 
spokesman in Bangkok. Diplomats say a worldwide security 
check of U.S. public establishments in early 2001 found that 
the Chiang Mai consulate was very vulnerable to attack. 
The survey followed the deadly bombing of U.S. missions in 
Kenya and Tanzania. As an example of lax security, staff 
cite the case of an undercover U.S. Federal Bureau of Inves- 
tigation agent who last year was able to make his way into 
the consulate with only minor security checks. Consular staff 
also believe that a man who threw a petrol bomb against a 
consulate wall in December 2003 was a Muslim activist. 
Authorities said at the time that the man, who was briefly 
detained, was drunk. The mission's main task is to help 
Americans visiting or living in Chiang Mai. 
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Regional Briefing 


THIS WEEK 





Afghanistan Takes to the Campaign Trail 


Campaigning for Afghanistan's first democratic 
presidential election got under way on Septem- 
ber 7. A total of 18 candidates, including interim 
President Hamid Karzai and one woman, will 
contest the October 9 poll. The vote is being seen 
as a landmark in efforts to bring democracy to 
the country after years of war and oppressive 
rule. But the 30-day campaign is taking place in 
a climate of insecurity, violence and intimida- 
tion despite the presence of thousands of for- 
eign troops in Afghanistan. The urbane Karzai, 
. who kicked off his cam- 
&: paign by opening a cook- 
€ ing-oil plant in Kabul, 
remains the favourite. 
Still, the bewildering 
range of candidates and 
the deep ethnic divides 
could split the vote and 
CAMPAIGN: Votes forwomen force him into a run-off. 








Economic ministers of the 
Association of Southeast Asian 
Nations agreed on a timetable for 
free-trade agreement talks with 
Australia, Japan, New Zealand 
and South Korea. Also, at a two- 
day meeting in Jakarta, Asean 
and China settled on draft 
agreements to liberalize trade in 
goods and services as well as 
dispute-settlement mechanisms. 
The two sides have already 
agreed to establish a free-trade 
area by 2010. The Asean minis- 
ters decided to open free-trade 
talks with Japan in April, with 
South Korea in January and with 
Australia and New Zealand early 
next year. But talks on a free- 
trade accord between Asean and 
the European Union failed to 
produce any breakthrough. 
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Asean members also agreed to 
drop regional tariffs and stream- 
line government regulations for 
10 sectors as a first step toward 
the creation by 2020 of a 
regional economic community. 
All the agreements will be 
presented for approval at the 
Asean summit in Laos in October. 





ECONOMICS: Asean officials meet in Jakarta 


The Federal Court 
ordered the release of 
former Deputy Prime 
Minister Anwar Ibrahim 
after overturning his 
1999 conviction for 
sodomy. The opposition 
leader later flew to 
Germany for back sur- 
gery. He will now appeal 
against a 1998 conviction 
for corruption. (See 
article on page 14.) 


SOUTH KOREA 


The International Atomic 
Energy Agency inspected 
sites in South Korea after 
the government disclosed 
that its scientists had 
enriched small amounts 
of uranium in 2000. Seoul 
and its allies tried to 
downplay the significance 
of the experiments, which 
apparently violated 
treaties aimed at keeping 


_ the Korean Peninsula free 


o 6" AEM- Plus Three Consultation i 


4 September 2004, Ja a, Indonesia 


of nuclear weapons and 
weapons-grade fuel. (See 
article on page 22.) 


INDIA-PAKISTAN 


The foreign ministers of 
India and Pakistan held 
two days of talks in New 
Delhi aimed at boosting 
their peace process. The 
two sides agreed to 
continue observing a 











ZEE TELEFILMS beat 
ESPN-Star Sports to lanc 
a $308 million deal with 
the Indian Cricket Board 
to air all India's home 
matches over the next 
four years. But the 
decision angered the 
challengers, who 
claimed that the board 
had violated its own. 
tendering process. They 
plan to challenge the 
decision in court. The 
sum offered by Zee, 
India's biggest listed 
media company, is 
almost six times more 
than state-run broad- 
caster Doordarshan paic 
for the rights over the - 
past four years, Cricket. 
corners more than 75% 
of sports-advertising 
spending in India. 


ceasefire in the disputed 
region of Kashmir, but 
made little progress on 
the Kashmir issue itself. 
(See article on page 20.) 


eee 


Prime Minister Manmo- 
han Singh said the 
government would take 
firm measures to rein in 
rising inflation and aim 
for higher economic 
growth, The government 
on September 3 said 
inflation jumped to 8.17% 
in the year to August 21, 
its highest rate since 
February 2001. 
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The High Court in New 
Delhi dismissed a 
petition seeking to 
legalize homosexuality. 
The court ruled that the 
“validity of a law” cannot 
be challenged by anyone 
who is “not affected by 
it,” without further 
explanation. Gay activists 
vowed to challenge the 
court's finding. 


ASIA-EUROPE 


The European Union 
agreed to take part in a 
summit with Southeast 
Asian leaders next 
month in Vietnam after 
earlier threatening to 
boycott the meeting if 
Burma's military leaders 
attended. In a compro- 
mise, Burma will be 
represented by an official 
ranked lower than Prime 
Minister Khin Nyunt at 
the October 8-9 Asia- 
Europe Meeting in Hanoi. 


SRI LANKA 


Parliament voted to 
reintroduce a 100% tax 
on land purchases by 
foreign nationals. The 
legislation was proposed 
by the Marxist JVP, which 
is part of the ruling 
coalition. Proponents of 
the tax say foreigners 
buying land, often for 
holiday homes, have 
priced Sri Lankan nation- 
als out of the market. 





AUSTRALIA 


Opposition leader Mark 
Latham unveiled his 
Labor Party’s tax policy if 
it wins the October 9 
general election. Target- 
ing low- and middle- 
income families, Latham 
said his centre-left party 
will cut taxes by up to 
A$8 ($5.55) a week for 
taxpayers who earn up to 
A$52,000 a year. Labor 
also offered sweeteners 
to high-income earners, 


boosting the threshold for 


the top marginal tax rate 
of 47% to A$85,000 from 
A$80,000. Meanwhile, 
opinion polls saw Labor 


million. The deal will 
bolster the Japanese 
insurer's business in 
Asia, where it has a 


presence in 16 countries, 


while allowing the British 
insurer to focus on 
growing its life-insurance 
business. Company 
officials said the acquisi- 
tion would make Mitsui 
the second-biggest 
general insurer in Asia 
and the biggest in 
Southeast Asia. 


A government pane! has 
agreed in principle on the 
guidelines for the 
privatization of Japan's 
massive postal-services 


à * operations, which is to 





POLLS PLEDGE: Latham 


lose ground to Prime 
Minister John Howard's 
ruling coalition. 


JAPAN 


Mitsui Sumitomo Insur- 
ance Co. agreed to buy 
the Asian non-life- 
insurance business of 
Britain's Aviva for $450 


LAND TAX: Sri Lankan property gems to rise in price 


September IB. 2004 


begin in April 2007. 
Economy and Banking 
Minister Heizo Takenaka 
said the Council on 
Economic and Fiscal 
Policy agreed to split 
Japan Post into four 
businesses in April 2007. 
The entities would be 
under one general 
holding company, with 
the break-up occurring 
when the privatization 
phase begins. 


Professional baseball 
players threatened to go 
on strike to protest 
against a proposed 
merger between two 
clubs, the Orix Bluewave 
and the Kintetsu Buf- 


faloes. The clubs' owners 


say a merger is the only 
way to keep the teams in 
business, but the play- 
ers' union fears that if 
the merger goes ahead, 
it could prompt the 
owners of other loss- 
making teams to follow 
Suit. A Tokyo court 
rejected a union appeal 
for an injunction against 
the merger. 


CAP'N KOIZUMI: The premier goes to sea 


2 | 


KOIZUMI AND THE KURILES 
In a smart white windbreaker, grey locks blow- 
ing over his face, Japan's Prime Minister Junichiro 
Koizumi on September 2 went sightseeing off the 
northernmost coast of Japan. Peering through 
binoculars at a small group of islands shrouded 
in mist, he remarked; “They are so close . . . | didn't 
think they were this close." 

For a succession of Japanese leaders, the 
four Russian-held Kurile Islands have been too far 
since 1945, and none before Koizumi had made 
a trip to see them. Known by the Japanese as the 
Northern Territories, the islands were seized by 
the then Soviet Union at the end of World War 
Il. Almost useless in economic and strategic 
terms, they are a focus for nationalist sentiment. 
The row over ownership has prevented Tokyo and 
Moscow from signing a peace treaty. 

But past failures to secure their return have 
not put off Koizumi. Far more ambitious than 
his predecessors in foreign affairs, he has made 
a couple of bold trips to Pyongyang, where he 
secured the release of kidnapped Japanese and 
their families. The return of the islands would 
be a crowning historic achievement for him. 

Still, it was not clear how the trip—ahead of 
an expected visit to Japan by Russian President 
Vladimir Putin early next year—would help re- 
solve the dispute. Moscow seemed bemused by 
Koizumi's plans. 

Political scientist James Barber reckons the 
aim was probably to raise Koizumi's political stock 
and help him push through economic reforms: "He 
is trying to tap a national grievance to boost his 
popularity," says Barber. Sebastian Moffet 
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MALAYSIA 


A Leader 


Returns 


Set free by the top court after six years in prison, Anwar Ibrahim's 
return to public life could launch a whole new era in Malaysian 
politics in a year that has already brought surprises 


THE FREEING OF former Deputy Premier 
Anwar Ibrahim from prison by Malaysia's 
Federal Court on September 2 has 
suddenly added a new dimension to 
Malaysian politics, exactly six years 
after former Prime Minister Mahathir 
Mohamad sacked his one-time protégé 
and accused him of sexual misconduct. 
In a potent reminder of Anwar's 
continuing appeal among ordinary 
Malaysians, large crowds began gathering 
outside Anwar's home in an affluent Kuala 
Lumpur suburb after the Federal Court, in 
a 2-1 decision, overturned his July 2000 


sodomy conviction. Children of one of 


ANWAR'S FUTURE, 
AND MALAYSIA'S 


* If his corruption convic- 
tion is overturned, he can 
stand for election; if not, 
he must wait until 2008 


dis could unite the oppo- 
sition with his reformist 
agenda and raise hopes 
for a two-party system 


dis could even rejoin the 
major party, Umno, or 
find new ways to lead 
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By S. Jayasankaran/KUALA LUMPUR 


Anwar's neighbours tied yellow ribbons 
around the trees along the cul-de-sac 
that leads to his house. Well-wishers 
converging on the area caused large traffic 
jams. Motorist Zulkifly Ahmad, told that 
Anwar had been freed, said: "I didn't 
believe it at first, and then I thought... 
this will be good for the Malays." 

Several thousand people also came 
to Kuala Lumpur's international airport 
on the night of September 4 to bid 
farewell to the politician, who left for 
Germany for an operation for back 
problems which he says began with a 
beating by the national police chief 
following his arrest in 1998. 

Like Zulkifly, many Malaysians have 
expressed hope that Anwar's freedom 
might bring an end to a divisive political 
confrontation. Many ethnic Malays, who 
constitute 6296 of the country's 25 million 
population, have never been reconciled to 
Mahathir's purging of Anwar from his 
government in 1998. 

Anwar was subsequently convicted of 
corruption and sodomy and sentenced to 
jail for 15 years after lurid trials that 
dismayed many Malaysians and divided 
the country. In welcoming the Federal 
Courts ruling, the Bar Council, 
Malaysia's umbrella body for private- 
sector lawyers, said Anwar's trials had 
"weighed heavily on the conscience of 
ordinary Malaysians." 





[n the short term, the court's decision 
is likely to amplify local backing and 
international approval for Prime Minister 
Abdullah Ahmad Badawi. Abdullah 
presides over Malaysia's dominant 
political party, the United Malays 
National Organization, which saw its 
support wane after Mahathir sacked 
Anwar, then Umno's deputy president. 
Umno has recovered some lost ground 
since Mahathir's retirement last October 
and a strong election victory in March. 
Anwar's release could further strengthen 
Abdullah's grip on the party. 

The court ruling could also restore a 
measure of credibility to Malaysia's justice 
system, which critics say was tarnished by 
its handling of the Anwar trials. Anwar 
himself praised Abdullah for his appar- 
ently disinterested stance toward the 
former deputy premier's appeal to over- 
turn his sodomy conviction. Anwar 


September IB. 2004 


contended that Mahathir “wouldn't have 
made this possible, so I have to give the 
prime minister the credit for not inter- 
fering with the judiciary." 

Abdullah, long considered a loyal 
Mahathir supporter, has set a different 
course as prime minister, cracking down 
on corruption, scrapping costly prestige 
projects, endorsing an inquiry into the 
shortcomings of the police and promis- 
ing more accountability in government. 

"After Abdullah, foreigners were look- 
ing for convincing signals that the sys- 
tem was healing," says Manu Bhaskaran, 
the Singapore-based partner of the Cen- 
tennial Group business consultancy. 
"Rightly or wrongly, the perception about 
Malaysia was that its once-strongest 
suits—institutions like the judiciary— 
had not only been weakened but 
degraded. The Anwar episode pushed 
that perception strongly. It left a bad taste 
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BACK IN THE PUBLIC'S EMBRACE: Anwar after his release f 


in many mouths. This is a strong positive 
signal that things are changing.” 

Anwar hasn't publicly discussed his 
political plans in detail since his release, 
though he has indicated he will remain in 
opposition and push for what he calls a 
“reform agenda, democracy and a civil 
society.” But he has not ruled out “engag- 
ing” with Umno, betraying uncertainty 
about his ultimate political destination. 
There is also a possibility of an interna- 
tional role for him as a Muslim: Accord- 
ing to some of his aides, he may be offered 
a job with the United Nations as a roving 
envoy to mediate in disputes involving 
Islamic countries or issues. 

In another possible turnaround, the 
Federal Court has agreed to review its 
2002 decision to refuse an appeal against 
Anwar 's conviction on corruption charges 
related to the sodomy case. Anwar has 
already served his sentence for those 
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eration leaders to become entrenched.” 
For the time being, the politician who 


may gain the most is Prime Minister 


Abdullah. Just as Mahathir's record was 
darkened in the eyes of many by Anwar's 
sacking, beating and imprisonment, 
Abdullah could see his new reformist 
image burnished by Anwar's release. 


a detailed explanation of how Hamid and Baharudin had come 


to that conclusion. 


The judges' comments are legally classified as obiter dicta, or 
statements "in passing" that aren't necessarily relevant to the 
court's final ruling. "It's legally unnecessary," says lawyer Tommy 
Thomas, a prominent civil and constitutional lawyer in Malaysia. 
The judges, he says, were "proceeding along first principles, 

.. whether the prosecution had satisfied the burden of proof 
— required for a conviction and found it didn't. That 


was all that was necessary." 


The judges' assertion that Anwar and Sukma did 
engage in homosexual activity is likely to be seized 
upon by Anwar's political opponents, including 
supporters of former Premier Mahathir Mohamad, 
who sacked Anwar from government in 1998 and 
publicly accused him of sexual misconduct. That 
would suit Mahathir fine. Indeed, after the judgment 
was handed down, Mahathir told a press conference, "I'm not 
- going to lose any sleep over this . . . | still believe he's guilty. My 


conscience is clear." 


Anwar has always maintained that his sacking and 
prosecution were part of what he called a "high-level political 
conspiracy" to prevent him from challenging Mahathir for power. 
Anwar's efforts to introduce evidence to support that argument in 
his sodomy trial were rejected by the judge. Neither the Court of 





POPULAR LEGACY: An ousted Anwar speaks prior to his arrest in 1998 


The prime minister has been widely 
credited with encouraging the inde- 
pendence of public institutions, includ- 


ing the judiciary, after 22 years of 


Mahathir's strong-willed rule. 

"The Anwar verdict is a great victory 
for the judiciary,” says Chandra Muzaffar, 
the president of Just World, a non-gov- 


ernment public-interest group based in 
Kuala Lumpur. “But most of all, itis a 
triumph for Abdullah Badawi, who is 
trying hard to uphold the principles of 
good governance—one of the most 
important of which is respecting the 
integrity of the judiciary." 

[t's too early to say whether Anwar's 
release will prove to be a lasting boon for 
Abdullah or ultimately come back to 
haunt him. Whether Anwar tries to make 
his political comeback through Umno 
could depend on Abdullah, who once 
considered Anwar his main rival for 
influence in Penang, the home state of 
both politicians. 

Political analysts note that Anwar was 
quick to accord both respect and gratitude 
to Abdullah after his release. “It looks to 
me that he was making overtures to 
Abdullah," says Jomo Sundaram, an econ- 
omist with the University of Malaya in 
Kuala Lumpur. "He left open a window of 
opportunity." 

Abdullah hasn't closed that window 
either. When asked by reporters if he 
would meet Anwar now that he's freed, 
Abdullah replied: “We have not been 
fighting. I will see him. What is wrong 
with that?" = 


rulings on Anwar's appeal. Mahathir himself has denied the 


conspiracy accusation. 


Some commentators have contended that the Federal Court 
judges' remarks about homosexual activities involving Anwar 
and Sukma show that Mahathir was right. Writing in his weekly 
column in the New Straits Times, Kalimullah Hassan, the paper's 
group editor-in-chief, cited the judges' comments, adding that 
"Dr. Mahathir's stated reasons for sacking Anwar are backed up 
by all the judges." 

The judges' comments are already stirring a 
fresh controversy. "The judgment freed Anwar, but it 
also attempts to exonerate Mahathir," says lawyer 
and opposition politician Sivarasa Rasiah. "You have 
to conclude that it's political." 

Some say the comments will be used against 
Anwar if he tries to rejoin the United Malays 
National Organization, the ruling coalition's leading 
party, where he was once deputy president, and attempts to rise 
through its ranks. Others dismiss the judges' remarks, arguing 


that most Malaysians won't pay attention to them or asserting, 


Appeal nor the Federal Court addressed this issue in subsequent 


like Anwar did after the verdict, that the judgment vindicated him. 

"Who's right and who's wrong is completely irrelevant to me," 
says lawyer and Umno MP Zaid Ibrahim. "What's relevant is that 
the shame this country went through for six years has been 
somewhat mitigated by this judgment." 


S. Jayasankaran 
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INDIA-PAKISTAN 





Ministerial talks result in modest gains but get 
stuck on the same old issue 


By John Larkin/MuMnA! 


A LASTING PEACE BETWEEN nuclear-armed neighbours 
India and Pakistan remains distant after talks between their 
foreign ministers ended in all-too-familiar wrangling over the 
war-torn region of Kashmir. 

Hopes were never high for seismic breakthroughs at 
the talks, held in New Delhi on September 5-6. Still, the 
belligerents firmed up some trust-building measures that will 
ensure, at the very least, that dialogue continues. 

This may be the meeting's most important legacy, as 
more substantive progress could come later this month 
when India's Prime Minister Manmohan Singh and Paki- 
starn's President Pervez Musharraf meet for the first time on 
the sidelines of the United Nations General Assembly in 
New York. “The summit will be crucial in understanding 
each other's point of view,” says . 
Pakistan Foreign Ministry spokes- <= 
man Masood Khan. “It is in the = 
interest of both countries to main- : 
tain the existing peak." 

On the surface, both countries 
are trying hard to do just that. India's 
Foreign Minister Natwar Singh 
summed up the official mood of opti- 
mism after the talks by describing 
the progress as modest but "worthy 
of respect." His counterpart, Khur- 
shid Kasuri, chimed in with “the sky 
is the limit" once the old enemies 
were finally on the same page. 

Supporting the sunny rhetoric 
was a brace of diplomatic baby-steps 
that some analysts say will help the 
peace process, which has flagged 
recently amid accusations by New 
Delhi that Islamabad is not keeping 
a promise to stop militants from 
crossing into the part of Kashmir 
controlled by India. A year-old cease- 
fire along the front line will hold. 
Negotiations will continue on a pro- 
posed bus route between the Paki- 
stani and Indian capitals of the 


divided Himalayan state. Technical OFFICIAL OPTIMISM: India's Foreign Minister Singh 
talks will convene next month ona (left) and Pakistan's Kasuri 
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Limp Handshake 





rail link between the Indian state of Rajasthan and Pakistan's 
Sindh province. Coastguard and maritime forces will attempt 
to establish regular communications, and nuclear experts 
will aim for mutual safeguards. “This is the first helpful 
sign in a long time," says S.K. Singh, a former Indian high 
commissioner to Islamabad. 

But overshadowing the optimism is the vexed issue of 
Kashmir, India's only Muslim-majority state, where more 
than 40,000 people have died during 15 years of unrest over 
New Delhi's rule. Since the latest peace process opened in 
January, India has tried to refocus bilateral diplomacy on 
economic issues, preferring to tackle Kashmir when more 
trust has been built among the parties concerned. But the 
nascent détente has chilled somewhat since the Congress 
Party replaced the Hindu nationalist Bharatiya Janata Party 
in government in May. 


UNDISGUISED DIFFERENCES 

The two foreign ministers could not disguise their differences 
over Kashmir at the talks. Natwar Singh repeated India's accu- 
sation that Pakistan isn’t doing enough to curb cross-border 
terrorism. Kasuri criticized India's human-rights record in the 
state, and declared that Kashmir could never be marginal- 
ized as an issue as it had sparked war between the two nations 
in the past. *No breakthrough is possible unless India agrees 
to discuss the Kashmir problem," a senior Pakistani official 
tells the Review. That suggests Islamabad is wearying of 
New Delhi's reluctance to address the 
issue head-on. The Indian side, too, 
is losing patience, says Brahma Chel- 
laney of the Centre for Policy Research 
in Delhi. *The Indians are getting 
angry and frustrated. The Indian view 
is that you can't have dialogue going 
on with cross-border terrorism con- 
tinuing and escalating." 

India's hope is that Pakistan is 
merely playing to the public gallery 
at home, where President Mushar- 
raf's cooperation in the U.S.-led war 
on terrorism has infuriated Islamic 
militants, who have tried twice to 
assassinate him. Kashmir is the one 
issue that could stop any détente with 
India in its tracks, say experts. Indian 
officials say they expect Musharraf to 
bring to his meeting with Prime 
Minister Singh in New York the 
same determination to improve ties 
with India that he has shown in com- 
bating terrorism. Says former High 
Commissioner S.K. Singh: “If Paki- 
stan can create the Taliban, then turn 
on them and start killing them, then 
anything is possible." = 

Zahid Hussain in Islamabad 
contributed to this article 


September IB. 2004 


' 


^ n 
att 


They have no trading floor, just transactions executed faster than thought. 
International Securities Exchange, the world’s largest'equity options 
exchange, conducts all trading electronically. ISE needed enormous capacity, 
requiring unprecedented computing power. As their partner, HP Services 
designed a standards-based solution that ensured instantaneous processing 
and automatic recovery from virtually any failure. Since their launch in 2000, 
ISE has expanded capacity by several hundred percent, and now can handle 
hundreds of thousands of transactions per second. So much for walls. 


t 


11 
GU. 
DXX IA 








A —— a 


Mtn, j 


f 


ld 


Solution S for the 





The Region 


TAKING THE BLAME: 
Chang In Soon, 
president of South 
Korea's Atomic 
Energy Research 
Institute 


SOUTH KOREA 


Nuclear No-No 





Allies would like South Korean experiments with uranium to be quichly dismissed 
as insignificant. But others stand to gain by prolonging the controversy 


CHANG IN SOON, president of South Korea's Atomic Energy 
Research Institute, might well be what a detective novel would 
call the fall guy. He accepts full responsibility for uranium- 
enrichment experiments in 2000 that could now compli- 
cate multi-party talks aimed at dismantling North Korea's 
nuclear programme. 


Chang says he approved the experiments by a group of 


scientists under his supervision and then failed to tell the gov- 
ernment until more than four years later. When he finally did 
disclose the experiments in June this year, he says Ministry 
of Science and Technology Director-General Cho Chung Won 
was "shocked." 

“I feel personally sorry about the situation," says Chang, 
who admits that right now he would happily exchange his 
administrator's business suit for a white lab coat. 

The bespectacled, greying 64-year-old professor's will- 
ingness to take the blame for the political and diplomatic mud- 
dle caused by the experiments is very convenient for the South 
Korean government. Government officials are anxiously 
trying to head off international censure by portraying the work 
as small-scale and unauthorized activity by curious scientists. 
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By Donald Greenlees/TAEJON and Murray Hiebert/WASHINGTON 


Whether those explanations will wash depends on the out- 
come of an investigation by the International Atomic Energy 
Agency. An IAEA team has returned to the agency's Vienna 
headquarters after several days in South Korea interviewing 
scientists and government officials and examining nuclear 
facilities at the Taejon research institute, 160 kilometres south 
of Seoul. The investigators will give a preliminary report to 
IAEA Director-General Mohamed ElBaradei before he takes 
the case to his board of governors on September 13. 

Regardless of the outcome, the revelation that three exper- 
iments to enrich uranium using lasers occurred in South 
Korea in January 2000 comes at a bad time for Seoul. Six-way 
talks over North Korea's nuclear programme are scheduled 
for September 22 in Beijing. This would be the fourth time 
senior-level negotiations have been held between the United 
States, China, Russia, Japan and the two Koreas. 

While no one is yet claiming South Korea's experiments 
were part of a secret weapons programme, the ability to enrich 


uranium is an essential step in constructing a bomb. U.S. offi- 
cials and nonproliferation experts fear the disclosures of the 


experiments could complicate efforts to increase pres- PP 
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sure on North Korea and Iran over their nuclear programmes. 

"There's no question that North Korea will attempt to use 
this information as leverage and as a bargaining chip in the 
context of the six-party talks," says an official in Washington 
who works on nonproliferation issues. 

The U.S. publicly is standing by its ally in an attempt to 
avoid giving Pyongyang or other rogue nuclear states wig- 
gle room. Washington lauds Seoul for voluntarily revealing 
the research, which it is required to do under an additional 
protocol of the Nuclear Non-Proliferation Treaty that South 
Korea ratified early this year. The argument goes that South 
Korea's disclosures and cooperation with the IAEA set an 
example for how other states should behave. 

But in private, U.S. officials express considerable alarm. 
“It's difficult to believe that rogue scientists would decide 
to place uranium in a laser system and enrich it without some 
approval from government officials at a high level," says 
the Washington official. 

At the very least, government oversight of the Atomic 
Energy Research Institute appears lax. U.S. officials say 
they believe Seoul's claims that neither of the two most 
recent residents of the presidential Blue House, Kim Dae 
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Jung, who was in office when the experiments were carried 
out, and current President Roh Moo Hyun, was aware of 
the activity. 

Washington only learned of the experiments one week 
before the IAEA publicly confirmed it on September 3. "While 
we appreciate and respect that the South Koreans have come 
forward voluntarily to declare this information, they did so 
only when it became clear that the information would have 
been uncovered by the IAEA themselves," the official says. 

In an interview with the REVIEW, institute President Chang 
admits a surprising indifference among scientists to inter- 
national agreements—hardly the attitude that might be 
expected at such a sensitive facility. 

Chang says he approved a request from scientists to carry 
out the laser enrichment experiment on the back of an author- 
ized programme to isolate gadolinium, a rare-earth metal used 
in nuclear-fuel control rods. Gadolinium is readily available 
commercially. Chang says the programme to extract gadolin- 
ium was terminated and the equipment was to be scrapped, 
because the method proved economically unviable. 

When Chang's team proposed using the same equipment 
to carry out unscheduled experiments to enrich uranium, 
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Chang says he replied, *Go ahead," though he knew such work 
might have been restricted under international agreements. 

"It was my assessment that it was such a basic experiment, 
coming out of pure scientific research curiosity, that I felt that 
it was OK for our research institute to do this," he says through 
an interpreter. "To be frank, our researchers are not interested 
in international accords or whether or not it could be or could 
not be a violation, and I am just being frank here. I felt that 
this was such a small experiment . . . which is why | permit- 
ted our researchers to go ahead." 

It was not until June 20 this year that Chang informed the 
Ministry of Science and Technology of the experiments, 
says a ministry official. The government waited two months 
before making a report to the IAEA, on August 17. Seoul 
informed its close ally, the U.S., about a week later. 

South Korean officials maintain that a tiny quantity of low- 
enriched uranium was extracted: 0.2 grams to a level of 
10% enrichment, too low to be of use in a nuclear weapon. 
But the experiments might still have breached interna- 
tional agreements, including a 1992 accord with Pyongyang 
banning facilities to reprocess or enrich uranium in either 
country, over two years before it was publicly known that North 
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Korea had secretly resumed its own nuclear programme. 


If nothing else, the episode will put pressure on the South 


Korean government to tighten controls on its nuclear-research 
scientists. So far, there is no indication of what, if any, new 
oversight measures might be put in place. Chang says he has 
not offered to resign. Opposition Grand National Party leg- 
islator Park Jin says there are no plans for a national assem- 
bly investigation, but that a standing committee of the assem- 
bly will “probably” take up the issue. 

Private analysts in the U.S. say South Korea's claims that 
the experiments were conducted by rogue scientists without 
government approval are hard to fathom. "It's hard to believe 
they didn't know there was a laser enrichment programme,” 
says David Albright, a former IAEA inspector who now heads 
the Washington-based Institute for Science and Interna- 
tional Security. “If it didn’t know about it, it means that the 
South Korean government has no controls over its nuclear pro- 
gramme, which makes it like Pakistan.” Pakistan's government, 
too, reported it was shocked by the proliferation business of its 
top scientist, Abdul Qadeer Khan, when it was discovered this 
year. In that case, Khan was the fall guy—and remains a 
national hero, as the father of Pakistan's bomb. = 
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INDONESIA 


Over a Barrel 
In Oil Search 


With the price of crude soaring, the government 
needs to tap new oil reserves. But it needs foreign 
help, and that’s a problem in an election year 





By John McBeth/]AKARTA 


THE SOARING PRICE OF OIL is playing havoc with Indone- 
sia's budget in an election year, when taking any remedial 
action would be political suicide. As the country teeters on 
the edge of becoming a net oil importer for the first time, 
every dollar increase in the price of crude adds to a fuel-sub- 
sidy bill that this year could top $5 billion, according to 
the government. And under Indonesia's nearly four-year-old 
decentralization programme, profits that used to go to the 
central government are now shared with the regions that 
provide oil and gas. 

Yet even with sluggish growth and foreign investment 
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RUNNING 

ON EMPTY: 
Indonesia needs to 
find new domestic 
sources of oil, but 
Pertamina can't do 
the job alone 
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down to a trickle, Indonesia's energy moguls and senior 
government officials are struggling with a dilemma: Should 
they appease nationalists and leave the country's biggest 
onshore oil find in three decades in the ground for another 
decade, or should they let America's ExxonMobil get on 
with the development of the field? Critics say the case under- 
lines the government's inconsistencies toward business deals 
with multinational companies. 

Three years after they began, negotiations to extend Exxon- 
Mobil's contract for the Cepu field beyond 2010 have been 
dead in the water since the new board of directors of the state- 
run Pertamina oil company in late August scrapped a pre- 
liminary agreement reached weeks earlier between the pre- 
vious board and the United States oil-and-gas giant. Under 
the June deal, ExxonMobil would have paid Pertamina—the 
historic owner of the property—a $125 million fee in exchange 
for a 20-year contract extension. Pertamina had originally 
demanded $400 million. 

ExxonMobil also pledged to invest $2.6 billion to develop 
and exploit the field, including the drilling of 60 production 
wells and the building of a 100-kilometre pipeline to the deep- 
water port of Tuban in northeastern Java. The U.S. firm would 
have split 40% of after-tax profits with Pertamina, with the 
remaining 60% going into state coffers. 

The unexplained management reshuffle at Pertamina 
appeared to change everything. In mid-August, one of the six 
newcomers to Pertamina’s seven-man board, Mustiko Saleh, 
told the Koran Tempo newspaper that it would be better if Per- 
tamina managed the field itself. “Pertamina doesn't want 9» 
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to share the cake," he said. But the bombshell came on August 
25, when the company's new president-director, Widya Pur- 
nama, informed ExxonMobil and BPMigas, the natior's new 
upstream regulatory body, that the June deal was invalid 
and the contract would not be extended. 

Petromindo.com, a Web site specializing in news about 
the Indonesian oil, mining and energy sectors, quoted an 
unidentified senior BPMigas official as claiming the deci- 
sion was politically motivated 
rather than based on the merits 
of ExxonMobil's bid. He and 
other experts also questioned 
whether Pertamina has the 
authority to make the decision. 
Under the 2002 Oil and Gas 
Law, which lays down a sched- 
ule for Pertamina to be trans- 
formed from a state-run firm to 
a fully commercial enterprise, 
all expiring contracts fall under 
BPMigas control. 

How the case will be re- 
solved is difficult to predict, but 
there's unlikely to be significant 
movement until after the second 
round of the presidential elec- 
tion on September 20. Even 
though the government desper- 
ately needs petro-dollars, it will 
be aware that making a firm 
decision on the development of 
Cepu right now could have dis- 
astrous results at the polls if it 
involves a foreign company—as 
seems inevitable. —À 

Purnama on September 2 L7 
said Pertamina might seek 
another partner to develop the 
field, though he says ExxonMobil can still bid for a new con- 
tract if it agrees to a revised set of government conditions 
“that should benefit Pertamina, the nation and, in the end, 
the partner." 
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STYMIED BY NATIONALISM 
Nationalism has become a growing factor at all levels of 
Indonesia's oil-and-gas business—even within private com- 
panies. Indonesian oil executives say bureaucrats in the Min- 
istry of Mines and Mineral Resources, BPMigas and Pertam- 
ina are divided equally between those who want to wait out 
ExxonMobil and those who see Cepu—with its estimated 1 bil- 
lion barrels of oil and 5 trillion cubic feet of natural gas—as 
vital to the nations medium-term economic welfare. “I don't 
think a deal is going to get done unless there is political will 
from the top,” says one Western energy official. “As long as it 
is tied up in nationalism, it's not going to happen." 

“It’s a game of chicken. They're waiting to see who will 
blink first,” says a Southeast Asian oil analyst, adding: “Exxon- 
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Mobil thinks the government has a greater need to get the oil 
out ofthe ground than the company has a need to increase its 
reserves. A lot of the Indonesians think that if they can wait 
longer, the field will fall into their laps." 

Whatever happens, cash-strapped Pertamina will still need 
a partner with deep pockets to bring Cepu into production. 
And if ExxonMobil's contract is allowed to expire in 2010, 
Indonesia won't begin to see the benefits from the field for 
at least another five years. 

All this is of major concern 
to local officials. The district chief 
of Bojonegoro, the vote-rich East 
Java region which stands to ben- 
efit the most from the field, and 
the chairman of the local parlia- 
ment have written to Indonesian 
President Megawati Sukarnopu- 
tri demanding more action to 
develop the field. “The key play- 
ers recognize the importance of 
bringing the field in quickly, 
but there are a lot of people who 
don't see it that way," says an 
industry executive. “It’s a con- 
sensus-building process." 

Pertamina owned Cepu from 
1962-90, when it was forced to 
relinquish the property to a com- 
pany owned by Tommy Suharto, 
former President Suharto's 
youngest son. It didn't have any 
luck either, but when Exxon- 
Mobil finally took over the prop- 
erty in 1999 all that changed. 
Drilling deeper than previous 
explorers and using three- 
dimensional seismic technology, 
the company needed only four 
wells to uncover the real potential of a field that has been 
leaking oil since the 1890s. 

Nationalism aside, what complicates the issue further is 
that Pertamina, after acting as government regulator for all of 
its life, has found its five-year transformation to a commer- 
cial company a rocky, stop-start process. The 1997-98 Asian 
financial crisis forced Indonesia to jump-start the restruc- 
turing of the state-dominated energy sector. But since it set 
up BPMigas last year to take over Pertamina's regulatory func- 
tions, the division of powers has often proved murky. 

Long dogged by corruption and inefficiency, Pertamina 
has been trying to secure new sources of revenue in addi- 
tion to the $1 million-1.5 million worth of crude it pumps 
out each day. A better deal on Cepu would make an important 
addition to its portfolio, but oil analysts question whether 
Indonesia can afford to wait that long. By adding 180,000 bar- 
rels to the county’s current daily output of 1.1 million bar- 
rels a day, Cepu would help stave off the day when Indone- 
sia becomes a net oil importer. & 
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MALAYSIA 





A dispute over millions in oil revenue poses an 
embarrassing dilemma for the ruling party 


By S. Jayasankaran/KUALA LUMPUR 


A LAWSUIT BETWEEN the state of Terengganu and Malay- 
sia's central government over millions of dollars in oil royal- 
ties poses an embarrassing dilemma for Prime Minister 
Abdullah Ahmad Badawi's United Malays National Organi- 
zation, the leading party in the country's ruling coalition. 

In March 2001, Terengganu's state government, then con- 
trolled by the opposition Islamic Party, or Pas, filed suit in 
Malaysia's High Court to reverse a decree issued in 2000 
by Kuala Lumpur that stopped national oil company Petronas 
from making 596 royalty payments to Terengganu for oil 
produced offshore. 

Petronas had paid about 7.1 billion ringgit ($1.9 billion) in 
royalties to Terengganu between 1978 and March 2000 under 
a 1975 agreement between Petronas and the state government, 
which was then Umno-controlled. 

Pas won control of Terengganu in the 1999 general elec- 
tions, but in the March 2004 elections, Umno wrested the 
state back. Umno must now decide whether to pursue the 
suit, which had been scheduled to come to trial prior to the 
March vote but remains unheard. 

Lawyers for the state government would not discuss the 
matter. Idris Jusoh, Terengganu's new Umno chief minis- 
ter, declined to respond to questions from the Review. "The 
state government is in a bind," says a businessman with close 
links to Umno politicians in Terengganu. "I think it's hoping 
that Kuala Lumpur will know what to do." 

Terengganu's dilemma is an unintended consequence 
of a decision by former Prime Minister Mahathir Mohamad, 
who ordered Petronas to cease paying the oil royalties 10 
months after Pas won control of the state. 

If Terengganu's new Umno government persists with 
the suit, it will be fighting a legal battle against its own polit- 
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ical masters in Kuala Lumpur. If it drops the suit, how- 
ever, that would be seen as confirmation that cutting off 
Terengganu's oil royalties was a politically inspired manoeu- 
vre against Pas—something the federal government has con- 
sistently denied. 

When the royalty payments were dropped in 2000, 
Mahathir's government said that it was taking over the 
Petronas royalty payments because it "lacks confidence in the 
Pas government's ability to cooperate in assuring prosperity 
and the welfare of the people in the state." The government 
said that the money would go, instead, to a special Finance 
Ministry-appointed committee that would decide how it would 
be spent in Terengganu. 

In effect, the edict gave Kuala Lumpur control over 
Terengganu's finances. At the time, Pas officials said that 
the royalty provided more than 70% of the state govern- 
ment's budget, working out to about 800 million ringgit 
a year. At current prices the annual royalty would likely 
exceed 1.5 billion ringgit if payments were resumed. The 
royalty represents a potential bonanza for Terengganu, a 
poor agricultural state with little industry. Many analysts 
interpreted Mahathir's move in 2000 as an Umno bid to 
deny Pas a source of patronage that could be used to build 
national influence. 

In its lawsuit, Pas named Petronas and the federal gov- 
ernment as defendants. The suit alleged that Mahathir's deci- 
sion to stop the royalty payments unilaterally altered the 
terms of Terengganu's 1975 agreement with Petronas and 
was, therefore, illegal. It further contended the decision 
was motivated by Pas's defeat of Mahathir's Umno party in 
the 1999 general elections, and pointed out that Malaysia's 
two other oil-producing states—Sabah and Sarawak on the 
island of Borneo—each continue to receive a 596 royalty. 
Those states are controlled by parties allied to Umno in 
Malaysia's ruling National Front coalition. Terengganu's oil 
comes from fields more than 100 miles offshore in areas con- 
trolled by the federal government. 


CONCERNED ABOUT CONTRACTS 

Pas's suit has also stirred some concern as to how Kuala 
Lumpur deals with contracts agreed by its state-controlled 
agencies and enterprises. Petronas, Malaysia's largest and 
most profitable firm, is also a large international borrower 
with several outstanding global bond issues, and so needs 
to assure international investors that it respects contracts. 
But because the oil company is directly under the author- 
ity of the Prime Minister's Department, analysts say its 
hands were tied when Mahathir ordered it to suspend 
Terengganu's royalty payments. 

It isn’t clear whether Mahathir's successor, Abdullah, will 
step into the fray to resolve the issue. He's regarded as more 
amenable to compromise than Mahathir. But when Mahathir 
announced the royalty cut-off in 2000, Abdullah, then deputy 
prime minister, called the move “a brilliant idea." = 
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The Importance of Dialogue 


By Anwar Ibrahim 


The writer is a former deputy prime minister of Malaysia. He was 
released from jail on September 2, after the Federal Court 
overturned a conviction against him. This column was written on 
board a flight from Kuala Lumpur to Frankfurt, en route to Munich 


We have been airborne for close to an hour now, but the 
peals of *Reformasi!" are still ringing in my ears, like a song 
you cant unlearn. It's as if all those thousands of people who 
sent me off at the Kuala Lumpur International Airport had 
decided to send their spirits along with me to Munich. 

Dr. Halili Rahmat has told me to try to get as much rest 
as possible and would certainly jump out of his Business Class 
seat if he were to see this computer on my lap. But having spent 
six years in prison, I think I have earned the licence to disobey 
some orders, even if they come from a well-meaning doctor. 
After all, this might well be my last piece of writing, even if 
it is only for my personal journal. 





CONSTITUENCY: Supporters wait for a glimpse of Anwar 


I do hope, of course, that God will help Dr. Thomas Hoog- 
land. If He lets me live a few more years, I, like every other 
human being, will have to carry on the responsibility of being 
His vicegerent on earth, to contribute to making it a planet 
of peace. God will certainly lend His support to those who 
do His work, for that is His promise, and God is ever true 
to His promise. 

| have often wondered whether there was a mystical rea- 
son for my being put out of circulation during one of the most 
turbulent periods of human history, at least in my lifetime. 
Given my contacts in both the Muslim and Western worlds, 
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I would have been expected to play some diplo- 
matic role in the so-called war against terrorism, 
and I would be loath to shirk it. I shudder at the 
thought of how complicated the job would have 
been and the agonies I would have had to go 
through in making some of the required decisions. 
I would definitely have convened the group of 
friends with whom I have been involved in the civ- 
ilizational dialogue project. 

When we started the project years ago, the 
world was in relative peace. And even we dis- 
missed Samuel Huntington's theory of a clash 
of civilizations when it was published some time 
in the 1990s. I believe it is still not too late to 
prevent the fulfilment of that prophecy. But dia- 
logue is urgent. Unfortunately, the drones of war- 
planes and the explosion of bombs in Afghanistan 
and Iraq have drowned even the United Nations’ 
call for a Year of Dialogue. 

But why go so far? In several Southeast Asian 
nations, domestic political violence arising from 
ethnic and religious differences has increased. There 
are legitimate fears that governments will increas- 
ingly resort to harsher and more repressive meas- 
ures, ostensibly to deal with these threats. And the 
shadow of the major powers over the region has 
lengthened and grown darker. Meanwhile, Asean, a 
ready-made civilizational-dialogue group, is still vir- 
tually stuck at the level of trade, hamstrung by its 
doctrine of “noninterference” in the internal affairs 
of member states, though, probably out of embar- 
rassment in the face of worldwide concern over 
the turmoil in Burma, it has tried to "interfere" there. 
That little adventure aside, the bloc appears to be 
drifting quite aimlessly, providing little or no lead- 
ership to the peoples of the region. 

There are cynics who scoff at the idea of dia- 
logue, pointing to the futility of decades of talks 
to resolve the Middle East conflict. But dialogue 
among cultures is not the same as peace talks. 
According to a popular song from the 1970s, “most 
of us will hate anything we don't understand." 
The Koran gives a similar message in positive lan- 
guage, telling us that God created nations and tribes 
so that we will learn about one another. And when 
we do, we will not only understand but indeed 
appreciate each other's values, for—1 am certain of 
this—we will then realize that no single culture can 
claim a monopoly on morality or justice. 

Dr. Halili has been seeking a "dialogue" with 
me for the past half hour. Now he's back, armed 
with a syringe. So, dear Diary, good night. = 
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Arroyo Strikes a Spratlys 
Deal With China 


Philippine President Gloria Macapagal-Arroyo signed 
a series of agreements with China during a three-day 
state visit to Beijing, including one in which China 
agreed to stop fishing near the disputed Spratly 
Islands and another in which the two sides agreed to 
jointly study the area for oil exploration. In the past, 
Southeast Asian claimants to the Spratlys, including 
the Philippines, Malaysia, Vietnam and Brunei, have 
said they would only negotiate jointly with China over 
the islands. Though Arroyo signed a unilateral agree- 
ment with China, Philippine Foreign Secretary 
Alberto Romulo told reporters that a meeting of 
countries with Spratlys claims is being arranged for 
later this month, and he said the Philippines would 
consult with the other claimants about the agree- 
ment. Philippine officials refused to release a copy of 
the deal with China, cit- 
ing a confidentiality pro- 
vision in it. Other agree- 
ments touched on such 
issues as agriculture, 
tourism, energy, and 
transport. For instance, 
the two governments 
signed a mutual visa- 
exemption agreement. DEAL: China's President Hu Jintao and Arroyo 


CARS LOOM LARGE IN CHINA’S FUTURE 

The number of cars on China's roads will increase sevenfold by 2020, 
according to a new estimate from the Communications Ministry. The 
estimate says that there will be 140 million cars. The ministry predicts that 
the number will eventually peak at 250 million cars, which would work out to 
less than 200 cars for every 1,000 people. Such a ratio would compare with 
about 500 cars for every 1,000 people in Western Europe and 900 cars for 
every 1,000 people in the United States. The ministry also said the country 
expects to complete a major highway network by 2010 to meet soaring 
demand for roads. China already has a 30,000-kilometre network of high- 
ways, the second-largest total in the world. It is estimated that manufactur- 
ers in China will produce more than 5 million cars this year, making it the 
world's third-largest car maker after the United States and Japan. 
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OLYMPICS 


Organizers of the 2008 
Summer Olympic Games 
in Beijing are looking for 
ways to cut more than 
$700 million from the 
cost of building new 
venues for the event. 
Beijing Mayor Wang 
Qishan said that it could 
cost more than $3 billion 
to build the required 
facilities. The People's 
Daily newspaper reported 
that the organizers of the 
games have decided to 
scrap plans for five of 10 
new Olympic venues to 
cut costs. 


FINANCE 


China's accumulated 
direct investment over- 
seas reached $33.4 
billion by the end of 
2003, according to the 
Commerce Ministry in its 
first report on overseas 
investment excluding the 
financial sector. The 
ministry said that such 
investment was $2.85 
billion in 2003, which was 
5.596 greater than in 
2002. Foreign direct 
investment into China 
was more than $50 billion 
in 2003 alone, according 
to official figures. 





THE DEATH toll in 
southwest China 
from ferocious 
storms that have 
slammed the 
region climbed to 
143 as the REVIEW 
went to press on 
September 8. 
Disaster-relief 
officials said that 
more than 450,000 
people have been 
evacuated from 
the worst-hit 
areas, which have 
seen more than 
100,000 homes 
and 400 bridges 
damaged or 
destroyed. 


OIL EXPLORATION 


Beijing rejected Japan's 
claim to gas rights in the 
East China Sea in a 
statement on September 
7 and defended China's 
recent moves in the area. 
Both countries are 
exploring in the region 
and fighting over where 
to the draw the line 
dividing ownership. 

A government 
spokesman said that 
China is exploring “only 
its own areas" of the East 
China Sea. Japan claims 
that a 470-kilometre 
pipeline being built by 
China, due to be >> 
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BUSINESS DIGEST 


GM IS TOLD TO PROVE PIRACY 

A top government official said on September 6 that General Motors 
hasn't provided enough evidence to prove its charge that the com- 
pany has been victimized by a local company copying one of its 
car models. GM China said it is investigating the similarities it 
sees between its Spark model and a car produced by Chery Auto- 
mobile called QQ. But Deputy Commerce Minister Zhang Zhigang 
said that a “simple similarity in terms of exterior design isn’t suffi- 
cient to prove that the Chinese company is guilty.” Zhang was speak- 
ing at a press conference about Beijing's intention to redouble efforts 
against intellectual-property-rights violations, which foreign com- 
panies say are rampant in China. 


GOVERNMENT LAUNCHES NEW BAILOUTS 
Beijing has ordered two state-owned asset-management companies 
to take over four troubled brokerages, three of which are linked to 
what has been described as China’s largest privately company, 
D'Long International Strategic Investment. D'Long itself was taken 
over in late August. Analysts say that the latest effort by the gov- 
ernment to bail out the ailing domestic securities industry will not 
be the last rescue needed. The securities-industry regulator, the 
China Securities Regulatory Commission, ordered China Huarong 
Asset Management to take over three D'Long-related securities 
firms: D'Long Securities, Hengxin Securities and China Fortune Secu- 
rities. In addition, China Cinda Asset Management will take over Han- 
tang Securities, a medium-sized brokerage. 


TOYOTA SETS UP IN SOUTHERN CHINA 

Toyota Motor and China's Guangzhou Automotive announced on 
September 6 that the two companies will establish a joint venture 
to build the mid-size Toyota Camry sedan and sell it in China. The 
partners will together invest $461 million in the venture and their 
contributions will be roughly equal. The plant is expected to produce 
about 10,000 Camrys a year, about one-tenth of its capacity, when 
it begins operations in mid-2006. Toyota's market share in China 
was only about 2% in 2003, which put it far behind the biggest for- 
eign car companies in China. Volkswagen, the market leader in 2003, 
held a one-quarter share of the market. 


RETAILERS TO CONSOLIDATE IN BEIJING 
Beijing's biggest supermarket chain, Wumart Stores, said in early 
September that it was in talks to purchase two rival operators in the 
city this year, a sign of continued consolidation and heightened com- 
petition in the market. According to the Hong Kong Economic Times, 
Wumart also plans to open four or five hypermarkets by the end of 
2004, which is part of the company's overall plan to open 156 
new stores this year. Wumart currently has more than 400 hyper- 
markets, supermarkets and convenience stores, mostly in and 
around Beijing. Wumart controls nearly 2096 of the market in Beijing. 
Analysts say that the company has been buying former state-owned 
grocery chains and refurbishing them. 


Elsewhere in the Review: | 
A Woman's Search for Her Husband in Tibet (page 69) 
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completed next year, 
could breach its oceanic 
economic zone. 


POLITICS 


Former President Jiang 
Zemin, now chief of 
China's military and said 
to be locked in a power 
struggle with current 
President Hu Jintao, has 
reportedly told Commu- 
nist Party officials that 
he will resign from his 
military post, according 
to a report in The New 
York Times. The story 
cited two unidentified 





JIANG: Uncertainty 


top leaders as sources, 
but it added that ana- 
lysts are uncertain 
whether Jiang genuinely 
intends to step down or 
whether he will do so on 
terms acceptable to Hu. 
China's state-controlled 
news media have not 
reported on the meeting 
where the offer was said 
to have been made. 


INVESTMENT 


Individual investors in 
China will be allowed to 
trade gold under meas- 
ures designed to 
improve the country's 
nascent market, accord- 
ing to state-run media. 
The official Xinhua 
News Agency quoted 
central bank Governor 
Zhou Xiaochuan as 
saying that the liberal- 
ization will give 
investors who have their 
money in savings 
accounts a new invest- 
ment option. 


JUSTICE 


Six employees of the 
gas company that 
controlled the gas well 
at which a leak nine 
months ago killed 243 
people have been 
sentenced to prison for 
between three and six 
years. The six were 
sentenced in a court in 
Chongqing, which is 
near the site of what 
became one of China's 
worst-ever industrial 
disasters. The court 
said that defendants 
had the "biggest 
responsibility" for the 
leak. The leak spewed a 
deadly cloud of natural 
gas and hydrogen 
sulfide over a 26- 
square-kilometre area. 





SENTENCE: Employees get prison over gas leak 
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ELECTRICITY 


China Struggles 
To Fuel Its Miracle 


This summer's power shortages have shown that China's growth has limits. 
New capacity under construction should ease the problem in the short term, 
but the longer-term challenges of powering growth will be enormous 


By Ben Dolven/SHANGHAI 
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IN THE MOOD: 


Shanghai's 
partially lit skyline 
reflects the vast 
implications of the 
power shortfall 





BARRING AN UNEXPECTED September 
heat wave, the long, hot summer that has 
gripped most of China this year is draw- 
ing to a close. But the sweltering months 
of June, July and August—which brought 
rolling power outages nationwide and 
widespread factory shutdowns—have also 
brought a realization: For all China's 
momentum, there are physical limits to 


its growth. This year, China hit one of 


those limits. 

The industrial boom that came with 
China's entry into the World Trade Orga- 
nization has dramatically raised its 
demand for electricity. During the 1990s, 
China's electricity use rose by 396-796 each 
year. Last year it grew by 15%. To keep the 
boom going, the government figures it 
needs to build power-generation capac- 
ity of soo gigawatts over the next r5 years 
to keep pace with the country's economic 
development. That means adding, each 
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year for a decade-and-a-half, 8096 of the 
entire generating capacity of Britain. 

The constraints on such an expansion 
in terms of resources, environmental 
impact and financing, are mind-boggling. 
But China is already pushing ahead with 
it: Authorities have approved massive 
increases in power-generating capacity in 
the past two years. New plants, though, 
wont solve the whole problem. The crisis 
is exacerbated by structural difficulties. 
The government is struggling to change 
the industry into a market-oriented busi- 
ness, but control of the power sector is 
widely diffused among varying provinces 
and government departments. That 
makes any sort of coordinated planning 
almost impossible. And looking ahead, 
the power crisis remains only one of sev- 
eral intensifying resource constraints 
China faces. In the long run China has to 
deal with ever-worsening water shortages, 
the environmental impact of its reliance 
on coal, and the security implications of 
its dependence on overseas oil. 

This year's shortages have had plenty 
of effect on investors, large and small. Fo: 
an on-the-ground view of the situation, lis- 
ten to Michael Carlozzi, who runs the 
China operations for Portola Packaging, 
a California-based maker of plastic pack- 
aging material like bottle caps and seals 
which opened its factory in Shanghai in 
1999. Packaging is a highly energy-inten- 
sive industry: Carlozzi's Shanghai plant 
must heat plastic to 180 degrees Celsius 
during processing while keeping the fac- 
tory floor cool and the humidity low. “We 
started having power issues over a yea! 
ago, maybe even longer than that," Car- 
lozzi says. From December to February, 
the plant was on limited operations two 
days a week, every week. This summer, 
things got tougher, and the managers 
of his industrial zone asked that he shut 
the plant down for a full week in each 
of the past two months. Carlozzi says his 
municipal-government landlords were 
flexible about scheduling shutdown 
times when they would hurt the company 
least, "but the amount [of time] they need 
is non-negotiable.” 

China's biggest investors have been 
affected along with small firms. David 
Chang, CEO of Philips Electronics China, 
says that though a huge investor like his 
company gets special concessions, the 
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* But building new plants 


won't address problems 
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environmental damage 
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IMMOBILE: 
Authorities hope 
the power crunch 
has slowed the 
domestic economy 


v 
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of GDP, about double the average for Asia 
and more than double the 0.37-barrel 
average for the developed-nation mem- 
bers of the Organization for Economic 
Cooperation and Development (OECD). 
This summer's raft of government direc- 
tives helped: shutting down factories in 
peak hours, mandating that government 
offices, and then companies, set ther- 
mostats no lower than 26 degrees and 
telling authorities to dim lights in pub- 
lic places. But the entire structure of the 
country's industrial boom dictates that the 
country will be relying on energy-inten- 
sive industries for years to come. 

The investment surge that followed 
China’s WTO entry brought booms in 
many industries, but disproportionately in 
energy-gobbling industries like cars and 
construction, as well as the steel, cement, 
and other materials that support them. For 
the first time in years, electricity use grew 
faster than GDP, reversing the trend of the 
1990s when the wide-scale shuttering of 
inefficient state factories slowed the 
growth of electricity usage. 

The magnitude of the impact caught 
many by surprise. “People probably un- 
derestimated the effect of WTO,” argues 
Fu Jun, a professor at Beijing Univer- 
sity. “There was a massive transfer of 
factories from overseas to China. These 
tend to be industries with high use of 
power.” But Fu argues that other things 
have been underestimated as well. For 
one thing, investment in the power sec- 
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tor has been falling as a percentage of 
overall investment for 1o years. For 
another, rising incomes and home-owner- 
ship have dramatically increased personal 
energy consumption from air-condition- 
ers and heaters. 

A massive power-plant building 
binge—in which the government com- 
missioned 37 kilowatts of new capacity 
last year and some 40 kilowatts this 
year—will likely stop the shortages by 
2006 or 2007, most analysts say. The fact 
that 9096 of the approved plants over the 
past two years are coal-fired, though, 








ing to set broader development strategies. 

This has been compounded by recent 
changes. The government abolished the 
Ministry of Power in 1998, replacing it 
with the State Power Corp. in a move billed 
as a “marketization” of the industry. That 
theoretically handed planning over to 
provincial power bureaus in each of the 
country's provinces, which were tasked 
with figuring out their local needs and 
negotiating with Beijing to take care of 
them. Then, in 2002, the State Power 
Corp. was broken up into two transmis- 
sion companies, five generation compa- 


CHINA'S RELIANCE ON NEW COAL-FIRED POWER 
PLANTS UNDERMINES PLANS TO BOOST ELECTRICITY 
GENERATION BY RENEWABLE SOURCES OF ENERGY 


doesn't portend well for the government 
meeting its broad goal of having hydro- 
electric plants produce 30% of the nation's 
electricity by 2020. 

In making long-term plans to put the 
system on a more stable path, authori- 
ties are hindered by their structural trou- 
bles in setting broad strategy in the 
power sector. There has long been ten- 
sion between central and local govern- 
ments: local governments wanting to 
build more local power plants and to 
support industry by keeping electricity 
prices low; the central government try- 


nies and four other entities, further dif- 
fusing decision-making. Broad strategy 
was left to the NDRC, but many say it is 
too busy approving new power projects 
that address the short-term problem to 
give much thought to overall strategy. 
Meanwhile, responsibility for electricity 
pricing lies jointly with the NDRC and the 
State Electricity Regulatory Commission, 
which further complicates matters. 

“At the central level, all planning is 
at the NDRC,” says an official at a multi- 
lateral aid organization, “but [it has] less 
than 30 people to approve all Chinese >> 


September 16, 2004 


v 
v 


energy projects, so how can you do some 
real serious study or planning? Basically 
you're busy stamping and approving." The 
official says something needs to be done 
about the power vacuum in the power 
industry: "Since the separation of trans- 
mission and generation, it's not com- 
pletely clear who's planning," he says. 
All the new plant approvals mean 
that, ironically, China may be rolling 
towards surpluses in the years ahead, 
similar to those of the late 1990s. This 
prospect will likely constrain foreign 
investment, given the problems that inde- 
pendent power producers had back then, 
when power-rich provinces, feeling they 
were in a strong bargaining position, low- 
ered pricing agreements with the IPPs. 
"During the time of shortage, everybody 
is in a hurry to address the shortage," says 
Bo Lin, an energy specialist at the ADB. 
"The result is that the approvals are much 
quicker . . . That has stopped the private 
sector from looking into the industry." 
When the power surplus comes, as he 
says it ultimately will, returns on the 
investments will be threatened. 
Meanwhile, transmission networks 
are starting to show some strain, even 
though they're not the primary constraint 
on power for the moment. China has 
essentially six big regional grids, with not 
much connection between them. "Trans- 
mission capacity has lagged far behind 
generation-capacity development," says 
Zhu Songbin, managing director of 
Songlin Group, a Beijing-based energy 
consultancy. That's created plenty of 
investment opportunities: Siemens, for 
instance, recently announced a giant 
expansion of its electricity-transmission 
business in the country. The company's 
power-transmission head, Jurgen Keese, 
forecasts that annual sales will increase 
as much as 2096 in the next few years. 


INEFFICIENT POWER PRICING 

But even if the problems of fast-growing 
demand, industry structure and trans- 
mission are somehow addressed, it 
remains the case that China's pricing of 
power is a source of inefficiency. China is 
only beginning to experiment with charg- 
ing more for higher electricity usage, or 
for power during peak times to encourage 
a more even distribution of demand." In 
fact, the business of power generation is 
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an easy one to get squeezed in: Coal prices 
are increasingly set by the market, but 
electricity prices are still established by 
the government. This summer, as coal 
prices spiked and demand grew enough 
so that many train deliveries were delayed, 
power companies weren't able to pass 
their additional costs onto customers. 
That hurt their balance sheets and, more 
importantly, meant the market couldn't 
discourage electricity use. 

The government is conducting some 
experiments to let market mechanisms 
set prices: In June, following a surge in 
coal prices, authorities announced higher 
rates for household electricity in seven 
cities and provinces, which followed a 
small increase for commercial and indus- 
trial users. But it's a slow transition, as 
most experts argue it should be. "Progress 


E 


is on new investments, new companies 
coming in that are trying to secure [elec- 
tricity]," he says. "The industries that are 
probably not faring so well are ones that 
use just massive amounts of electricity. 
They're being asked to postpone their 
China entries." 

That hasn't happened in years. China 
racked up [$53.5] billion in foreign direct 
investment last year, powering through 
the temporary hit from its last major cri- 
sis—the Severe Acute Respiratory Syn- 
drome outbreak. However, the electricity- 
supply problems serve as a reminder that 
for all its progress, China is still a devel- 
oping country with developing-country 
problems. It will likely swerve from elec- 
tricity boom to electricity bust again, and 
investors will need to take that into con- 
sideration. Looking ahead in the short 
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TRANSMISSION: An inefficient power grid has exacerbated China's power problems 


is a matter of degrees," says Fu, the Bei- 
jing University professor. “It’s unrealistic 
to expect the system to suddenly become 
a system that’s totally market-driven.” 
The impact of all this is affecting 
much more than just existing power cus- 
tomers like Carlozzi, who runs the plas- 
tics-manufacturing operation in Shang- 
hai. Carlozzi says his firm managed 
recently to get government approvals for 
the electricity usage needed to expand 
its production, but new companies are 
having a harder time. “What I’m told is 
that the biggest impact all this is having 


term, Carlozzi says of potential power 
shortages: “Some of this is going to be 
weather-driven. If it’s a fairly temperate 
autumn, then there should be no issues. 
If it remains hot, then there may be.” 
For those who argue that China's 
march towards economic superpower- 
dom is pre-ordained, those words— 
denoting a manufacturing man in the 
country’s commercial capital being 
forced to watch the skies like a farmer— 
are worth remembering. & 
Helena Yu in Shanghai contributed 
to this article 
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Accelerating to the Next Stage 
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kind in Asia. It's a unique opportunity for you to see 
numerous world-leading companies announce their visions 
and alliances and showcase their advanced technologies, 
products, components, and devices. 


It’s your opportunity to see digital appliances and 
sophisticated technologies that will transform your business. 


Powerful Keynote Speeches 
and Conference 
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and informative presentations by industry leaders in technologies, 
product development, corporate management and market development. 


Featuring speeches by the presidents of Panasonic and Sony, 
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DiGcrrAL Music: DESIGN 


PLAYING TU WIN. 
IPUD'S GHALLENBERA 


It's not just Apple that understands the allure of design. Little- 
known Asian gadget manufacturers are also on to it, creating music 
players that rival iPod's appeal and may yet steal its thunder 


REIGNCOM IS NOT a name you'll likely 
have heard outside South Korea. Yet, 
its a giant in the world of digital music. 
Its iRiver-branded MP3 players make 
only a light splash alongside Apple's 
iconic iPod. But while the iPod gets all 
the glory, Reignconis 500-or-so employ- 
ees, working out of a nondescript build- 
ing in an unfashionable part of Seoul, 
can take a chunk of the credit for merg- 
ing portable music with well-designed, 
stylish gadgets. 

Realizing the importance of good- 
looking gadgets in the multi-billion dol- 
lar market has been key to Reigncom’s 
success. Last year it was the world's 
largest maker of MP3 players that use 
flash memory, and in the United States 
it was the second-largest maker of flash 
and hard-drive players. It has more than 
doubled its sales and profit each year 
for the past three years. This in a mar- 
ket last year worth more than $3 billion, 
according to analysts In-Stat/MDR. Not 
bad for a company that didn't exist five 
years ago. It's blazed a trail that other 
Asian players are keenly following. Apple 
had better beware. 

For sure, iRiver's success is over- 
shadowed by Apple's. The iPod, which 
stores a whole CD collection in à ciga- 
rette-packet-sized gadget encased in cool 
silver and white, has won numerous 
design awards and accounts for nearly 
8096 of the U.S. market for hard-disk 
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By Jeremy Wagstaff/Srour, SUWON 
AND PYONGTAEK, SOUTH KOREA 


players in the year to June, according to 
U.S.-based market-research company 
NPD Group. The iRiver range came in 
fifth with 2.4%. And the cheaper iPod 
Mini may grab market share from flash- 
based players. But the market is young 
and changing fast. Says lan Fogg, Lon- 
don-based analyst at JupiterResearch: 
"Apple's current lead with the iPod is 
probably not sustainable unless Apple 
is very careful.” 

Indeed, it was three months after 
Apple unveiled its iPod that Reigncom 
signed a deal that would make it a player 
to be reckoned with. In January 2002, 
struggling as an original equipment man- 
ufacturer (OEM), Reigncom was look- 
ing for an edge—and money. It found 
both in a Las Vegas hotel suite. There, a 
handful of visitors shuffled past a display 
stand of Reigncom’s uninspired early 
products. Down the street at the Con- 
vention Centre, the annual Consumer 
Electronics Show was in full swing. 

Reigncom chief executive Yang Deok- 
Joon was embarrassed, recalls design 
guru Young Kim, chief executive of Palo- 
Alto-based industrial-design trailblazer 
Innodesign. But not for long. The pair 
were about to sign a deal that would 
change the fortunes of both companies 
and bring a new edge to gadget design. 

Not that either company was trying 





DESIGN GURU: Innodesign's Young Kim 
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* WEAR IT: Reigncom's Henry Kim sports the N10 MP3-player necklace 
* 


appliances. For him, the MP3 player *is 
not an electronics item. It's not a TV you 
keep at home. It's something you wear, 
something you carry. So design con- 
sciousness is 10 times bigger,” he says. 

The deal at the Las Vegas Bellagio 
Hotel between Reigncom and Innode- 
sign marked the first step in this shift in 
priorities. Before, manufacturers would 
commission industrial designers to 
design a particular gadget, pay them for 
their work and then go off and make it. 
In this deal however, Reigncom's Yang, 
short of cash and hoping to make some- 
thing different, tried a different tack. 
“Half jokingly, he said he didn't have any 
money to pay me," says Innodesign's 
Kim. In fact, it was no joke: With Son- 
icblue in financial trouble, Reigncom 
really was running out of cash. "Actually, 
we didnt have any money," recalls Kim 
of Reigncom. 

They agreed that Innodesign would 
design gadgets for a slice of any prof- 
its. Within a couple of months Young 
Kim had come up with his first design: 
A small triangular-prism-shaped MP3 
player that could have been a brooch as 
much as a gadget. But his design not 


only challenged preconceived ideas of 


what an MP3 player might look like, it 
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also put engineers under pressure to 
shrink the size of the components. "Just 
get it all in there," Kim recalls Yang 
telling sceptical engineers. 

U.S. electrical chain Best Buy had 
placed advance orders, provided the 
makers could deliver quickly. The engi- 
neers had to work feverishly. "Everything 
got through amazingly quickly," Kim 
recalls. “This company knew it was a life- 
saver." The Prism has since sold r.5 mil- 
lion units, he says. 


Next out of the box 

A version with a small camera inside fol- 
lowed after a hotel employee in Maui mis- 
took the Prism around Kim's neck for a 
camera. Inspired, Kim drew a design on 
a napkin and faxed it that evening to his 
designers. Since then he has come up 
with a dozen or more designs—he pres- 
ents them to the Reigncom board in a 
black box he carries with him from his 
Palo Alto office. None, he says, has been 
rejected. Now his face, signature and 
company logo adorn the boxes and gadg- 
ets, alongside the iRiver logo. 

Of course, the fast-changing market 
means iRiver is as much pursued as pur- 
suer. LG Electronics, fearing not just the 
loss of a growing market but of a whole 
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generation of young music lovers who 
might be tomorrow's consumers of TV, 
hi-fi and more expensive gadgets, is mak- 
ing up for lost time. The design team is 
back together again and will next month 
launch a 20-gigabyte device that looks a 
lot like the iPod—right down to the jog 
wheel—but which also boasts a video 
player. It has also revamped its attitude: 
"What we've learned is that we can't just 
meet the customers' demands. Manu- 
facturers should make the market by 
making something that's new. That's how 
companies will survive in the future," 
says LG's Choi. 

Samsung is also fighting back, 
though Chang smarts at any suggestion 
they're copying Apple. “We believe prod- 
uct planning and design is a wonderful 
combination but it doesn't mean we are 
following iPod," he says. Both Samsung 
and LG are also targeting iRiver, devel- 
oping flash-based players as idiosyncratic 
as anything Innodesign could come up 
with. One LG offering resembles an 
optometrist's tool, while Samsung's 
Chang shows off a set of players that look 
like film cartridges. 

Reigncom should be worried. Says 
JupiterResearch's Fogg: "Obviously 
you've got a challenge if you're a small 
company, however long you've been in 
the market, because these guys have big- 
ger R&D and more marketing resources 
behind them." 

But Reigncom has a plan. “iRiver’s 
only guarantee for further survival is to be 
a leader. There is no other choice," says 
Reigncom’s Kim. The company is adding 
new devices and building on-line content 
through its Web site FunCake.com, a 
Korean version of Apple's iTunes. 

But mostly, Reigncom and Innodesign 
believe they need to keep providing devices 
that people want to be seen with. Henry 
Kim, for example, sports around his office 
the new iRiver Nro, an MP3 player which 
resembles a necklace. And Reigncom's 
polite disdain for the iPod cannot mask the 
fact that toppling Apple from its throne 
is key. When Innodesigris Kim opened his 
black box for the board a few months back, 
Reigncom's Yang glimpsed a challenger to 
the iPod. Kim recalls Yang smiling when 
he saw the device. "Finally we've got 
them," he quotes him as saying. = 
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DIGITAL Music: Dow eat 


SELLING MUSIC FOR A'SON 


Asian companies seehing to make money from legal on-line music 


face plenty of challenges from piracy. Can they succeed? .— 


By Simon Burns/T AIPEI 


HOW DID THE MUSIC INDUSTRY lose over $2 billion last 
year? Analysts, pundits and researchers all have opinions to 
offer, but we could just ask Elaine Tsai, a 28-year-old office 
worker in Taipei who likes to listen to 1980s dance music 
and love songs: "When you buy a CD, you're forced to buy 
songs you don't like, along with the songs you want... It's 
not really worth the price they ask. And recent albums aren't 
as good as they used to be. On the old albums every song really 
touches your heart." 

That's why, like millions of others all over the world, 
Tsai shuns CD stores, opting instead to download her music 
from the Internet. Like many others in Asia, she has, until 
recently, had little option but to do that illegally. She pays about 
$3 a month to download music from a peer-to-peer (P2P) 
music site in Taiwan called EzPeer. 

But now Apple, maker of the ubiquitous iPod music player, 
has shown the way for legal digital music with its on-line 
music store, iTunes. This has racked up sales of 125 million 
tracks since it was launched in the United States 16 months 
ago. But to the ire of Asia's iPod owners, iTunes has yet to 
launch here due to copyright concerns. That hasn't stopped 
a host of legal on-line-music companies setting up here, 
seeking to emulate its success. But they face plenty of hurdles: 
CD-burning pirates, illegal download sites and complex music- 
licensing agreements. 
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First, illegal downloads. Tsai says she downloads about 50 
songs a month. The record-industry association, the Inter- 
national Federation of the Phonographic Industry (IFPI), says 
6.2 million people worldwide were sharing 8oo million 
pirated music files on P2P networks in January 2004. 

It's a challenge to find anyone under the age of 35 in 
Asia who doesn't download pirated music from the Internet. 
Even record-label staff say privately that they use P2P software 
to hear the latest music. 

The music industry has struggled to stem the tide of 
illegal downloads. Edward Neubronner, chief executive of the 
Recording Industry Association of Singapore, visits local schools 
to explain to students how piracy harms music. "When I spoke 
at schools last year, I used to get this question, ‘So how do we 
download music legally?' It was a good question then." 

Legal-download services took so long to get off the ground 
due to foot-dragging by record companies. “Imagine you've been 
doing the same thing for 50 or 100 years, selling a physical prod- 
uct with a bunch of songs on it, and suddenly, someone tells 
you that this bit of plastic that you're selling is worthless . . . 
We're only interested in each of the tracks that you have on there. 
It took them a little while to really understand that shift," says 
Domenic Carosa, chief executive of Australian Internet-services 
company Destra Corp., which helps companies sell music 
on-line through its DestraMusic division. 
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For years, legal download services were hampered by 
record-label fears that new releases, once downloaded from 
legitimate services, could instantly be distributed over illegal 
P2P networks, killing any future sales. Resistance has also 
come from retailers, afraid of being cut out of the music-sales 
loop, and even from record-company executives who feared 
that whole departments—those handling distribution and 
packaging, for example—could become irrelevant. 

Apple's iTunes has breathed new life into the stagnant 
market for paid, legal downloads. “I think that digital music 
is being taken far more seriously today than it was 12 months 
ago. It's on a serious climb now, both the interest and the 
sales levels," says Sudhanshu Sarronwala, chief executive of 
Singapore-based Soundbuzz, which sells music on-line in 
Australia, India and Singapore. 

Companies like DestraMusic and Soundbuzz are seizing 
a slice of Asia's emerging legal on-line music market 
by providing digital-music services, including 
the technology and record-label licensing 
agreements, to other companies that want 
to start up on-line music stores. Their 
customers include record retailers, 
mobile-phone companies and Inter- 
net-service providers. 

While digital-music sales in Asia 
are small at the moment (only 
0.001% of all music sold in Aus- 
tralia is currently digital, says 
Carosa of DestraMusic), Apple's 
success shows how fast they can 
grow. British research company 
Informa Media predicted last year 
that global Internet-music sales 
will rise from $109.8 million in 
2003 to $1.883 billion in 2008. 

But for on-line music to really take 















to be able to conclude licences for multiple countries from a 
single point," says Sarronwala. Instead, Soundbuzz and its 
competitors usually have to negotiate music-licensing agree- 
ments with local record companies and branch offices in every 
market they wish to enter. 

And here there is competition from a new breed of on- 
line record companies. Although based in the U.S., Magnatune 
can sell digital music to anyone in the world who has an Internet 
connection. The company negotiates directly with artists for 
rights to sell their music worldwide, and pays them a flat 50% 
of revenues from their music. The year-old company's revenues 
from on-line music sales and licensing are around $20,000 à 
month and rising, says founder John Buckman. 

Without a doubt, P2P networks offering the same music 
for nothing are the most serious obstacle for on-line music 
retailers. Organized file-sharing networks, like EzPeer in 

Taiwan and Soribada in Korea, are facing strong legal 
pressure from record companies. The record - 
industry believes targeting the users of - 
these sites has helped discourage file 
sharing in the U.S. But it is expensive 
and unpopular, and has rarely been 

tried elsewhere. 
Some piracy fears have been 
addressed by secure-file formats, 
particularly Microsoft's Windows 
Media Audio. These incorporate 
Digital Rights Management 
(DRM) technology. In other 
words, the software and hardware 
which can play these files are 
designed to limit the user in 
various ways, determined by the 
record label that owns the music. 
For example, a user might only be able 
to make one copy of a downloaded 
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off, some things have to change. "If the E 99. 50 67 music file. More advanced DRM systems  — 
digital-music business is really going to = will only allow a song to be played on a 
explode as a self-standing business, then the Source: IFPI single device, perhaps for a limited time. So 


margins and the volumes have both got to grow,” 
says Sarronwala. 

Currently, at least 60% of the price of a song downloaded 
from a service like Soundbuzz is paid to the record label. This 
royalty makes no allowances for the fact that selling music 
on-line is significantly cheaper for the record companies than 
selling a CD. “The royalties need to be reworked,” says 
Sarronwala. He expects that, as a result, the consumer price— 
currently around $1 per track—will begin to fall within 
12-24 months. 

When DestraMusic tried cutting prices, sales rocketed. "We 
ran an 89 Australian cents (62 U.S. cents) promotion for a 
month this year . . . Our sales volume increased around 500%. 
You decrease the price, you increase the volume significantly," 
says Carosa, who is urging companies to reduce their cut. 

There are other barriers in the way of on-line-music 
retailers: Selling internationally is difficult. “We would love 
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while you will be able to listen to a song you've 
bought on your mobile phone, for example, you will have 
no way of giving a copy to a friend—and you'll have to pay 
again if you want to hear it next month. 

On paper, DRM sounds foolproof. In reality, DRM systems 
are regularly cracked by hackers and ignored by low-cost 
manufacturers. In fact, the more restrictions DRM puts on 
the end user, the more likely it is that people will try to evade 
them. While DRM can be strengthened, ultimately, anything 
which can be listened to can be copied. But this is an incon- 
venience against which the music industry has survived, in 
fact, thrived, since its inception. 

The likes of Carosa and Sarronwala fear potential sales lost 
to illegal downloads, but as Elaine Tsai notes, free down- 
loads don't always equate to lost sales. "If 1 download the 
album and listen to it and really like it, of course I will pay 
to buy the real thing . . . It has to be worth paying for.” = 
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Whether you want a portable music player that stores your entire CD collection or just a 
handful of tunes to keep in your pocket, there's a machine for you. Take your pick 


By Sebastian Tong 


. EREATIVE TECHNOLOGY ZEN TOUCH | s "um" Vereen. 


. Singapore's Creative Technology is positioning its Zen 
Touch player as a direct challenger to the iPod. It's easy 
to see why: With its minimalist white design and simple 
user interface, it bears a close resemblance to the iPod. This 
is my main grouse with what is otherwise a value-for-money 
hard-drive player. 

That's not to say the Zen Touch has no unique features. 
While the iPod lets you build a playlist on the fly, the 
Zen Touch allows you to delete tracks without having 
to use your computer. Handy when you tire of listen- 
ing to Britney Spears while you're on the bus. 

In addition to the usual built-in sound settings, ranging 
from classical to rock, the player also allows you to customize 
your own audio preferences—a plus for finicky audiophiles. 

In fact, audiophiles will be hard-pressed to fault the 
sound quality of the Zen Touch, which plays music files in 
MP3, Windows Media Audio and Wave formats. The iPod, by 
comparison, plays more formats. 

The Zen Touch has staying power, too. The 20-gigabyte I S 
_ player can play music for up to 24 hours nonstop, surpass- - E X US "S 
. ing similar-sized rivals like the iPod in terms of battery life. - Ecc BESEN Wwe a 
x I only wish Creative Technology had come up with some- e 

thing more original than its white oblong design. The touch- 






































pad control emulates the iPod's but is awkward to use. Because . IPOD-ALIKE: H 
of its narrow strip shape, I found myself overshooting when € nee rt 





scrolling down my playlist. 

The liquid-crystal display was also disappointing. While 
it does the job, the 160 x 104-pixel screen does not offer 
sufficient contrast between the black lettering and the blue 
back-light. Thus it is not as attractive as the iPod's luminous 
— display panel. 

i Weighing in at 203 grams, Creative Technology's player is 
ii 


— "familiar 








slightly heavier than the iPod. But I suspect its matt metallic 
sides and plastic face will prove more durable and scratch- 


resistant in the long run. Price tag: $270 versus $299 for 
the iPod. 


HIT: Excellent playback and 20-gigabyte capacity. Good 
4 va | ji ~ i { r money. 
SS: iPc nabe looks. And ironically, it's no good for 


























SKINNY MINI: 
MuVo Slim 


GOOD MEMORY, LONG LIFE: Nomad MuVo2 FM 5GB 


CREATIVE TECHNOLOGY NOMAD MUVOZ FM 56E | 


Like Apple's iPod Mini, the Creative Nomad MuVo2 FM 
5GB attempts to bridge the gap between the large-capacity 
hard-disk digital-music players and the smaller flash- 
memory ones. 

Barely palm-sized, this player can store up to 2,500 songs 
in the Windows Media Audio format or 1,250 MP3 songs. The 
compact, lightweight (just 90.7 grams) Nomad MuVo2 is 
an ideal companion for a gym workout or a jog. 

The just-launched 5-gigabyte Nomad MuVo2 updates 
Creative Technology's previous 4-gigabyte model. This player 
also contains a built-in FM receiver and a microphone that 
can take voice memos and record from the radio. 

The lithium-ion battery also promises up to 14 hours of 
play, an outstanding time considering a fully-charged iPod 
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CREATIVE TECHNOLOGY MUVO SLIM 


Supermodels aren't the only ones who revel in being rake-thin. 
At 7 millimetres wide and packed with features, Creative 
Technology's MuVo Slim is petite and proud. Besides toring 
and playing music in MP3 and Windows Media Audio 
(WMA) formats, the flash-memory player also doubles as 
an FM radio receiver. The built-in microphone lets you take 
voice memos and you can also record FM radio 
Choose from 128 megabytes of memory or 256 
megabytes. Depending on the format of the music files, 
the 128-megabyte machine can store up to four hours of 
music and record voice memos of up to eight hours. 
Despite a range of functions, the MuVo Slim has only 
four buttons, including a tiny scroll button for accessing 
the menu, and I liked the minimalist design. The handicap 
for music players of this size is that the buttons are often 
too small. But I didn't feel like an oversized giant while 
using the device. However, while it is easy to use the scroll 
button, navigating the songs on the MuVo Slim can be labo- 
rious, since the absence of a playlist option means you have 
to scroll through your song list one by one to find your 
desired track. 
Another drag: The device has a removable lithium-ion 
battery that can only be charged via the USB (Universal Serial 
Bus) cable connected to your PC. 
Fully charged, the machine promises up to 17 hours of 
playing. This is only about three hours less than its rival in 
this category, Samsung's YP-Ts player. 
Price tag: about $129 for the 128-megabyte version ($179 
for the 250-megabyte player). 








HIT: A good buy if you want a handful of songs in a highly 
portable device. 


MISS: Don't buy if you're too impatient to scroll for the track 
you want. PC users only—for powering up and downloading. 


Mini lasts only eight hours. The removable battery is a definite 
plus as it can be easily replaced once it's spent 

The device also boasts other strengths over rivals of a 
similar capacity. Like its Creative Technology siblings, the 
Nomad MuVoa allows users to customize their equalizer 
settings in addition to preset ones. 

Other clever additions to the usual Play /Repeat/Shuffle 
modes, are the Resume and Track-once options. The 
Resume function allows for playback from where the song 
was stopped, while turning on the latter function results in 
just one track being played. The Nomad MuVoa also allows 
you to delete tracks from the list directly rather than having 
to go to the trouble of editing your music collection on 
the PC. 

With the 5-gigabyte version, Creative Technology has 
replaced the previous model's four-directional toggle »» 
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switch with what it calls a “navigational stick menu button." 
While a definite improvement from the MuVo2 4GB's flimsy 
toggle switch, the button is still small and awkwardly placed 
above the Pause/Play button. 

My other gripe is the display panel. While attractive, the 
blue back-lit display only lets you see one song at a time. That 
means there is no way of seeing what songs are up next on 
your list. 

I was also irritated by the fact that tracks are not filed auto- 
matically by title and album. One of the strongest selling 
points of the iPod is that you can always find the track you 
want either by title, artiste, album or composer. With the 
Nomad MuVo2, unless you arrange your tracks into folders 
or lists before uploading them, you'll be sifting through the 
track collection to find the one you want. 

Price tag: Slightly costlier than its competition, selling 
at around $263 versus $249 for the iPod Mini. But that gets 
you larger capacity, the built-in recording functions and a 
radio receiver. 


HIT: A decent price for a high-quality compact digital player 
with modest capacity and outstanding battery life. 


MISS: Track organization leaves a lot to be desired, and - 
you'll need to squint to see the script on the small screen. 


SAMSUNG YEPP YP-Tà 


Samsung's lipstick-sized Yepp YP-Ts packs a lot of punch 
for its size. It not only plays music but also has a voice recorder 
and a radio tuner built-in. 

It handles both MP3, Windows Media Audio and Advanced 
Streaming Format audio files, has an FM radio and is avail- 
able in 128-megabyte, 256-megabyte, 512-megabyte and r-giga- 
byte capacities. 

I tested the 256-megabyte version, which holds about 50 
tracks. The sound quality was good, and other than the normal 
setting, there is a handful of default equalizer settings, such 
as jazz, classical and rock. Beyond these pre-programmed 
settings, I found that I could also set the bass and treble 
equalizer settings to my personal preferences. 

The YP-Ts is a flash-memory player, meaning that unlike 
hard-drive MP3 players, such as the iPod, it stores data elec- 
tronically, not mechanically, so there are no moving parts. 
Many consumers equate the absence of moving parts with 
greater reliability. What is certain is that MP3 players relying 
on flash memory to store and play data use less energy than 
hard-drive players. Indeed, one of this tiny player's most 
impressive features was that I could play music for up to 20 
hours on a single AAA battery. 

Transferring music files from a PC onto the device via the 
USB port was not a hassle. Tracks can be played in either 
numerical or alphabetical order, or in the order the files 
were arranged in before uploading. You can also set the 


50 Far Eastern Economic Review 





PLAYING POWER: Samsung's Yepp 
YP-T5 won't sap batteries 


playing sequence to random, repeat or simply have the first 
few seconds of each track played. 

One drawback—perhaps an understandable one given its 
size—is that you cannot browse through your tracks according 
to artiste or album name if you haven't arranged the audio 
files before saving them to the device. 

However, the YP-Ts does have an A-B button that allows 
quick to access songs stored in a favourites list. The player 
also has a sleep function and you can set it to shut down 
after 30, 60, 90, or 120 minutes. 


September IB, 2004 


The voice-recording feature is handy for voice memos, 
though the sound quality deteriorated from not far away. 

[ found the overall design of the player acceptable. The 
user interface takes a moment to get used to, but it is intuitive 
enough, though I suspect some may find the tiny buttons and 
joystick off-putting. 

The player comes in three cool colours—metallic blue, 
red and silver. Those who like wearing gadgets as fashion 
accessories—and there are many such people in Asia—will 
find the YP-Ts appealing. It is small enough to wear around 
the neck and the colour display screen can be set to seven 
hues including lilac, sky-blue and violet. I set my display to 
Random and was mesmerized by the colours changing as the 
music played. 

Price tag: For about $150, the YP-Ts boasts a range of 
functions, and offers good value. 


APPLE | 1 


It is, without a doubt, the portable MP3 player that has made 
the largest dent in the popular imagination. Whatever it 
may lack in terms of functionality, Apple's iPod makes up 
for with lashings of cultural cachet. 

Unsolicited endorsements from celebrity fans such as Will 
Smith and Gwyneth Paltrow have imbued Apple's music 
player with a hip factor that no marketing budget can buy. 

The secret of the iPod's success lies in its design. After all, 
there are cheaper players on the market of comparable size 
and capacity. But the iPod makes simplicity a virtue with its 
ease of use. 

Now in its fourth incarnation, the iPod comes with either 
20 gigabytes or 40 gigabytes of memory, which allows up to 
10,000 tracks to be stored. 

The current design features a raised click-wheel that is 
also touch-sensitive. I found this particularly useful while 
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. HIT: If you're not too fussy about having all your music in 

. one place and are happy just to have a handful of tracks in 
small, portable form at any given time, this player is for you. 


_ MISS: PC platform only. Joystick controls may put off some 


listening to music on subway trains—I could easily scroll 
through my songs using only one hand while gripping the 
handrail with the other. 

I own a third-generation iPod but had to replace it after 





less than a year as the touch-sensitive buttons became less 
responsive. I am hopeful that the new click-wheel will 





PHILIPS 


Purchase price is not the only thing to consider when buying lighting. For example, good lighting can boost your busines: 


by making employees more productive. You also need to take into account maintenance costs and energy consumption 








That's why Philips has developed the MASTER Collection, a premium range of lighting components that lets you reduce 
your overheads without making any compromise on quality. By upgrading to MASTER Collection, an office can save uj 


to 45% of their lighting costs. And you could conceivably recoup your original investment in less than a year 
: y ) E 
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prove to be more robust. While I like the sleekness of the 
touch-sensitive scrolling, the new iPod also gives you the pure 
tactile pleasure of good-old fashioned buttons. 

Sound-wise, the iPod is more than satisfactory. I’m not 
a particularly demanding audiophile but I liked its range of 
audio settings. The new model also retains those nifty non- 
music extras such as games and text memos. 

Apple claims that the changes on the new model are more 
than skin-deep. A common complaint about the previous 
model was that it could only play up to eight hours of music 
when fully charged and increasingly less as the built-in 
lithium battery ran down. I used the new generation 
player for a straight 12 hours before it gave out. 

Nonetheless, the battery is likely to be an issue for 
some users. The built-in rechargeable battery means 
that you can't simply pop in a couple of disposable 
batteries if you're out and about and your iPod runs 
out of juice. 

Furthermore, the battery cannot be easily removed and 
replaced even as it becomes degraded over time. In fact, several 
class-action lawsuits were filed against Apple in the United 
States early this year accusing the company of obscuring the 
fact that the battery is only good for about 500 charges. Apple 
now promises to replace the battery for $99. 

Price tag: With competition in the MP3-player market 
heating up, it is little surprise that the prices for the new iPods 
have been slashed. The 20-gigabyte model now costs $299 
and the larger-capacity version retails for $399. 


HIT: If you are a stickler for sensible design and like a 
user-friendly MP3 player, this is it. 


MISS: The built-in battery is a pain to replace. 


APPLE IPOD MINI 


Apple's iPod Mini boasts the same functions as its larger 
sibling but in a smaller, lighter package and with a more 
modest 4-gigabyte capacity that holds up to 1,000 songs. 

It retains its basic layout with a touch-sensitive click-scroll 
wheel dominating its face and a back-lit display screen. But 
while the regular-sized iPod is clad in iconic white, the iPod 
Mini comes in five metallic colours—blue, pink, lime-green, 
silver and gold. 

In fact, I found the iPod Mini's aluminium casing a lot 
hardier than the white plastic of the regular iPod, which tends 
to get scratched in the rough and tumble of daily use. 

Apple has once again delivered a user-friendly product 
with an intuitive interface. Uploading your songs onto the PC- 
and Mac-compatible player is easy. And when you're done load- 
ing your music, you don't really have to read the manual to 
know that you can use the scroll wheel to navigate your song 
list. Like the fourth-generation iPod, the iPod Mini also has 
a shuffle function allowing songs to be played randomly. 
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PICK A COLOUR: Apple's iPod Mini 


The iPod Mini is likely to be popular with those who want 
a compact yet good-looking player. Weighing only about 10 
grams and with 25-minute skip protection, it is perfect for 
the gym. 

The flaws of the regular iPod are also those of its smaller 
counterpart. The iPod Mini is powered by a built-in battery 
that can last up to eight hours when fully charged. This also 
means that you cannot use disposable batteries to power 
the player when the battery is run down. 

Price tag: pricey at $249. Creative Technology's slightly 
larger Zen Touch costs only about $20 more. And at 20 
gigabytes, it also boasts five times more storage than the 
iPod Mini. 


HIT: Small, sturdy and hip. Easy interface and good sound 
quality. Great for the gym. 


MISS: Built-in battery means you have to recharge 
frequently. Pricey, too. 
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Taking a Trip? 
Pack Your Pliers 


Even in the most wired places on Earth, some 
hotels are still stuck in the Dark Ages. Here 
are some tech tips should you find yourself 


trapped in a time warp 


ON A RECENT visit to Seoul, supposedly the most 
wired (and wireless) place on Earth, I couldn't help 
noticing the irony that my hotel room in Seoul had 
no broadband, no Wi-Fi, not even a telephone socket 
within lassoing distance of the desk. In fact, no 
power outlets that were accessible without a com- 
mando-style foray behind the refrigerator. The 
default setting on the television appeared to be 
pornography, the walls were made of papier mache 
and while my dinner “burger” (I use the term 
loosely) didn't come with French fries, the 
morning omelette did. Somehow | had 
landed in another dimension that just 
happened to be in the centre of 
cutting-edge Korea. 
This got me think- 
ing: (a) Why does my f, 
boss hate me so much 
he puts me up in this 
1960s throwback ofa € 
hotel? And (b): Why are %& 
hotels so patchy in their 7 
grasp of the needs of the — 5, 
early 21st-century traveller? — 
First, I realized things aren't so bad 
that they can't be worse. A lot of my friends travel 
to offbeat places, and report back that star ratings 
don't necessarily mean hi-tech. Matt reports that 
“most of the places I stay, I'm happy if they've got 
electricity and no bed bugs or rats." And also lan- 
guid hostility to surfers: “Most receptionists won't 
even let me borrow their phone line to quickly check 
e-mail, as their phones ‘cannot be used for the Inter- 
net’,” he reports. Jim, who goes places other peo- 
ple avoid, is more specific: “If the Le President Meri- 
dien in Luanda, Angola, can put on free plug-and- 
play Internet access in one of the most Internet-chal- 
lenged countries I've been to in recent years, why is 
there no Internet connection at Brussels’ airport?” 
Clearly the world's an uneven place, and it pays 
to carry extra cables, plugs and adaptors. It's also 
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worth e-mailing in advance to find out what facilities a hotel 
has. Mine had a business centre, for example, but it was only open 
on weekdays at 9 a.m.-5 p.m. Look for hotels that offer a bare 
minimum of extra, and accessible, power and telephone sockets, 
and, if possible, in-house broadband access and a decent desk and 
chair. The M Hotel in Singapore has particularly good workspaces. 
Some hotels now offer Wi-Fi, or wireless Internet access, in the 
room. And, as lawyer and software developer Buzz Bruggeman 
points out, small Wi-Fi access points like Apple's Airport Express 
can turn even a broadband connection into Wi-Fi. 

Indeed, hotels should already be offering this kind of service. 
If they're not, you have a right to grumble. The small and modestly 
priced Apple Core chain of hotels in Manhattan, for example, offers 
free Wi-Fi in all rooms and public spaces. The Peninsula chain 
offers free broadband and has Wi-Fi in some of them (including 
by the pool in Manila and Bangkok). Other hotels use novel ways 
to bring Internet to the rooms: New York’s Buckingham Hotel 
gives guests a plug-in Internet adaptor that fits into any electri- 
cal wall socket. The company behind it, TelkoNet, plans to launch 
similar services in the Hilton, Holiday Inn and Intercontinental 
chains in the United States and Europe, as well as some of their 
hotels in Hong Kong, the Philippines and Indonesia. 











p ve 
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Inflight Internet, too, is beginning to take off: According to 
ZUJI, an on-line travel company that caters specifically to travellers 
in Asia, airlines like Cathay Pacific Airways, Singapore Airlines, 
Lufthansa and British Airways offer inflight Internet access to 
some passengers on some flights. 

Ultimately, all airlines, airports and hotels will have free Wi-Fi 
access. But for now you'll need to sniff around to see what's 
available. To help, get the Wi-Fi Seeker, a $30 key-chain device 
that locates wireless hot spots. 

And dont tell anyone I told you, but you don't always have 
to be in a business-class lounge to use their connection: As 
Buzz Bruggeman tells me: “I have learned that, while travelling, 
all I have to do is find where the Delta Crow Room or United Red 
Carpet Lounges are and sit across from them and tap into the 
Wi-Fi." Good luck, and don't forget to ask for fries. = 

More musings, gripes and tips at http://loosewireblog.com 
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Indonesia’s 


Return to Grace 


Despite continued fears of terrorist attacks and a muddled, inconsistent approach to legal and 
economic reform, Indonesia is attracting regional investment flows, especially from Singaporean 


and Malaysian companies 


By Michael Vatikiotis/ KUALA LUMPUR and John McBeth/]AKARTA 
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WHEN INDONESIAN presidential candi- 
date Susilo Bambang Yudhoyono flew to 
Kuala Lumpur for a day in early August, 
Malaysian corporate moguls flocked to see 
him. Among them was commodities-and- 
property tycoon Robert Kuok, who got on 
a flight from Hong Kong to meet the 
country's prospective next president. 
Unusual as it may seem for an Indonesian 
presidential candidate to head for a neigh- 
bouring country in the midst of a closely 
fought campaign, the visit underscores the 
importance that regional capital is playing 
in Indonesia as it struggles to recover from 
more than six years of economic stagna- 
tion and political uncertainty. 

Despite continued fears and warnings 
of terrorist attacks and a muddled, incon- 
sistent approach to legal and economic 
reform, confidence in Indonesia is slowly 
returning by way of Malaysian and Sin- 
gaporean companies, mostly state-backed 
or state-owned institutions, which have 
been at the forefront of direct investment 
in Indonesia in recent years. Direct 
investment from both countries has 
steadily increased since 1999—in the 
case of Singapore the value of FDI dou- 
bled in 1998-2002. 

They have moved into banks, oil-palm 
plantations and telecoms companies— 
and almost without exception have seen 
improved performance in the assets they 
acquired. Recognition of this success, in 
spite of continuing political and legal 
risks, is helping to revive interest in an 
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economy that has been starved of 
capital since the economic crisis 
of 1997. 

"These investments have been 
good for both sides," says Philip 
Lee, CEO of ]PMorgan’s invest- 
ment bank in Southeast Asia. 
“They have brought value in the 
form of capital and expertise—and 
they also engender enthusiasm for 
Indonesia.” Lee is bullish on 
Indonesia as it heads into the final 
round of a presidential election 
that has defied expectations of vio- 
lence and chaos. He expects to see 
an upsurge in direct investment 
after a new government is formed 
in October. Among the healthy 
signs Lee cites: In March JPMor- 
gan successfully helped Indonesia 
float a $1 billion sovereign bond for 
the first time in nearly a decade; 
domestic companies are starting 
to appear on regional road shows; 
and regional bankers are starting 
to appear interested in lending to 
them again. 

To be sure, this is a far cry 
from the investment frenzy ofthe 
mid-1990s in Indonesia. Portfo- 
lio investors are still only nibbling 
at the country's lively stockmarket 
and a great many international 
investors remain wary of the 
country's unpredictable legal sys- 
tem and fret about ineffective 
reform policies. But the appetite 
for direct investment, especially 
from the region, is growing 
nonetheless. The trend is starkly 
illustrated by that fact that no less 
than two Malaysian banks and 
one from Singapore are among 
five consortiums shortlisted to bid 
for a 5196 stake in Bank Permata, 
Indonesia's seventh-largest finan- 
cial institution in terms of assets, which 
will be sold off in November. 

Most analysts give the inside track to 
Britain's Standard Chartered Bank and 
Astra International, Indonesia's leading 
car maker, which is partly owned by Jar- 
dine Matheson’s Cycle & Carriage in Sin- 
gapore. But a consortium that combines 
Malayan Banking (Maybank) and Indone- 
sia's state pension-fund operator PT Jam- 
sostek is also considered to have a real 
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DIVERSE INTERESTS: Singapore and Malaysian investors have 
bought into Indonesian banks, telecoms and power companies 


chance because of parliamentary concern 
over the country losing yet another bank 
to mostly foreign interests. 

Two other approved bidders are 
Malaysia's Commerce Asset-Holding, in 
partnership with locally owned Bank 
Bumiputera, and Singapore's United 
Overseas Bank (UOB), which only 
recently bought a 23% stake in Bank 
Buana, the country's 11th-biggest bank in 
terms of assets. 


Among the regional institu- 
* tions already invested in Indone- 
; - sia are Temasek Holdings, the 
> Singapore government's invest- 
> ment arm, which has bought 
= into banks. 
> Shrewd corporate players like 
> Malaysia's former Finance Min- 
sister Daim Zainuddin and 
; Ananda Krishnan have been very 
active in Indonesia 
iš chip Malaysian Chinese group, 
5 YTL Corp., has made a fora 
| the power secto: 

j While these moves anticipate 
= economic and political stability 
' after the September 20 pr: 
tial election, they also speak to the 
growth constraints of Malaysian 
and Singaporean firms in their 
home markets. Malaysia': 
omy is steaming along with 
growth this year forecast as high 
as 596 compared to Indonesia’s 


two Indonesian 


, and a blue- 
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projected 496, but its companies 
hes 
have to go overseas. They have to 
find markets. The logical place is 
Indonesia. The assets are afford- 
able and the potential growth is 
substantial,” says Karim Raslan, a 
corporate lawyer and commenta- 
tor in Kuala Lumpui 

Singapore companies are 
cash-rich and desperate to invest 
The 
[Indonesia is that it is close by and 
there are deep cultural and his- 
torical ties that a new period of 
stability promises to revive. “It is 
a market that Singapore busi- 
nessmen understand relatively 
well, due to the long-standing 
social and business links between 
the communities of both coun- 
tries,” says Tony Chew, a private 
businessman who is chairman of Network 


need more room to grow 


overseas. advantage of 


Indonesia, a 350-member group that aims 
to cultivate a fraternity of Singapore-based 
companies and entrepreneurs interested 
in business opportunities in Indonesia 
"There's a conso ious desire to con- 
glomerate," says Nazir Razak, CEO and 
managing director of Malaysian invest- 
ment bank CIMB, part of the Commerce 
Asset-Holding group that already owns a 
stake in Indonesia's Bank Niaga and >> 
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is on the shortlist of bidders for Permata. 
“We have to help each other in the region 
to create a larger common market for 
goods and services. It's the only way to 
compete with China." 

From Indonesia's standpoint, the 
influx of regional capital from across the 
Strait of Malacca fills a void left when large 
institutional and corporate investors fled 
the country after the economic crisis and 
the onset of five years of political uncer- 
tainty following the fall of Suharto in 1998. 
The strong undercurrent of nationalism 
that stymied deals with major Western 
institutions in the recent past is tempered 
by the greater degree of comfort Indone- 
sians have with their neighbours. 

"Companies from Singapore and 
Malaysia are more clean and professional," 
says Felia Salim, an experienced profes- 
sional banker in Jakarta. When Singa- 
pore's Temasek took over Bank Danamon, 
for example, the new management team 
included experienced ex-Citibank execu- 
tives like Francis Rozario. 

One significant surprise has been 
Malaysian power and construction con- 
glomerate YTL Corp.'s bid for Java Power, 
part of a coal-fired complex in East Java. 
YTL Group Managing Director Francis 
Yeoh has won praise for steering clear of 
risky ventures in China and the region 
and investing in solid utilities in Britain 
and Australia. But the return on these 
investments has been slow in coming, 
and though the company would not 
comment on the prospective deal, YTL 
is reportedly looking for assets with a 
faster turnover. 


GOOD TIMING 

YTĽs timing is good, says a foreign con- 
sultant with another major power com- 
pany, who did not wish to be named. 
"There are not too many competitors from 
traditional Western sources in the power 
sector," he says. "It's easier for the Asian 
money to come in—they look at the risks 
differently." 

A Malaysian Chinese like Yeoh ven- 
turing into Indonesia, where there has 
long been a history of anti-Chinese 
sentiment, could be seen as a boost for 
investor confidence. Along with other 
private companies like Penang-based 
Oriental Holdings, which recently 
announced a $6.5 million investment in a 
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car-parts-assembly plant, YTL’s bid sug- 
gests that private companies in Malaysia, 
and not just state-owned concerns, are 
starting to make forays into Indonesia. 
The advantage for Indonesia is the 
demonstration effect. Cycle & Carriage was 
heavily criticized for buying into Indone- 
sian car maker Astra in the middle of the 
financial crisis, but now that investment is 


UP, UP AND AWAY 
Singapore companies have 
invested over $5 billion 

in Indonesia 
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beginning to pay off in ways that Singa- 
porean investments in China, in particu- 
lar, are not. Astra recently announced that 
record sales could help raise before-tax 
profits by 15%-20% this year from 3.4 tril- 
lion rupiah ($365 million) in 2003. Bol- 
stered by historically low interest rates, car 
and motorcycle sales are growing 34% and 
42% respectively year on year. 

Its a similar story in telecoms. 
Temasek’s Singtel has a 35% stake in 
Indonesia’s largest mobile-phone opera- 
tor, Telkomsel, which grew its subscriber 
base by 60% in 2003 over the previous 
year. Another Temasek subsidiary, ST 
Telemedia, has a 41% stake in Indosat, the 
country’s second-largest cellular operator. 
Indosat’s business gained more than 1.3 
million subscribers and showed a 30% 
increase in revenue for the first half of 
2004, according to the company. 

ST Telemedia sees Indosat as a com- 
pany with promising growth opportuni- 
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ties. “With Indonesia's huge telecoms 
market and the company's strong market 
position as an integrated, wireless-focused 
network-and-service provider, Indosat is 
an integral part of ST Telemedia's vision 
of becoming a significant wireless and 
global IP communications company," Lee 
Theng Kiat, president and CEO of ST 
Telemedia told the Review in response to 
a written query. 

The banks have done well, too. Bank 
Danamon, Indonesia's fifth-largest bank, : 
now controlled by Temasek, reported a 
quarterly jump in net profits of 597 billion 
rupiah against reported earnings of 345 
billion rupiah last year. Bank Interna- 
sional Indonesia, which was taken over 
last year by a foreign consortium in which 
Temasek owns a 5096 stake, saw net profit 
increase to 425.1 billion rupiah in the first 
half of 2004 from 145.7 billion rupiah the 
year before. 

But despite all the help from the 
neighbourhood, nationalist sentiment 
lingers and some Indonesians continue 
to carp. Direct investment from the 
region is mostly in areas already restruc- 
tured and where domestic consumer 
demand is strong—it's not the kind of 
greenfield investment that will drive up 
exports, stimulate economic growth and 
create jobs. 

Beggars can't be choosers, though, and 
the advantage of regional capital is that it 
is less flighty than international capital, 
points out Philip Lee. Malaysians like Musa 
Hitam, the chairman of Kumpulan Guthrie, 
which has acquired 53 oil-palm estates and 
14 palm-oil mills across Indonesia in the 
past two years, want to convince Indone- 
sians that they are interested in a long-term 
relationship, not just a quick profit. 

Ultimately, cultural affinity and the logic 
of regional agglomeration won't overcome 
what remains the largest obstacle to any 
investment in Indonesia, which is the coun- 
try's arcane and uncertain legal system. 
"Understanding their business culture is 
a real challenge," agrees Musa Hitam, who 
is organizing special seminars on Indone- 
sian company law at Guthrie. “In some 
ways, Indonesia is still foreign to us and we 
cannot take things for granted there." 
There's also a danger that if a new govern- 
ment in October does trigger a flood of new 
investment, it may feel less compelled to fix 
the country's legal problems. & 
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Gusher 


Thailand's partially privatized oil-and-gas 
giant PTT plans to spend billions securing 


fuel sources at home and abroad 


By Shawn W. Crispin/ BANGKOK 


WITH WORLD OIL PRICES having jumped amid continued 
instability in the Middle East, Thailand's PTT is expanding 
aggressively at home and abroad. 

Asia's third-largest integrated oil-and-gas company, state- 
controlled and publicly listed PTT is set to invest billions of 
dollars on a laundry list of projects aimed at boosting Thai- 
land's energy security and offsetting its traditional depend- 
ence on Middle Eastern fuel. As it does so, investors and secu- 
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rities analysts are watching how PTT stril 
making money for its private shareholder 
government with its national energy poli: 

"We got the message from the goven 
like us to be more aggressive in investi 
secure new supplies," says PTT Pr: 
sumpun. “Whatever we can do [to] cr 
we just simply do it." 

PTT is not alone. Across Asia, wl 
thirds of its oil requirements, mostly from 
governments are vying to shore up tl 
staking out new resources in the region and around ! 


Big state-energv concerns in China an 
pursuit of untapped fuel sources, signing d 


risky countries such as Sudan and Eq 

and its 6596-owned exploration irm, PTT | 
duction (PTTEP), are similarly wading int 
kets and pursuing bold strategic initiatives ! 
experts contend threaten to raise the hi 
company's risk profile. 


"In principle, exploring for energy asse! 
land is OK," says Pivasavati Amranand. formi 
eral of Thailand's National Energy Policy Off 


d quasi-regulatory agency. "But [PTTEP! need 
these investments very, very carefully 
PTT has plenty of cash to fund its inv 





BALANCING ACT: PTT President Prasert Bunsumpun serves both the company's private shareholders and government policy 
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The company floated 30% of its shares on the Stock Exchange 
of Thailand in November 2001. The $725 million offering 
was predicated on a government vow not to intervene in 
PTT's management or markets, though it retains a 69% stake 
in the company. 

Since listing, PTT's share price has spurted to about 155 
baht ($3.70) from 35 baht, making the company's $9.9 billion 
market capitalization the largest on the Thai exchange, rep- 
resenting almost 1196 of the SET's total capitalization. 

PTT's 14.1 billion baht second-quarter net profit this 
year was its best quarterly performance ever. Another mile- 
stone: PTT entered the Fortune 500 list of the world's biggest 
companies earlier this year, coming in at No. 456. 


PUBLIC-POLICY ROLE 
PTT's Prasert, 52, a senior government bureaucrat-turned- 
executive with an MBA from Utah State University, says all of 
the company's investment decisions are made on strict com- 
mercial criteria. Still, its public-policy role is evident. On 
August 18, for example, PTT and PTTEP teamed up to form 
Energy Complex, a holding company that will be advised by 
Energy Ministry officials and other industry experts. 

In an interview, Prasert outlines PTT's local, regional 
and global expansion plans, mostly in natural-gas-related 
ventures (see map). 

In Thailand, for example, Prasert says PTT plans to pump 
up output from existing gas fields 
in the Gulf of Thailand, includ- 
ing a target of raising PTTEP's 


production volume 3496 when its not. 
of 
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new Arthit gas field begins oper- 
ations in 2006. PTTEP and the 
Thai unit of ChevronTexaco said 
in July that they had jointly dis- 
covered large new deposits of oil 
and gas in Thai waters. 

PTT's engineers, meanwhile, 
are laying 1,300 kilometres of 
new pipeline in the Gulf of Thai- 
land, which, upon completion in 


carrying capacity to 5 billion 
cubic feet per day from 3 bil- 
lion today. PTT also plans to 
invest nearly $1 billion on a 





three new gas-separation Natural-gas 
plants to help fuel Thailand's fields 
petrochemical industry. 

Those investments, Prasert Existing gas 
says,arepartofPTT'sregional Pipelines 
ambition to spearhead a future — 
trans-Asean pipeline for coun- Planned gas 
tries in the Association of Ppipines 
Southeast Asian Nations. ince 

Blueprints for a South- eae 


east Asian gas grid were first 
drawn up by regional policy- 
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makers more than a decade ago. Conceptually, a regional 
pipeline would link resource-rich Malaysia, Indonesia 
and Brunei with fuel importers such as Thailand. After 
South Korea, Thailand imports more fuel as a percentage 
of GDP than any other Asian country, historically repre- 
senting around 4.6% of GDP. New tweaks to the old plan 
include extending the pipeline into southern China's 
Yunnan province. 

Bilateral trade spats have hindered progress towards 
regional economic integration, including the pipeline proj- 
ect. Now, Prasert contends that the political crises in the Mid- 
dle East and high world oil prices have renewed interest in the 
pipeline, and that some of Asearts big national oil companies, 
including PTT, recently met to discuss forming a joint-ven- 
ture energy company. 

For its part, PTT is busy laying pipes that Prasert con- 
tends could serve as the transmission backbone of a future 
regional grid. For instance, PTTEP signed a $23 million 
oil-and-gas production-sharing contract with Burma, repre- 
senting its latest pipeline investment in the gas-rich, mili- 
tary-run country. Thailand currently imports nearly 1 bil- 
lion cubic feet of natural gas daily from Burma's Yadana and 
Yetagun gas fields. 

Meanwhile, PTT and Malaysia's state-run Petronas 
say their long-delayed $700 million gas pipeline project, 
which includes plans for building petrochemical and refin- 
ing complexes in southern 
Thailand, will be up and run- 
ning by early 2005. 

PTT also holds stakes in gas 
fields in Vietnam, and is cur- 
rently conducting a joint feasi- 
bility study to build a 465-kilo- 
metre pipeline connecting a gas 
field in its Nam Con Son Basin 
to Ho Chi Minh City. Vietnam 
has budgeted to spend as much 
as $1 billion for new gas pipe- 
lines through to 2010. 

PTT is also gearing up to 
begin production in a gas field it 
shares with Cambodia along 
their maritime border. “We see 
these bilateral deals as the build- 
ing blocks of a regional net- 
work," Prasert says. 

Outside Asia, PTT relies on 
commercial diplomacy to secure 
deals, according to Prasert. "We 
cannot compare with the oil 
majors like Exxon, BP or Shell," 
he says. "When we move ahead 
to other countries, we have to 
look at the relationship between 
our governments." 

Prasert says PTT some- 
times gets a diplomatic boost 
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from Foreign Minister Surakiart Sathirathai, who was the 
company's chairman in the late 1990s. One example: The 
Foreign Ministry played a lead role in securing PTTEP a 
liquefied-natural-gas exploration-and-production conces- 
sion in Iran. 

"Iran is one of the countries the Thai government has a 
very good relationship with, and Iran would like to have more 
countries from the East, like ourselves, to come and invest," 
says Prasert. "For us, its a good fit." 

PTT teamed up with PetroVietnam last year to find and 
pump oil and gas in Algeria. Hanoi's strong ties with the Alger- 
ian government were instrumental in landing that contract, 
says Prasert. He says PTT is also exploring investment oppor- 
tunities in Oman and Russia. 

Still, some regional energy analysts doubt that all of PTT's 
and PTTEP's investment plans will make commercial sense 
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JOINT VENTURE: Sections are laid for the Thai-Malaysian 
gas pipeline, which is to be ready next year 


if world oil prices eventually stabilize around their recent his- 
torical average of $24 per barrel, or should Thailand's recent 
robust economic recovery start to lose steam. 

Ee-Lin Tan, associate director of Standard & Poor's cor- 
porate-and-infrastructure-ratings group in Singapore, says 
that PTTEP’s ratings are constrained by its exposure to 
volatile operating conditions in the Middle East, Africa 
and Asia. 

"The potential to find oil in these places is high," says Tan. 
"But because they are relatively new to these places, there 
are execution risks with getting situated and understanding 
the operating environment." 

She notes that 5696 of PTTEP's proven reserves in Thai- 
land and abroad— 964 million barrels of oil equivalent— 
are undeveloped, and that the company's execution risks 
will rise as it starts spending a budgeted $1.7 billion to bring 
more of those untapped resources on-line by 2008. 

Former energy official Piyasavati contends that PTTEP 
has made some ill-conceived foreign investments in the past. 
He points to PTTEP's $225 million purchase of a 34.296 stake 
in Indonesian oil-and-gas company Medco in 2001. After three 
years of low returns, PTT is now looking to sell the stake. 
"If they could turn back the clock on that deal, they would," 
says Piyasavati. 

Some energy analysts also contend that PTT's recent 
investments in petrochemicals unnecessarily expose the com- 
pany to cyclical businesses. PTT has historically earned a fixed 
1896 rate of return from its monopoly pipeline business, they 
note. Currently, 8096 of its gas supplies are sold to state-owned 
electricity producers, most of which are locked into long-term 
take-or-pay contracts. 

In August, PTT announced its purchase of Bangkok 
Polyethylene, Thailand's fourth-largest petrochemical pro- 
ducer, from Bangkok Bank and Japan's Mitsui Group for 3.4 
billion baht. Earlier this year, PTT upped its holdings in three 
petrochemical-related affiliates, which after the 1997 finan- 
cial crisis required heavy cash infusions from PTT to stay 
in business. 

PTT has also been tipped to take a 3096 strategic stake 
in perennially troubled Thai Petrochemical Industries as part 
of a Finance Ministry-led plan to restructure the company's 
estimated $2.9 billion in debt. Prasert says they have stud- 
ied the plan and would consider making an investment in TP! 
only at "the right price." 

Countering the sceptics, Prasert argues that since list- 
ing on the stockmarket in 2001, PTT's overall efficiency and 
financial management has markedly improved. He notes, 
for example, that PTT's debt-to-equity ratio has fallen from 
a high of 8596 in 1999 to 4996 by the end of 2003. 

Citing a presentation he made to potential foreign 
investors in Singapore recently, Prasert says that while PTT's 
revenues have steadily grown since 2001, its workforce has 
been trimmed by almost 1096 over the same period. “We have 
become more performance-oriented," he declares. = 
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Digging Deep 
In Laos 


The rise in global commodity prices is prompting 
mining companies to prospect in some unlikely 
places, the latest being bomb-strewn Laos 


By Patrick Barta/VIENTIANE AND SAVANNAKHET 





MOTHER LODE: An Oxiana employee examines rock samples from 
exploratory holes drilled in search of copper 
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LAOS HAS NEVER BEEN a gold mine for foreign investors. It 
has fewer than 7 million consumers and only a few paved 
highways. Its economy is managed by ageing communists. 
Worst of all, it's honeycombed with unexploded bombs, à 
legacy of the collateral damage wrought by United States 
bombers during the Vietnam War. 

But thanks to a global boom in commodity prices, Laos is 
starting to look good to the world's mining companies. One of 
them, Melbourne-based Oxiana, is pouring $330 million into 
a gold-and-copper mine along the infamous Ho Chi Minh Trail. 
On a recent day, some 3,000 labourers worked through mon- 
soon conditions to build and man the mine's conveyor belts 
and crushers. Crews cleared unexploded ordnance. 

Further north, Brisbane-based Pan Australian Resources 
has started work on a two-stage, $165 million gold-and-cop- 
per project near the so-called Plain of Jars. That region, a 
sparsely populated area covered with stone jars of mysterious 
origin, is also riddled with bombs. But it is virgin mining 
territory compared to the U.S., Australia and Latin America, 
where mining companies are straining to find new deposits. 

“Geologists’ hammers have hit on an awful lot of rocks 
in those regions, but that's not the case" in Laos, says Joe 
Walsh, manager of corporate development at Pan Australian. 
“We see it as a very good address to have." 

The two projects are among the largest foreign invest- 
ments ever in Laos. Moreover, Laos is only one of several 
off-the-beaten-track Asian countries that are attracting min- 
ing investment, now that commodity prices are at their 
highest levels in nearly a decade. 


OXIANA'S OPERATION SHOULD YIELD 
AS MUCH AS $15 MILLION A YEAR IN 
ROYALTIES AND TAXES FOR LAOS 


Many mineral-rich Asian nations, such as Mongolia, 
Burma (home to large deposits of jade) and Vietnam, were 
not extensively picked over by Western companies during past 
booms, in part because they discouraged foreign investment. 
But many of these countries have opened up more. They're 
also close to China and India, two of the markets that are driv- 
ing the recent commodity run-up. Vancouver-based Ivan- 
hoe Mines, for example, is developing a large gold-and-cop- 
per mine in Mongolia. "There will be significantly more [min- 
erals] found in these countries," says John Santul, a mining 
analyst at Macquarie Bank in Perth. 

Deposits in places like Laos aren't normally big enough to 
affect world prices. But interest in harder-to-reach places does 
signify a new phase of the commodity boom, as companies 
become more aggressive. New projects will add more sup- 
ply to the world, easing the upward pressure on prices and 
possibly setting the stage for the next downward cycle. 

Mining in countries like Laos also poses substantial risks. 
Laotian mining laws are rudimentary and investors have less 
assurance that officials won't change rules on a whim. But the 
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rewards can be great—if all goes well. When its operations 
are in full swing in 2006, Oxiana expects to produce 230,000 
ounces of gold and 60,000 tonnes of copper every year. 


DOUBLE-EDGED 

The impact on host countries is also uncertain. Clear-cut- 
ting and the use of chemicals can cause severe ecological dam- 
age, though the mining companies insist they take precau- 
tions to limit problems. On the other hand, in its peak years, 
Oxiana's operation should yield as much as $15 million a year 
in royalties and taxes for Laos. ^We need some revenue," says 
. Simone Phichit, director of the mining concession division 
of the Ministry of Industry and Handicraft in Laos. "That 
means we need to develop more mines." 

After Laos liberalized investment rules in the late 1980s, 
major mining companies, including Australia's CRA, 
decided to take a look. The Ho Chi Minh Trail region, 
pockmarked with bomb craters, was rumoured to have big 
gold-and-copper deposits. But the geology of the area was 
largely a mystery. Another problem was that Laos didn't have 
workable mining laws. 

The Australians helped Laos craft some rules. But before 
CRA could develop its project, it merged with another company 
to form the global mining giant Rio Tinto. The larger company 
thought the Laos venture was too small, so it decided to sell. 


The project was snapped up by Oxiana, a company whose 
managing director was a former Rio Tinto executive. That exec- 
utive, Owen Hegarty, says he was convinced the Laos project 
could work, even though some people he spoke to couldn't place 
Laos on a map. Some thought it was in Africa. 

Ramping up the project wasn't easy, either. In the earliest 
days, before Oxiana built an airstrip, it took up to three days 
to travel from Laos's capital, Vientiane, to the mine. Even today, 
operating the site is a gargantuan task. Mine officials ship in 10 
tonnes of food each month, much of it by dirt road from a 
city that's hours away. The site treats more than 10,000 gallons 
of water a day. Its three doctors see an average of 30 patients a 
day, many of them suffering from dysentery and malaria. 

As many as 300 people at a time work in teams to clear 
ordnance, using metal detectors and magnetometers to locate 
suspect metals. When they find something, they use small 
shovels to chip away at the dirt until they determine if it's a 
bomb or a fragment. They use plastic explosives to detonate 
ordnance, an event that occurs about once a day 

Options for entertainment are limited. Workers hang 
out at the Hard Stool, an on-site bar where there is little more 
to do than drink Laotian beer and watch rugby or movies. 
"Laos is not everybody's cup of tea," says Hegarty at Oxiana. 
But “looking out 10 or 20 years, you're going to see [this is] 
just one of many large projects" in Laos. = 
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BANGLADESH 


Double Whammy 


Despite devastating floods and endemic political 
violence, the economy is set to grow steadily 
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By Sayed Kamaluddin 

The adage “misfortune never comes alone" has 
returned to haunt Bangladesh. A grenade attack 
on an opposition Awami League rally in August, 
which killed 19 and injured over 200 party 
activists, devastated a country which was still reel- 
ing from the ravages of one of the worst floods in 
its history. The violence that followed contin- 
ued for over a week and only served to scare away 
prospective investors who, despite years of con- 
frontational politics and social unrest, appeared 
to be willing to invest once again in this South 
Asian country. 


CRUISING ALONG 


Despite political uncertainty, Bangladesh 


has witnessed steady growth 





*Forecast 


Note: Fiscal year ending 30 June 
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Economic Monitor 


Unnoticed by most outsiders, in the past two 
decades Bangladesh has made considerable 
progress on many important social and eco- 
nomic fronts. According to the World Bank, 
the country has one of the highest primary- 
school enrolment rates in the developing world 
and has achieved gender parity at primary and 
lower-secondary levels. 

Infant mortality has been cut in half over 
the past two decades and immunization rates 
have significantly improved. The population- 
growth rate has been reduced to an unprece- © 
dented 1.5%, well below the rates in India and 
Pakistan. A flourishing micro-credit movement 
has reached over 15 million families, empower- 
ing women through income-generation and deci- 
sion-making in the family and the community. 
Over 13,000 women were elected to local offices 
in the 1997 and 2001 elections. 

Independent economists estimate that the 
country's GDP growth averaged 3.7% in the 1980s, 
accelerating to 4.496 in the first half of the 1990s 
and to 5.296 in the second. Between 2001 and 
2004, GDP grew annually by 5.3%, 4.4%, 5.2% and 
5.596 respectively. Last year's growth was mostly 
led by the manufacturing sector (7.196) as agri- 
culture grew by only 2.796 while the services sec- 
tor chipped in with about 5.7%. 

The government's target of 5.5% in the cur- 
rent 2005 fiscal year, which began in July 2004, 
is unlikely to be met because of the widespread 
damage caused by the floods. However, inde- 
pendent economists suggest, and both the World 
Bank and the International Monetary Fund seem 
to agree, that the economy would grow by at least 
5.196 this year. 

Inflation, which rose to 6.596 late last year, 
eased to around 5.596 in 2004 while the taka's real 
effective exchange rate depreciated by 3% during 
last fiscal year, modestly boosting merchandise 
exports. Remittances from Bangladeshis work- 
ing abroad rose to over $3.37 billion during the fis- 
cal year that ended in June, providing valuable 
support to the country's balance of payments. For- 
eign trade also registered healthy growth during 
the year, with exports growing by about 16% to 
$7.52 billion and imports growing by about 13% to 
$9.81 billion. Foreign-exchange reserves stood at 
$3.3 billion at the end of August 2004. 

However, the "twin misfortune" could slow 
down the government's institutional reforms. 
These could even be put on hold till the next par- 
liamentary polls due in late 2006 and delay the 
inflow of foreign direct investment. Analysts also 
fear that unless reforms are carried out on time, 
the progress made and successes achieved so far 
in different areas could be put in jeopardy. & 
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HongKong 13,104.34 +4.20 Cotton NY c/lb 51.58 -31.29 

Z 784.79 + T n Gold Ldn $/oz 401.60 -3.75 

"non *1.65 (5,195.50 — 16.19 Oil: Brent Ldn $/barrel 40.62  *34.64 

190.44 z 838.77 +5.65 Palm Oil KL Ringgit/tn 1,495.00  -1573 

= 2x SARUNG EN -+13:25 Pulp FOEX = $/tn 638.96 +14.21 

TAE WSN 445 +1.67 Rice Bnk $/tn 238.00 «17.82 

+3.05 fa 3 +9.80 Rubber KL Mc/kg 448.50 -5.08 

Taiwan EE i 4 5, 775. 99 -1.95 Soyabeans Chg c/bushel 612.25  -22.89 

thet —— sl Ga -20.28 we / 11,244.37 55.2 Sugar NY c/Ib 8.13 443.39 

| Market 262.98 — «0 - 22817  +11.34 Tin KL $/tn 8,920.00 «34.95 

Euro Stoxx 50* — 2,748.39 0.44 oa — 10,260.20 -1.85 Wheat Chg  c/bushel 319.00 -15.38 

4,563.80 +1.94 AIG - Dow Jones Commodity Index 142.81 +5.57 

Dow Jones Global Indexes track about 80% of market 

capitalization. Calculations are in U.S. dollars. *Dow Jones Stoxx 9^ — Sources: Dow Jones; MoneyLine Telerate Sources: MoneyLint Teterate, Reuters; Dow lores 


ECONOMIC DATA IN THE SPOTLIGHT 





% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Manila (4.96% on week) 

(Sept. 6) GDP | CPI Current acct | Trade balance — !-mth interbank Prime rate Composite index 

Australia — 3(MarQtr) +2.5 (Jun Qtr) — -3444(Jun -17.28 (ul) 5.32 9.50 1,680 

China 9.6 (02 '04) +5.3 (Jul) ^ *45.88(2003)  *14.72 (Jul) 3.10 n.a. 

EU 2.2 (Q2 '04) +2.3 (Jul) *44.85(01'04) -3.96 (Jun) 2.10 n.a. 1,660 
Hong Kong 12.1 (Q2 '04) *0.9 (Jul) +15.27 (Mar) -13.42 (Jul) 0.68 5.00 

|ndia 8.2 (Q4 '03/'04) +3.2 (Jul) +4.56 (Mar) -17.77 (Jul) . 6.00 10.63 
Indonesia 4.3 (02 '04) *7.2 (Jul) *4.70(2003) ^ *26.51 (Jun) 7.40 7.37 1,640 

Japan —  — 44(02'04) -0.2(ul) «163.89 un) «11257 (ul) - 0.07. 1.38 
Malaysia 8.0 (Q2 '04) * .3 (Jul) * 13.41 (Mar) * 18.16 (Jul) 2.83 6.00 1.620 
New Zealand  3.6(01'04)  *2.4 (Jun Qtr) -4.20 (Mar) -2.18 (Jul) 6.41 6.56 j 
Philippines 6.2 (Q2 '04) +6.0 (Jul) +3.94 (Mar) -1.54 (Jun) 7.18 10.18 

Singapore 12.5 (Q2 '04) +1.6 (Jul)  +28.07 (Jun) +29.37 (Jul) 1.19 5.50 1,600 
South Korea 5.5 (Q2 '04) +4.8 (Aug) *35.19 (Jul)  +30.58 (Aug) 3.49 3.52 

Taiwan —S 77(02'04) *2.5 (Aug) *25.80(Jun)  +12.23 (Aug) 1.02 0.75 "n ` 
Thailand 6.3 (Q2 '04) +3.1 (Aug) +7.15 (Jul) +1.84 (Jul) 1.38 5.75 d 

"WE 2.8 (02 '04) +3.0 (Jul) -402.14 (Mar) -535.47 (Jun) - 1.62 4.50 September 

Source: Government Statistics Source: Money ine Tolerate 
Key Currencies 
(Sept. 6) $1 worth Spot rate % chg YTD (Sept. 6) $1 worth Spot rate % chg YTD 
Australia dollar 1.4436 -8.05 Mongolia* tugrik 1,194.00 -5.70 
Bangladesh taka 59.475 -1.64 Nepal rupee 72.00 +1.39 
Brunei dollar 1.703 +0.14 New Zealand dollar 1.5383 0.76 
Burma** kyat 943.00 -5.62 Pakistan rupee 58.78 -2.76 
Cambodia** riel 3,979.00 -3.17 Papua New G. kina 3.0307 +8.93 
China renminbi 8.2765 0.00 Philippines peso 56.13 -1.10 
European Union euro 0.8285 -4.21 Russia** rouble 29.216 +0.08 
Hong Kong dollar 7.7994 -0.46 Singapore dollar 1.7045 -0.40 
India rupee 46.34 -1.61 South Korea won 1,152.40 +3.44 
Indonesia rupiah 9,273.00 -9.35 Sri Lanka rupee 102.88 -5.81 
Japan yen 110.12 -2.64 Taiwan NT dollar 33.925 *0.13 
Laos'* kip 10,815.00 -3.51 Thailand baht 41.55 4.77 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,772.00 -0.72 
Malaysia ringgit 3.80 0.00 
Other rates: HK$ = renminbi 1.0607 S$ = ringgit 2.2283 SDR = $1.464 *Official rate — **Unofficial rate Sources: MoneyLine Telerate Reuters ne 
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AT LAST: Japan's 
Harue Gorai, 82, 
finds peace with 
her wartime 

past and has a 
handsome young 
South Korean 
actor to thank 


‘TELEVISION 





Soap-Opera Diplomacy 


Popular culture succeeds where politics fails: In Japan, a TV series helps members 


of a wartime generation change their attitude towards Korea 


SERIOUS-MINDED 82-year-old Harue Gorai seems an 
unlikely soap-opera groupie. But for the past year or so the Japan- 
ese widow has been hooked on a Korean television drama called 
Winter Sonata, watching episodes twice a day on videotape, 
chatting about the show with her friends for hours, and putting 
posters of its handsome young hero on her bedroom wall. Last 
autumn, Gorai, who lives near Tokyo, spent $1,200 on a trip to 
South Korea to see where the series was filmed. 

But she’s not just star-struck. The bittersweet melodrama speaks 
to deeper emotions that have been buried for more than half a cen- 
tury. To Gorai, the leading man resembles her first husband, who 
was imprisoned in Korea during World War II and was killed at the 
age of 25 off the Korean coast. The rustic scenes remind her of 
her youth in pre-war Japan. The old-fashioned themes of love 
and honour revive memories that Gorai had suppressed for 
decades—and have paved the way for reconciliation. Because she 
lost her husband there, “Korea was the country I never wanted to 
visit," she says. “But I came to like the country very much. Korea 
still has a lot of good things that Japan has lost." 
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By Ichiko Fuyuno/To&vo 


Winter Sonata has struck a similar chord with 
many elderly and middle-aged Japanese women, 
sparking a surge of interest in Korean culture. The 
slow-paced story of a young couple, torn between 
love and duty, rekindles memories among older 
viewers of their own youthful romances, and 
appeals to their nostalgia for traditional values 
in a simpler era. Many viewers feel that such val- 
ues as family unity and sacrifice have faded in 
Japanese society, which has become too compli- 
cated and Westernized. 

Fans say they are touched by the restrained pas- 
sion of the ill-fated lovers, especially the gentle hero, 
who pursues his high-school sweetheart through 
the convoluted plot, suffering successive misfor- 
tunes including two car accidents and amnesia. The 
series, produced by the Korean Broadcasting Sys- 
tem, was a hit in Korea in 2002 and started airing 
in Japan last year. KBS has sold the broadcasting 
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rights to 14 countries in Asia, where the drama has 
also been popular. 

But in Japan the Korea craze is particularly 
surprising, because it's gripped a generation that 
has never shown much interest in Japan's near- 
est neighbour. Japan's colo- 
nial rule in Korea between 
1910 and 1945 left some 
older Japanese conflicted 
about the country or dismis- 
sive of it. For decades, many 
` Japanese looked down on 
Koreans as inferior racially 
and economically. 

Younger Japanese are just 
getting over these attitudes. 
Korean movie, TV and pop 
stars now have an avid fol- 
lowing in Japan. Korean 
brands like Samsung are 
embraced as cool by young 
Japanese consumers. But the 
attitudes of older Japanese 
have been slower in changing, 
and many remain reluctant to 
accept things Korean. 

Winter Sonata has helped 
some of them overcome this 
reluctance. The series ended 
in late August on Japan's 
NHK station, the third airing 
in 17 months. A fourth is now 
being considered. Although 
it was scheduled late on Sat- 
urday nights, it had a view- 
ership of 17.6% in Tokyo in 
June (a programme with 15% 
viewership is considered 
a hit). Sales of NHK's text- 
books for its weekly televised 
Korean-language lessons 
have doubled since April, and 
Korean has surpassed Chi- 
nese to become the most 
popular language after Eng- 
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National Tourism Organization. The tours can cost far more than 
the average holiday package. This year, 350,000 Japanese visitors 
are expected, up 50,000 from last year, thanks partly to soap-opera 
tourists. "It's a welcome phenomenon. But I never thought it 
would be triggered by a TV drama," says Yang Kyung-Soo, forme: 
KNTO Tokyo manager. 

Setsuko Anno, 56, is one of 120 women 
who went on a $1,100, four-night tour in 
June organized by the travel agency, Kinki 
Nippon Tourist. They visited scenic spots 
where the drama was shot and key locations 
such as the street where the hero was hit 
by a car. En route in the coach, they watched 
a videotape of the drama, without Japanese 
subtitles, read magazines devoted to the 
series and sang the theme song in Korean. 

As Anno watched the passing rice fields, 
farm houses and country folk, she thought 
back to the rural neighbourhood where she 
grew up. "My heart swelled with nostalgia, 
and I realized Korea is similar to Japan,’ 
says the part-time restaurant worker. Now, 
Annos interest goes beyond Winter Sonata. 
She watches other Korean TV shows and 
hopes to visit other historical sites in Korea 

Harue Gorai, too, says watching the 
Korean soap opera spurred her to visit the 
land where her first husband died 60 years 
ago. He joined the military before they mar- 
ried in 1944 and shipped out to Korea several 
š months later. In 1945 he became a prisoner 

of war in Korea just before the Japanese sur- 
render, Gorai says. He escaped, but on the way 
back to Japan his ship hit an underwater mine 
off the Korean port of Pusan. After his death 
his best friend felt he was responsible for tak- 
ing care of Gorai and proposed. 

During her second marriage, “I was a 
very serious person," Gorai says. She devoted 
herself to family and church activities. She 
tried not to think of her first husband, even 
after her second husband died 15 years ago. 
But Winter Sonata opened the emotional 
floodgates. She became obsessed with Bae, 
the leading man, who has the cheerful air 
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lish on the language show. FAN-TASTIC: Largely female Japanese enthusiasts cheer — of her first husband, she says. And as Korea 
In April, Bae Yong Joon, actor Bae Yong Joon, star of the popular South Korean grew familiar with each episode, her nega- 


the 32-year-old Korean actor TV drama Winter Sonata (above) 


who plays the hero, came to 

Tokyo. Thousands of Japanese women, many in 
their 50s or older, crowded the airport to get a 
glimpse of him, screaming “Yong-sama!” (his Japan- 
ese nickname). 

Between January and June, 8,600 people 
mostly women aged 40 and above—joined Winter 
Sonata tours to Seoul from Tokyo, compared with 
almost none a year ago, according to the Korea 
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tive feelings about the country faded, and she 
felt the urge to visit. 

The trip wasn't simply for sightseeing. On the last day, her group 
visited a small island off Pusan, where the drama's final episode 
was shot. For Gorai, it was also an intensely personal mission. 
She joined a boat trip and threw flowers into the ocean, so that 
the soul of her first husband may rest in peace. “I felt sad . . . but 
[ also felt liberated,” she says. “I believe Winter Sonata was a gift 
from both my husbands, telling me that the time has come when 
| can think about him freely.” = 
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FRONTIER: Phatang is only slowly revealing its secrets 


At Siam's Gate 


Few in the outside world hnow about it, but Pratu Siam in 
Thailand was a once hey frontier in a secret war 
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[T MUST BE one of the most ruggedly beau- 
tiful places in Southeast Asia—Pratu Siam, the 
Gate of Siam. Surrounded by steep limestone 
cliffs, this mountain pass on the border of Thai- 
land and Laos looks like a scene from a Chinese 
painting. In the canyon far below, mist and clouds 
drift along the Mekong. 

Picturesque it may be, but Pratu Siam and 
the nearby village of Phatang are unknown to 
tourists. Until well into the 1990s the area was off 
limits to outsiders. Up to just a few years ago, even 
local maps didn't show Phatang or the Gate of 
Siam. Getting here is not easy: The 15-kilometre 
road from the lowlands is steep and potholed, and 
almost impassable. 

All that is a legacy of the past, when Phatang 
preferred to keep visitors out. That's because this 
area was once a vital frontier of the Cold War in 
Asia. In the 1960s and 1970s, United States forces 
used it as a base for their "secret war" aimed at coun- 
tering Lao support for communist Vietnamese 
forces. In later years, fighters based here helped the 
Thai army defeat communist insurgents. 

It is only now, as time eases the tensions of the 
past, that people who took part in those operations 
are willing to talk more openly, even if they refuse 
to be named. “We want to live in peace now,” says 
one veteran of the secret war who lives in northern 
Thailand. “The past is history.” Indeed, today’s 
Phatang is a showcase of tranquillity. Its 3,000 
inhabitants grow vegetables, fruits and tea, and 
make cherry and plum wine to earn cash. Visi- 
tors who do make it up may even be invited to 
share a bottle of wine. 


Postcard 


Phatang's role in Southeast Asia's geopoli- 
tics dates from the early 1960s. At the time, Laos 
had been internationally recognized as neutral in 
the war raging in neighbouring Vietnam, and 
no foreign troops were supposed to be in the coun- 
try. The reality was different: In the north, North 
Vietnamese soldiers were fighting alongside their 
Lao communist allies. Elsewhere, the U.S., or, 
more precisely, its Central Intelligence Agency, 
had built up a 30,000-strong “secret” army, whose 
number included a battalion of Nationalist Chi- 
nese soldiers. 

Disguised as a Lao regiment and codenamed 
"Bataillon Spéciale 111" it was made up mainly of 
Chinese soldiers captured by the U.S. and its allies 
in the Korean War, and who had transferred their 
loyalties from Beijing to Taipei. About 1,600 
wound up in Laos fighting for the Americans and 
conducting forays into China. 

According to another veteran of the war, heavy 
fighting around their main base in northern Laos 
forced an evacuation across the border into Thai- 
land. Phatang, which was already an established 
Nationalist-Chinese settlement, was the ideal 
choice for a rear base. From the vantage point of 
the Gate of Siam, a watch could be kept as Kuom- 
intang troops infiltrated Laos. 

After the end of the Vietnam War, battle-hard- 
ened Chinese troops from Phatang played a cru- 
cial role in the battle of Khao Ya, a Communist Party 
of Thailand stronghold in the Khao Khor mountains 
east of Thailand's central plains. Those who took 
part in that operation were granted Thai citizenship. 
Few, seemingly, chose to settle in Phatang. 

In recent years, another group of Chinese has 
descended on Phatang: dissidents from the 1989 
pro-democracy demonstrations in Beijing's Tianan- 
men Square. "They had heard about Phatang, and 
thought it was a Taiwanese base from where they 
could continue to the West," says a Westerner who 
helped some of these dissidents escape from 
China. Many are still stuck here. 

The road to Phatang may be steep, but it is 
an even steeper climb up to the actual Gate of Siam. 
Few outsiders make it to the top, but that, too, 
will change now that Thai tourists are beginning 
to discover the area. 

It's doubtful that many will ever make it to 
the most important Nationalist Chinese memorial 
in northern Thailand. Hidden behind trees off a 
small dirt track outside the town of Chiang Khong, 
a huge arch commemorates soldiers who died in 
the secret war, mainly in Laos. Two hundred of 
them now rest in a cluster of tombs, all facing 
towards China. Their war, after all, was secret, and 
they weren't supposed to be here. 


BERTIL LINTNER 
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REAL LIFE: Xinran's Sky Burial offers a sense of Tibet's majesty without overdoing the magi 


Books: NONFICTION 


Victory of Love 


Sky Burial tells the extraordinary true story of a woman's 
30-year search for her husband, writes Adrienne Mong 


[T'S NOT OFTEN THAT à piece of contemporary jour- to Tibet, where the People's Libera : 
nalism invokes spirituality, politics, fables and myths, Tibetan rebels. Several weeks later, military 
but a new work by former Chinese radio journalist Xin- the young bride, Wen, that he is dead 
ran does exactly that. The circumstances surrounding Kej 

A deceptively slight book, Sky Burial tells the astonish- shrouded in mystery. Stricken with grief, W 
ing quest of a Chinese woman for her missing husband in less disbelieving and decides to go in searcl 
Tibet. Married for less than a month, the couple are separated Armed with not much more than The Collected | 
when the husband, Kejun, is posted with his military unit Shiqiu—a gift for the journey that shi 
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Malaysian and Indonesian film- 
makers haven't had much to cheer 
about since the 1997 economic 
crisis rocked their industry. That 
may change with the recent 
release of Puteri Gunung Ledang 
(Princess of Mount Ledang). Made 
on a budget of 20 million ringgit 
($5.3 million), the movie is the 
most expensive ever to come out 
of Malaysia. And, with a screening 
at this month’s Venice Film Festi- 
val, hopes are high for interna- 
tional recognition. 

Hype aside, the film is stylish 
and enjoyable. Based on a 
famous legend, it tells the tragic 
story of a princess, played by 
Malaysian star Tiara Jacquelina, 
who is being wooed by the Sultan 
of Malacca (Adlin Aman Ramlie) 
but who loves one of his warriors, 
Hang Tuah (M. Nasir). When the 
sultan proposes marriage, she 
sets a series of impossible 


of his first son. 

In the lead roles, Jacquelina and 
M. Nasir offer studied and accom- 
plished performances, while Rahim 
Razali puts up a virtuoso turn as the 





v 
v 


as a diary—and a small photograph of Kejun, she leaves her 


parents and sister behind in Suzhou to join her husband's 
regiment in Tibet. 

Wen's journey takes her throughout the vast Tibetan 
hinterland, where she encounters soldiers, yak herders, 
monks, thieves, hermits and a Tibetan noblewoman with 
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HIGH PRICE: A legend hits the big screen 


demands, including that he give hera — sultan's chief adviser. It's a pity, 
tray of mosquito hearts and the blood though, that so much time is devoted adds, if the film does well he hopes 
to setting the mood in this film, and 
less to establishing the characters 
through dialogue. 

This is the first big film for director 
Saw Teong Hin, an 18-year veteran of 


AT THE MOVIES: MALAYSIA BANKS ON A PRINCESS 


the Malaysian commercial and 
film scene. He says he freely 
adapted the legend, which is set in 
15th-century Malacca. By paying 
close attention to historical detail 
and blending Indonesian and 
Malaysian cultures, he's targeting 
more than just the home market. 
In other nods to Indonesia, the 
princess is cast as a fugitive from 
a war-torn Javanese kingdom, 
while two accomplished Indone- 
sian actors, Slamet Rahardjo and 
Christine Hakim, play minor roles. 
The film also has its eyes on 
audiences elsewhere in Asia: 
There are long, spectacularly 
unrealistic fight scenes, choreo- 
graphed with the help of Hong 
Kong experts. 

Director Saw hopes the film 
will help nurture more regional 
cooperation in film-making. 
"We're headed towards a con- 
glomeration of the arts in South- 
east Asia," he asserts. All the same, he 


there will be more inclination to invest 
in Malaysian films. 


Michael Vatikiotis 
The writer is editor-at-large and chief 
correspondent of the REVIEW 





her own compelling story of lost love. The search also winds 
up spanning 30 years, virtually all in isolation from tur- 
bulent events. Only much later does Wen learn about major 
events such as the end of war between China and Tibet; the 
Dalai Lama's escape from Tibet; the Cultural Revolution, 
and the death of Mao. 
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The author's unadorned narration and 
the simple English translation help to give 
Sky Burial an elegiac tone that conveys Tibet's 
majesty without overdoing the magic. The 
timelessness of Wen’s travels, the variety of 
characters, the story-within-a-story technique, 
and the occasional action sequences lend the 
narrative an epic scope, calling to mind some 
of the stories in Outlaws of the Marsh (“Shui 
Hu Zhuan”), a densely woven 12th century 
Chinese masterpiece about a roaming band 
of 108 men and women who abandon society to escape the 
reach of a corrupt government. 

Moreover, though the book’s main message is the tri- 
umph of love over politics, some of the observations hint 
at radical political commentary. The most significant is that 
the Tibetan nomads who rescue Wen lead lives that are far 
closer to pure communism than those of the Chinese: "[S]he 
had been living in a place where there was no politics, no 
war, only the calm self-sufficiency of a communal life where 
everything was shared—and limitless space, where time 
stretched out endlessly." 

Xinran met Wen by chance. In 1994, the journalist was 
hosting a nightly radio talk show in Nanjing, which invited 
women to call in to talk about their lives. One day, a listener 





[ Sky Burial ] contacted Xinran with the suggestion that 
by Xinran. ` i n2 ow Yat 

y : she find Wen in Suzhou to hear her story 
Chatto and Po 5 

Windus. The pall spent a day and evening togetner in 
£14.99 a tea house, reliving Werts experiences 

| 
($26.60). The woman disappeared the day after 
(North Ameri- their meeting and Xinran was left with not] 
can edition , . Je 
ing but a long list of follow-up questions 

due from $ ; dhog l 

Random House Unable to track down her subject, the author 
of Canada in spent eight years trying to confirm details as 
April 2005) well as researching Tibet to gain bette: 


insight into some of Wer's experienc 
Xinran—whose first book, The Good Women of China, was 
a compilation of her radio listeners' experiences—says she 
felt compelled to tell Wer's story. In a recent radio interview 
in London, where the writer is now based, she said that Wen 
wanted her to give this book to the world: "Because she did 


people should open their eyes and open conversation between 
the Tibetans and the Chinese. She believed love is more pow- 
erful than any politics." 

Xinran has not been able to locate Wen since that sing 
lar encounter 10 years ago, but she hopes the book will reac! 
her one day and "bring her back to me and that she will com 
to know that people all over the world are reading about hei 


life and her love." & 
Adrienni Mong aw 
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Your Goldfish Is Watching You 


An attack on humanity, more Filipino English and a man who is clearly oblivious 
are topics covered in this collection of notes and tips from readers 


'THE FISH ARE REVOLTING. No, I'm 
not talking about seafood at a fast-food 
restaurant near the Review. I'm talking 
about an uprising in the piscine world. 

Fish really have decided to reclaim the 
planet, I hear from the most reliable (well, 
interesting) news source in the world— 
the readers of this publication, respond- 
ing to last week's sea-monsters column. 

In Malaysia, giant needlefish have been 
jumping into boats, wounding fishermen. 

In Germany, a dog paddling on the 
shore of a lake near Gueldendorf was 
swallowed whole by a fish. 

In Kota Kinabalu, a swordfish stabbed 
a 30-year-old mechanic to death. 

In Minnesota in the United States, 
an 11-year-old boy trying to catch frogs was 
mauled by a fish that jumped from a pond. 

In Britain, a man who caught a fish 
from the banks of the Thames was drag- 
ged into the water and drowned. 

One report said a fish caught by a 
Canadian hunter was placed on the 
ground near the man’s weapon. It flapped 
its tail against the trigger, causing the gun 
to blast the angler to death. 

In short, it's payback time for all those 
millions of fish fingers we consume all 
over the world. 

So if you notice your office feng shui 
goldfish huddling in a corner of the tank, 
they are probably working out the precise 
moment at which they are going to 
spring out, tie you to your chair and take 
over the company. 

Readers always have an interesting 
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take on life, so this week let's devote the 
column to the Travellers' Tales postbag. 

From Bill Bikales: “Loved the column 
about Philippines English. You should 
bear in mind the impact that texting is hav- 
ing on the language. Filipinos lead the 
world in per-capita texting. I just got a text 
from my interior designer, a very educated, 
sophisticated, somewhat metrosexual type 
of guy, doing very nice work for us. But he 
writes: 'GUD AM. IL B DER AT 7PM. C 
U.' At first, | didn’t understand why there 
becomes ‘der’ but thanks becomes ‘tanx.’ 
But actually, it makes sense. The first is an 
unaspirated ‘th while the second is an aspi- 
rated ‘th.’ But who decided? And where did 
he get his degree in linguistics?" 

From Kapila Bandera: "I noticed a 
witty sign stuck on a jeepney in the Philip- 
pines. One side was labelled ‘Passing Side.’ 
The other was labelled ‘Suicide’.” 

Reader Adrian Bradshaw went to the 
China Police Expo 2004, a trade show 
in Beijing wall-to-wall with police officers 
and police suppliers. Organizers handed 
him an “Important Note,” which said: 
“Beware of pickpockets.” 

Juan Manuel Lopez Nadal, Jose Maria 
Aulotte, Adolfo Gentile and Joaquin Gutier- 
rez commented on the hotel doorknob 
hanger in Indonesia that said “Make up the 
beds” in English and Bahasa Indonesia and 
“Do not disturb” in French and Spanish 
(not Italian, as we said). “Maybe they know 
that dry English people won't spend much 
time in bed, while romantic continental 
Europeans will,” one said. 

Dining option offered to reader Han- 
son Toh on a Lufthansa flight: “A number 
of small gourmet cooks can also be sup- 
plied on request.” 

Entering Vietnam, Peter Jackson was 
asked to certify he was not suffering from 
“Malaise.” He said: “Living in Malaysia for 
nine years, | know whence this term was 
derived.” He also had to declare he was 
not “Oblivious.” He said: “Not as far as I 
am aware.” Boom-boom. = 
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THE BIG PICTURE: Reader Neal 
McGrath saw this intriguing 
advertisement for Rapellez, a beauty 
centre in Singapore. It indicates that 
the women were all skinnier before 
their treatment. “I'll get in touch with 
these guys if | feel like adding a 
couple of dozen kilos," he said 
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We are seeking suitable candidates to work in the Bureau for Economic integration (BEI) of the rS 
ASEAN Secretariat in Jakarta. They will provide support to the Director of the BEI. The candidates will 1. 
monitor, coordinate and manage regional economic cooperation and integration activities covering a — 
wide range of areas. They are required to help develop policy options and recommend strategic 
directions for ASEAN economic integration. In pursuing these tasks they need to be familiar with 
diplomatic practices and exhibit managerial and leadership skills. The candidates will work in the 
Trade in Services Unit of the BEI. 


Specifically, the candidates should possess the following qualifications: 

e masters degree in economics, international economics or other relevant post graduate qualifications; 
+ minimum 5-8 years experience in handling international economic issues; 

* good knowledge of ASEAN and WTO issues; 

* well versed in developments in the services sector of regional and international trade; 

* ability to do independent research, and analysis of economic trends; 

* access to good network of contacts in the private sector and related international organizations; 
* fluency in both spoken and written English; 

* proficiency in computers and ICT skills; 

* ability to multi-task and perform outside the usual job scope; 

* readiness to travel frequently and to work long hours; 

* high self-driving motivation and can motivate team members to do more; and 

* ability to work in a multi-cultural and multi-disciplinary environment. 
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One Size Doesn’t Fit All 


Developing Asia offers bankers a wealth of marketing opportunities but success 
depends on their ability to tailor products for different sets of consumers 





AS CHIEF EXECUTIVE officer of ABN Amro 
consumer, commercial and private bank in the 
Asia-Pacific, Jerry Letendre has discovered through 
experience that his American-style stewardship 
at times represents a liability. Letendre remembers 
one meeting of managers in Taipei to discuss a crit- 
ical part of the Dutch bank's strategy: replacing 
standard bank branches with gleaming wealth- 
management centres, outfitted with brightly uphol- 
stered armchairs and replicas of van Gogh mas- 
terworks. Letendre recollects he had delivered 
the news in a manner he thought was clear and 
to the point. It seemed everyone had agreed—shut- 
tering the branches was best. 

Four months later, when it came time to 
close the bank branches, managers who 
had attended the earlier meeting 
expressed disbelief at actually hav- 
ing to implement the plan. With 
hindsight, Letendre realizes his 
abrupt style had come across as con- 
fusing. "I'm very much a typical 
American executive, and that's not 
necessarily a good thing," Letendre 
says. In the Asia-Pacific, he says, it's 
important to be sensitive to subtle mes- 
sages and not to expect to reach agree- 
ment with managers within minutes. 

Letendre perhaps comes better-equipped 
than many expatriate managers in Asia. Based in 
Hong Kong, he has spent the past seven years in 
the region with previous postings in Singapore, 
Tokyo and Taipei. For most of his career in Asia, he 
worked for Citibank, joining ABN Amro just three 
years ago. At ABN, he has undertaken an overhaul 
of consumer banking. The fancy wealth-manage- 
ment centres that opened in Taiwan have also sup- 
planted the branches in Hong Kong and Japan. New 
centres are coming up in Singapore and Indonesia. 

In addition, ABN Amross strategy is to expand 
commercial and consumer banking in India and 
"greater China," which includes mainland China, 
Hong Kong and Taiwan. Engaging commercial 
and private clients in greater China is key to the 
bank's expansion, Letendre says. It is fairly com- 
mon for a commercial client in Hong Kong to 
conduct manufacturing in mainland China. 
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"Normally, it is much easier to have a single financial institu- _ 
tion to make transactions easier" by providing letters of credit or 
helping to negotiate export bills, Letendre says. Cash management 
also represents a growing need among companies. Some hold 
excess cash that creates a drag on earnings growth, so ABN Amro 
advises on investments intended to juice up returns. "If you're 
not able to serve these clients well, they will have other 

options to choose from," he says. 
On the consumer side, Letendre says ABN Amro is 
E expecting that demand for investment products in 
China will outstrip supply in the coming years. As a 
bau result, structured-investment funds, such as hedge- 
fund-linked investments, have become popular. So 

«4 have dual-currency deposits, whereby the bank creates 
A an option that purportedly generates an invest- 

ment yield for customers. 

v When the Chinese government in- 
creases the size of the equity stake a foreign 
bank can own in an asset-management 
company, ABN Amro is likely to inten- 
$ sifya joint venture with Xiangcai Securi- 
& ties by seeking to raise its ownership to 

2 49% from the present 33%. 
Unlike the greater China region, 

India does not possess a burgeoning 

middle class hungry for new invest- 
ments, Letendre says. So instead of 
focusing on the affluent in India, he says, ABN 
Amro will try to appeal to a broad base of retail 
customers with more garden-variety banking 
products rather than derivatives or structured 
funds. For this reason, an Indian acquisition 
that would provide the bank with widespread 
distribution makes sense. Indian regulators 
are currently evaluating rules governing foreign 
ownership of India's financial institutions. 

Nevertheless, the Subcontinent represents a 
vital part of the Asia-Pacific business; the bank's 
retail- and commercial-banking revenue from 
India is growing at around 8096 annually. As a 
result, Letendre's role as regional chief forces 
him to spend much of his time thinking about 
how to approach these two vastly different mar- 
kets. “It's what makes working in Asia inter- 
esting, the diversity of everything," he says. “You 
have to adapt." 
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THE Facts ARE... 

Itis regrettable that Human Rights 
Watch has chosen to overlook some 
basic facts in its recent report on Hong 
Kong, which you reported in Rights 
Group Fears for Hong Kong [Intelli- 
gence, Sept. 16]. 

Hong Kong is one of the world's 
freest societies. This is not only com- 
monly acknowledged in Hong Kong, 
but also internationally. Our free- 
doms—of speech, of the press, of 
assembly, of demonstration and in 
many other areas—are constitutionally 
protected by the Basic Law and sup- 
ported by the rule of law upheld by 
an independent judiciary. 

Anyone who visits Hong Kong can 
see for himself that we exercise these 
freedoms on a daily basis. The gov- 
ernment will not allow anyone or any- 
thing to compromise these freedoms. 
Any suspected illegal threats to free- 
doms will be pursued by law-enforce- 
ment agencies vigorously. 

On September 12, an election to 
elect the third-term Legislative Coun- 
cil was held. There were altogether 159 
candidates: a record high. Voter turn- 
out also set a record in terms of both 
number (about 1.7 million) and per- 
centage (55.696). Notwithstanding the 
administrative hiccups which in no 
way compromised the integrity of the 
election, these records vividly demon- 
strate public confidence in the electoral 
system. It also shows that the distorted 
picture painted by Human Rights 
Watch is totally groundless. 

JOSEPH YT. LAI 

Deputy Secretary for Constitutional Affairs 

Hong Kong 


LIFE IN THAILAND 

In Bangkok's Vote [Editorials, Sept. 
9], you mentioned the 30-baht (72-cent) 
Thai health plan. As is true of many 
of Prime Minister Thaksin Shinawa- 
tra's promises, this plan sounded good. 
However, it is not playing well where it 
actually counts—in hospitals. 

In countries with subsidized public 
health services, it's always been neces- 
sary to substantially raise taxes to cover 
costs. Thailand has not done this. As a 
result, the Thai health-care system has 
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been massively underfunded. Doct 


have abandoned public hospitals; the^ 


best of them are quickly snapped up 
by the growing private health-care sec- 
tor. Public hospitals, faced with severe 
budget constraints, have to choose 
between paying staff and buying drugs. 
In many cases, patients have to pay for 
their own medication. As one might 
guess, those who must resort to a 30- 
baht hospital visit often do not have 
the money to buy drugs. 

It is hard to underestimate the 
extent of the growing disaster. In a case 
with which I am personally acquainted, 
a husband and wife contracted tuber- 
culosis. But their children and parents 
were not tested though they all lived 
together. The doctor at their rural clinic 
told me he only had tests for those who 
manifested symptoms. 


MICHAEL GREENWALD 
Bangkok 


You are right. The Democrat Party's 
victory in the Bangkok mayoral elec- 
tions poses no immediate threat to 
Thaksin Shinawatra—especially as the 
party remains in disarray after three 
years in near hibernation. 

But with luck, all political parties can 
gain from the experience in Bangkok. 
They should realize that today's voters 
are more sophisticated and demand 
transparency and credible solutions. If 
all parties—or even just one—can learn 
this, democracy will be strengthened 


and Thailand will benefit. 
BURIN KANTABUTRA 
Bangkok 
Nor So WisE? 


I was startled to see your headline, 
Soothing Bush Wisdom [Sept. 2]. 
Rarely, if ever, can those three words 
be conjoined. Then I twigged. You 
meant the Australian outback, not the 
White House. Maybe the former could 
export some to the latter? 


AIDAN FOSTER-CARTER 
Shipley, West Yorkshire 


All letters must include the writer's name, address and 
phone number and are subject to editing. By mail: Review, 
GPO Box 160, Hong Kong; By fax: (852) 2503 1530; 
By e-mail: letters@ feer.com 
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Hong Kong Wants More Democracy 


The most important statistic is that more people voted than ever before 


HONG KONG’s Legislative Council elections need to be 
put into perspective. True, there is disappointment in the pro- 
democracy camp for failing to win as many seats as hoped. 
Individual ambitions aside, for democrats the implicit pur- 
pose of the exercise on September 12 was to show that Hong 
Kong people were ready for and want a greater measure of 
democracy than the current system allows. In this regard, they 
succeeded grandly. (See related article on page 26.) 

The most significant numbers—which, unfortunately, most 
reports chose to regard as secondary to the results of the pro- 
democracy camp—are these: nearly 1.8 million people went to 
polling stations across the territory to exercise a right of democ- 
racy. In percentage terms, this was a 55.6% turnout. Both rep- 
resent record numbers. Also a record was the number of can- 
didates: 159. These are not the kind of statistics to be associated 
with a population uninterested in how it is ruled or by whom. 
If the strength of a democracy is measured by the willingness 
of the population to participate, Hong Kong's franchise is strong, 
healthy and bursting to be allowed to do more. 

Other election numbers as much validate the importance of 
voting among Hong Kong residents. While the performance of 
the pro-government camp has been interpreted as a vote for "sta- 
bility,” it can't really be seen as a vote against the project advo- 
cated by the pro-democracy faction. Even those who support the 


government believed it was important to register their convic- 
tion on a range of issues by, well, voting. 

But what of the "setback" to the democrats? The Legislative 
Council is no parliament in the conventional sense. So at the end, 
the failure of the pro-democracy camp to secure an even larger 
presence in the chamber is unlikely to translate into any more 
or less influence in the writing of laws. And, let's not forget, ' 
the pro-democracy camp won 62% of the votes. 

In fact, the government's decision last year to shelve odi- 
ous security laws wasn't only because pro-democracy politi- 
cians fought against them in the legislature, but because Hong 
Kong residents turned up their noses at the proposals by tak- 
ing to the streets in a massive yet peaceful protest. The record 
turnout in Sunday's election shows they are no less engaged now 
than they were on July 1 this year and last in the political calcu- 
lations that affect their lives. This popular consensus supporting 
liberalism is what will continue to check the current government's 
urge to serve unquestioningly the wishes of Beijing. 

Of course, better yet would be to entrust residents with insti- 
tutions that befit their political development. Indeed, Sun- 
day's polling should count as a victory in the battle for more 
democracy. Beijing, however, is unlikely to recognize that. For 
the moment, then, the desire for more liberalism in Hong Kong 
is set to suffer some substantial strains ahead. — 


B attlegrou nd Terrorists are using Indonesia as their arena against foreign interests 


THE SEPTEMBER 9 terrorist attack in 
Jakarta looks to fit the pattern of other 
attacks—the Bali bombings, that on the JW 
Marriott Hotel in the capital—ultimately 
attributed to Jemaah Islamiah. (See related 
article on page 16 and The sth Column on 
page 22.) JI never claimed responsibility for 
any of these attacks, so no reasons for them 
were ever explicitly given. But since around 
2000, many attacks taking place in Indone- 
sia have had foreigners as their targets. 
Indonesia has become the chosen arena in 
which militants like JI do their fighting 
against foreign interests. 

With the second round of Indonesia's 
presidential elections slated for September 
20, it's easy to make the mistake of linking 
last week's attack to this. But the attack in 
no way affects the campaign of Megawati 
Sukarnoputri or Susilo Bambang Yudhoy- 
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ono—except maybe to convince them to 
press for stronger anti-terrorism measures. 
So this was an attack in Indonesia in which, 
as usual, Indonesians suffered and died as 
collateral casualties, but was not against 
Indonesia. Small comfort. 

Occurring outside the Australian 
embassy, the attack clearly was meant to 
influence that country’s own elections— 
against an incumbent prime minister who 
made his country a strong American ally. 
Similarly, though the nightclubs bombed 
in 2002 were in Bali, the targets were Aus- 
tralians. Rather than act in more secu- 
rity-conscious Australia, terrorists have 
found Indonesia to provide easier access 
to Australian targets. And Australia isn't 
alone. In October 2002, a bomb was det- 
onated outside the Philippine consulate in 
the city of Manado in Sulawesi; in 2000, 


a car bomb outside the Jakarta home of the 
Philippine ambassador caused two deaths 
and badly injured the envoy. 

Indonesians do not deserve any of this 
happening on their soil. And they're begin- 
ning to weary of the toll on Indonesian 
lives as terrorists use their country for their 
own fight. But for this to end, Indonesia 
must become for JI, and other opportunist 
militant groups, as difficult a place to oper- 
ate in as other parts of the region. So far 
it's hard to credit this to Jakarta, whose 
record has been one of ambivalence. 

Indonesia's elections this month are 
being contested on issues ranging from 
jobs to education to corruption. Who- 
ever wins should be reminded that 
improving the security climate also will 
have a salutary effect on economic and 
social indicators. = 
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Uyghur Exile Group 


Forms a Government 


A group of mostly ethnic-Uyghur exiles has announced the for- 
mation of a government-in-exile for northwest China's Xin- 
jiang autonomous region. The announcement came at a Sep- 
tember press conference at the United States Capitol build- 
ing in Washington that was attended by just two journalists. 
One was from the Review and, reflecting Beijing's concern 
about the development, the other came from China's Shanghai 
Wenhui Daily, a state-controlled paper unlikely to print any news 
about the event in its pages. The mainstream Uyghur exile com- 
munity has distanced itself from the effort, and groups such as 
the Washington-based Uyghur American Association and 
the Germany-based World Uyghur Congress did not attend. 
The self-proclaimed prime minister of the new East Turk- 
istan government-in-exile is Anwar Yusuf Turani, president 
of the East Turkistan National Freedom Centre, which describes 
itself as seeking "to tell the world about East Turkistan and raise 
the cause of freedom and independence." Uyghur exiles refer 
to Xinjiang as East Turkistan. Turani is also the new govern- 
ment's foreign minister. A list handed out at the press con- 
ference identifies 20 other top officials, including a Kazakhstan- 
based defence minister, a Turkey-based minister of tourism 
and an Australia-based education minister. 


CHINESE INEWSPAPER STOKES SPECULATION 
A facelift at the Web site of the People's Daily, the newspaper 
of the Chinese Communist Party, is playing into speculation 
in Beijing about the relative power of party chief Hu Jintao and 
his predecessor, Jiang Zemin. Among the changes at www. peo- 
ple.com.cn is the removal of a "data centre" link at the top of the 
home page that previously took users to information about the 
activities of China's top leaders. Anyone who clicked on the 
link came to a page topped by photographs of Hu and Jiang 
side by side, with pictures of the rest of the top leadership 
arrayed beneath them. On the revamped site, users now click 
on a "Chinese Communist Party" link that takes them to a page 
of news and features about the party. Scrolling down the page, 
users come to photographs of the top ro leaders displayed in 
two neat columns against the right margin. But the image that 
dominates the page is a large photograph of Hu in the top left- 
hand corner, with a link to a recent pronouncement he made. 
There is no accompanying photograph of Jiang. Does the page 
design suggest that Hu may finally be stepping out from under 
Jiang's shadow? One test will be whether the subject of the lead 
photo ever changes. 


TIGHTER CONDITIONS AT THAI CAMP 

Thailand is tightening its grip on the ethnic-minority groups 
that have taken refuge from fighting and human-rights abuses 
in neighbouring Burma. Thai authorities recently started con- 
structing a new cement-and-barbed-wire security fence 
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around Mae La refugee camp in Tak province, which histor- 
ically has allowed its inhabitants to forage for food and buy 
supplies in nearby areas, say camp residents. The Thai For- 
eign Ministry tells the Review that the government is build- 
ing the fence to stop refugees encroaching on forest reserves. 
The authorities have also recently imposed new restrictions 
on foreign aid agencies operating at the camp, including bans 
on overnight stays. Mae La, established in 1992 and home to 
around 48,000 mostly ethnic Karen refugees, is the largest 
refugee camp in Thailand, according to the Burmese Bor- 
der Consortium, a relief agency. One camp doctor says 
between 30% and 40% of children at Mae La are chroni- ' 
cally malnourished. A tentative ceasefire between the rebel 
Karen National Union and Burma's military government has 
recently allowed Burmese troops to establish new positions 
closer to the border and extend the reach of road-building 
projects, according to Western aid workers. But they add that 
Burma's continued use of forced relocations of villagers to 
flush out insurgents and make way for such infrastructure 
projects has contributed to a new flow of refugees into Mae 
La camp this year. 


BANGLADESH BOTHERED ABOUT TEXTILES 

Bangladesh wants special treatment for its garment indus- 
try when quotas controlling clothing exports to the United 
States and Europe expire at the end ofthe year. The country's 
overall garment and textile exports could plunge 30976-3576 
next year, with some categories such as cotton shirts and pants 
falling as much as 6896, Bangladesh's commercial attaché 
in Washington, Fakrul Ashan, told a recent meeting of the 
Washington International Trade Association. China and India 
are expected to be the biggest winners when the quotas end. 
"Bangladesh is appealing to the world community to pro- 
vide special treatment," Ashan said. He added that other 
recent U.S. trade measures, including a decision to grant 
countries in the Caribbean and parts of Africa duty-free access 
and to ratify several bilateral and regional trade agreements, 
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BANGLADESH IN A BIND: The garment industry fears for the future 
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had caused Bangladesh's exports to drop from $2.4 billion in 
2000 to just over $2 billion last year. Garments and textiles 
comprise 85% of Bangladesh's total exports. Meanwhile, a 
mid-2003 review of salaries for garment workers around the 
world found that Indonesian workers had the lowest salaries. 
The Progressive Policy Institute in Washington said the 
review found that workers in Indonesia were paid an aver- 
age of only 27 cents an hour, or $2.16 for an eight-hour 
day. Workers in Bangladesh, India and Pakistan followed, 
at about 40 cents an hour. Those in China and Philippines 
received about 68-88 cents per hour. 


TAIWAN LEGAL CHANGES WIN U.S. SMILES 
After years of driving United States trade officials mad with 
frustration, Taiwan is starting to elicit smiles. The most 
recent cause for cheer in Washington was the Taiwan leg- 
islature’s passage of amendments to the island’s copyright 
law in a special session in August. The changes, urged by 
U.S. business, clarify the definition of copyright piracy 
and bolster the government's ability to punish violators. 
Rampant copying of CDs, DVDs, and other goods—and the 
perception that Taipei wasn't doing enough to combat it— 
has long been the biggest obstacle to closer U.S.-Taiwan 
trade ties. The issue has been a major barrier to Taiwan's 
goal of obtaining a free-trade agreement with the U.S. 
Now that objective may be a bit closer. Even before the lat- 
est legal changes, a senior U.S. trade official visiting Taipei 
in July, Assistant U.S. Trade Representative Charles Free- 
man, praised Taiwan's new-found helpfulness and suggested 
long-stalled trade talks could resume. “The momentum is 
in the right direction,” says Richard R. Vuylsteke, execu- 
tive director of the American Chamber of Commerce in 
Taipei, who has been a critic of the government's economic- 
reform pace. 


U.S. Groups Jorn BURMA BOYCOTT 

The University of Washington's Alumni Association in early 
September joined at least three other United States educa- 
tional groups in suspending their sponsorship of tours to 
Burma because of continuing human-rights violations by the 
military rulers of the Southeast Asian nation. "In response to 
the many e-mails we've received from the U.S. Campaign 
for Burma, we have withdrawn our sponsorship of [our com- 
ing] tour," Pauline Ranieri, director of the association's alumni 
tours, said in a message to the activist group that presses 
American companies to end activities that benefit the Ran- 
goon regime. In August, three other U.S. groups—the Amer- 
ican Museum of Natural History, the Smithsonian Institu- 
tions’ Smithsonian Journeys and the Asia Society—joined a 
boycott of tourism to Burma until the government moves to 
introduce democracy, the campaign says. The non-govern- 
mental organization says tourism provides badly needed hard- 
currency earnings to the Burmese government and claims 
that Burma's leaders have used forced labour to develop the 
country's tourism infrastructure. — 
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HAPPY AT LAST: 
Assistant U.S. Trade 
Representative 
Charles Freeman 
praises Taiwan's 
new attitude 
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THIS WEEK 


Giant Blast in North Korea 


An explosion rocked North Korea’s northern 
Ryanggang province just after Pyongyang warned 
of a nuclear-arms race with South Korea. The blast 
caused speculation about nuclear testing, but 
Pyongyang said it was for demolition for a hydro- 


electric project. South Korea’s admission that it had 
experimented with enriching uranium in 2000 had 


prompted cries of foul play from North Korea, 


Samy 





STALLING: North Korea's 
Kim Jong ll 


PAKISTAN 


The army is engaged in the 
heaviest fighting since it began 
intensified operations near the 
Afghan border against suspected 
Al Oaeda-inked fighters. Paki- 
stan's military chiefs said they 
were using artillery and helicop- 
ters to attack training camps in 
southern Waziristan, where they 
believe hundreds of foreign 
militants, including Chechens, 
Uzbeks and Arabs, are being 
protected by sympathetic tribes- 
men. Pakistan said 150 sus- 
pected militants have died since 
major operations began in March. 
Some residents accused the army 
of targeting civilians, which the 
military denied. Meanwhile, more 
than 360 Pakistani prisoners who 
fought with the Taliban in 
Afghanistan were freed from jail. 


10 Far Eastern Economic Review 


which has been pressured by 
the United States in six-way 
talks to curb its nuclear pro- 
gramme. South Korea was 
also found to have experi- 
mented with plutonium in the 
1980s, though Seoul denies 
having had a weapons pro- 
gramme. North Korea is now 
stalling on talks, scheduled to 
resume in late September, 
despite coaxing by China. 


The prisoners are the last of 
about 2,500 sent home after 
being captured by Northern 
Alliance fighters in the American- 
led military campaign at the end 
of 2001. Once back in Pakistan, 
they will be interrogated further 
about their links to the Taliban. 





NEAR THE BORDER: Lóokdra for militants 


MALAYSIA 


Former Deputy Prime 
Minister Anwar Ibrahim 
failed to win an appeal 
against a corruption 
charge, leaving him 
banned from running for 
public office until April 
2008. The state's highest 
court quashed a sodomy 
conviction against Anwar 
on September 2 and 
freed him from six years 
in jail. Anwar's aides said 
he will not seek a royal 
pardon. (See article on 
page 12.) 


AFGHANISTAN 


Supporters of a local 
strongman in Herat rioted 
after President Hamid 
Karzai replaced him to 
shore up stability for 
presidential elections in 
October. Karzai offered 
leader Ismail Khan a 
minister's job in the 


, capital, but Khan refused. 
-~ New Herat Governor 


Mohammed Khair Khuwa 
apologized for protesters' 
violence against aid 
agencies and called for 
stability in the city. 


AUSTRALIA 


Australia’s main stock 

index hit a new all-time 
high after being buoyed 
by positive economic 








A BOMB BLAST at 
the Australian 
embassy in Jakarta 
killed at least nine 
people and ‘injured 
180 others. No one 
inside the embassy 
was hurt in the 
explosion, which 
was caused by an 
estimated 200 
kilograms of explo- 
sives packed into a 
delivery van. (See 
article on page 16.) 


news. The benchmark 
S&P/ASX index rose 
15.8 points to 3,625.5 on 
September 14 before 
closing at 3623.2. The 
rally reflected strong 
gains in leading retail 
stocks Coles Myer and 
Woolworths, which 
issued upbeat outlooks. 
A business survey 
helped the rise, 

showing that companies 
were working at near- 
record levels in August, 
with most planning to 
invest more. 


NEPAL 


Renewed threats from 
Maoist rebels have 

forced more private firms 
to shut indefinitely. A 
total of 46 firms have 
halted business since 
Maoist trade unions 
ordered them to close as 
part of efforts to pressure 
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the government to cede 
power. Business owners 
said they feared 

attacks despite the 
government's promises of 
protection. 


JAPAN 


The government 
announced a weaker- 
than-expected second- 
quarter GDP figure, 
casting uncertainty on 
the country's continuing 
economic recovery. 
Growth in the April-June 
period fell to 0.3 of a 
percentage point from an 
earlier reading of 0.4. The 
annual rate of expansion 
was 1.4%, down from its 
original 1.7% prediction. 
The second quarter of 
2004 marked the fifth 
straight three-month 
period of growth. 


Metro-Goldwyn-Mayer, 
Hollywood's last major 
independent studio, 
says it has agreed in 
principle to be bought 
by Japan's Sony Corp. 
The Sony offer is 
reported to be $5 
billion, over half in cash 
and the remainder as 
assumption of MGM 
debts. The deal will give 
Sony access to MGM's 
film library, a source of 
cash as movies are 
released on DVD. 


Executives of United 
States retail giant Wal- 
Mart said they are 
considering investing in 
Daiei, a heavily indebted 
Japanese supermarket 
chain. Daiei's main lender, 
the struggling UF) Hold- 
ings, is eager to move the 
retailer's loans to a state- 
run bailout agency. Daiei 
executives favour support 
from private investors and 
banks. Wal-Mart already 
owns a 37.856 stake in 
Japan's fourth-biggest 
retail chain, Seiyu. 
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MARRIAGE: The royal pair 


Thirty-year-old Crown 
Prince Al-Muhtadee Billah 
married a 17-year-old 
commoner in a lavish 
wedding attended by 
numerous international 
dignitaries, including 
representatives of Arab 
and British royalty and 


MGM: Hollywood goes Japanese 
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heads of state from 
Malaysia, Indonesia and 
the Philippines. 


Sultan Hassanal Bolkiah 
has taken a step toward 
elections by reviving 
parliament. The ruler of 
the oil-rich country 
appointed 21 members 
to the Legislative Council, 
a move officials said 
may lead to limited 
elections. Parliament 
was disbanded after 
independence from 
Britain in 1984. 


THAILAND 


Concern over the govern- 
ment's declining popular- 
ity prompted supporters 
to call for a new elec- 
tion. Government MPs 
were to raise the issue 
at a Thai Rak Thai party 
meeting, fearing that 
sentiment expressed in 
the recent Bangkok 
gubernatorial election— 
won by the opposition 
Democrat Party's candi- 
date—could spread to 
rural areas. Elections are 
scheduled to take place 
by early 2005. 





A man who raised 
fighting cocks died of bird 
flu, Thailand's ninth death 
from the outbreak and 
the 28th such fatality in 
the region this year. Four 
Thai children were also 
hospitalized with symp- 
toms. The World Health 
Organization has criti- 
cized Thailand for not 
doing enough to monitor 
birds capable of carrying 
the virus, and has said it 
is more worried about 
bird flu than a resurgence 
of Severe Acute Respira- 
tory Syndrome, which 
killed nearly 800 people 
worldwide last year. 


BACK ON DUTY: Sgt. Jenkins at Camp Zama 


FACING THE MUSIC 

The pale man with a heavily lined face reporting 
for duty at the United States Army's Camp Zama 
in Japan on September 11 was old enough to be 
the grandfather of many personnel there. 

But Sgt. Charles Robert Jenkins, 64, briefly 
put his troubles and age aside with a brisk, 
sprightly salute to an officer at the camp gates. 
The U.S. Army accuses Jenkins of deserting 
while on border patrol in South Korea in 1965. 
Since then he has been living in communist 
North Korea. If found guilty of desertion and 
other charges, he could face prison or the 
death penalty. 

Jenkins might get off much more lightly. He 
surrendered after Japan's efforts to clear up a 
bizarre Cold War saga, in which dozens of Japan- 
ese civilians were abducted by the North in the 
late 1970s. Jenkins wound up marrying one of 
these, Hitomi Soga, who returned to Japan two 
years ago after a deal between Tokyo and 
Pyongyang. Jenkins followed in July with the cou- 
ple's two daughters, 

Soga's sad life has become a national cause 
in Japan and Prime Minister Junichiro Koizumi 
appears determined to make her happy. And after 
Koizumi's support for the U.S. in the Iraq War— 
despite wide opposition in Japan—he could expect 
a payback from the U.S. 

First signs were reassuring. TV news showed 
images of Jenkins inside Camp Zama getting a 
regulation haircut—and paying from the $3,273 
monthly salary he is receiving. Instead of being 
handcuffed, he was issued a sergeant's summer 
dress uniform. Sebastían Moffett 
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MALAYSIA 


No Love Lost 


A court ruling and statements by the prime minister appear to bloch a swift return to Umno by the 
dominant party's former No. 2, Anwar Ibrahim. But he still casts a big shadow over the party 


ANWAR IBRAHIM still casts a long 
shadow over the United Malays National 
Organization (Umno), Malaysia's domi- 
nant political party, in which he once 
served as deputy leader. 

Speculation had been rife that the for- 
mer deputy prime minister would return 
to the party's fold ever since Malaysia's Fed- 
eral Court on September 2 unexpectedly 
overturned his July 2000 sodomy convic- 
tion and freed him from prison. And he did 
little to dismiss the rumours, telling the 
REVIEW just over a week after his release 


PARTY OF 
POWER: Anwar 
still has 
friends in 
Umno, despite 
opposition to 
his return 


that many senior Umno leaders have sent 
him private messages of support. 

Under pressure from spooked Umno 
leaders, Prime Minister Abdullah Ahmad 
Badawi on September 12 publicly denied 
rumours that he had cut a deal with Anwar. 
"Why should I be planning to bring him 
back?" an annoyed Abdullah asked re- 
porters. "Anwar has been going against 
us and he is an opposition member." 

Despite Abdullah's remarks, some 
Umno factions were still clearly worried 
that Anwar would be a powerful com- 
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petitor for future party leadership should 
he return to Umnos ranks. Party officials 
also say that supporters of former Prime 
Minister Mahathir Mohamad—who 
sacked Anwar from his government and 
the party in 1998—were angered by talk 
of an Anwar comeback and were deter- 
mined to squelch it. 

But the flap over Anwar's political 
future was premature. On September 15, 
the Federal Court sat again and rejected 
Anwar's bid to have a 1999 corruption 
conviction reviewed. This means he can't 
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E un for political office until May 2008 
: unless he receives a royal pardon. An aide 


_ said Anwar will not be seeking one. By 
:. 2008, Umno would have had two cycles of 
_ party elections, the first on September 23 
..this year and the second in 2007. 


But Anwar had earlier said he was 


+ considering a return to political life. 


“How... 


I get [back] into Malaysian pol- 


_itics is one of the major issues preoccu- 
` pying me,” he told the Review in a Sep- 


ES 


tember 11 phone interview from a clinic 
in Munich, where he has been recovering 


_ from back surgery. "Through the oppo- 
-sition or just [through] a civil society 
-NGO that interacts with both [govern- 
ment and opposition].” 


== Anwar’s release sent shock waves 





"through Umno, where he once was con- 







| sidered the heir apparent to Mahathir. The 


ember 2 court ruling was followed by 
ration press coverage of the affair, 
h was largely neutral or slightly 
urable to Anwar, a man previously 


- demonized by both the Umno-led coali- 
tion government and the staunchly pro- 
government media. 

Indeed, many of the editorials in local 
newspapers cited the Anwar judgment to 


hail the independence of Malaysia's 
judiciary. Umno officials say that 
angered Mahathir supporters because it 
implied that the courts that convicted 
Anwar during the former premier’s 
tenure were politically influenced— 
something Anwar himself has alleged. 
Mahathir has said only that he still 
believed Anwar was guilty. 

More confusing for Umno’s rank-and- 
file, according to party officials, was the 
lack of an official party stance on Anwar's 
release in the days immediately after the 
court's ruling. Prime Minister Abdullah's 
initial public reaction didn't help to clar- 
ify things: He said he was willing to meet 
Anwar, if need be, because he “wasn't 


fighting with him." 
Says a senior Umno official: "Every- 
body was saying . . . respect the decision, 


and the media was playing him up—it 
was like everything's forgiven." 

Upset, anti-Anwar Umno members 
are widely believed to have circulated 
rumours and poison-pen letters to fel- 
low party members alleging that a deal 


was being hatched between Abdullah and 


Anwar that would permit Anwar to even- 
tually rejoin Umno. 





As he gets used to Pelas Anwar Ibrahim i is preparing ee his 
-political comeback. But he faces some difficult decisions 


BARELY OUT OF PRISON, Anwar 
Ibrahim is facing a tough choice— 
whether to try and re-enter the labyrinth 
of Malaysian politics or revive his role 


. as a global Muslim leader. Those who 


know him well expect him to juggle both 
roles—a prospect that worries support- 
ers who think that Anwar's background 


. and moral authority make him a Muslim 
-. leader for the times. 


As Anwar tells it, former Indonesian 


< President B.J. Habibie came to see him as 






he was recuperating from a back opera- 


ion in Europe earlier this month and 


: sked him to play the bigger role. “He was 





By Michael Vatikiotis/ HONG KONG 


saying, Anwar, please, I know you have 
to focus on recuperation and then on 
Malaysian politics, but please look 
beyond," Anwar told the REVIEW in a 
phone interview from a Munich clinic on 
September 11. “Please do something for 
the region, please think aloud. He said, 
you have to address issues like civil soci- 
ety and the prejudice against Islam.” 
Habibie's influence over Anwar isn't 
easily dismissed. The diminutive former 
president founded a reformist Islamic 
movement in Indonesia in 1990. Habibie 
worked closely with Anwar in the mid- 
1990s to promote a tolerant and con- 





The letters, some of which were seen 
by the Review, made m ch of the fact 
that Khairy Jamaluddin, Abdullah's s 
in-law and Umno's depu J youth chief, 
had met with Anwar on the night of 
his Ica 






meeting a on pln 7 "iid Abdullah 
they didn't want Anwar back in Umno. 
The point was hammered home again 
at a meeting the next day, when at least 
four Umno ministers—including ; Min- 
ister of Trade and ears Rahidah Agia 
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structive brand of Islam which they hope 
would influence the religion world 
and head off what they saw as a danger- 
ous trend towards intolerance and corn- 
frontation with the West. | 

Together they gave speeches and. 
formed think-tanks in which young Mus- 
lim scholars synthesized the best of West- 
ern social science and philosophy with 
islamic thinking. They were both leaders .— 
in waiting, and they attracted young and. | 
ambitious thinkers who saw in them the 
way toan end to decades of religious con 
flict and authoritarianism. 

What a difference a decade makes. 
The harsh realities of politics interrupted 
their intellectual discourse. Anwar was 
sacked as deputy prime minister in 1998 
and soon after went to jail, while Habi 
bie lost Indonesia's 1999 presidential 
election. Their push for Islamic plural 
ism crumbled along with the so-called 
Asian economic miracle. In its place an 
intolerant and radical brand of Islamic 
thinking took root in the Islamic && 
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INTERVIEW 


Voice of Reason 


Anwar Ibrahim discusses Islamic radicalism in Asia 
with the REVIEW’s Michael Vatikiotis 


ON THE CHANGING CHARACTER OF ISLAM IN THE REGION 

The landscape has changed drastically since the mid-gos. What we did 
was in the right direction in the sense that we were convinced that there 
must be a radical departure from the conventional view among Muslim 
leaders regarding the role of Islam and the need to encourage an effective 
dialogue with the West. We should not be apologetic in clamouring for reform 
and civil society. This is where I depart from many of my colleagues, because 
they viewed all Muslim organizations that are not seen in the mainstream 
of politics as extremists that you don't need to engage with. To the con- 
trary, if you don't engage them you remain quite irrelevant. 


SO YOU'RE SAYING YOU HAVE TO ENGAGE ALL THE RADICALS 
AND EXTREMISTS? 

Yes, except those who promote and preach violence. We have 
to draw the line there. Even if they promote sharia law or an 
Islamic state, we have to engage them. Otherwise you are 
ignoring or marginalizing a major segment of the popula- 
tion. And it is there that there becomes the breeding ground 
for more extreme and fanatical cells to develop. 


ARE YOU SURPRISED THAT THE MORE RADICAL GROUPS 

HAVE BEEN ABLE TO INCREASE THEIR INFLUENCE IN 
SOUTHEAST ASIA? 

I did not anticipate that in our region. It has happened. 
We have to deal with them. I’m not suggesting I have all the 
answers. But this over-politicization of the issue of mili- 
tant Islam and violence won't help because you actually 
antagonize a lot of ordinary Muslims. What we need to do 
is promote in a positive sense what Islam stands for, and 
then focus on violence as violence. If it is perpetrated by 
Muslims, they need to be equally condemned. If they use 
Islamic arguments then we have to counter with Islamic 
arguments against their perverse analysis. 


YOU TALKED IN THE 1990S ABOUT ABOLISHING MALAYSIA'S TOUGH 

DOMESTIC SECURITY LAWS. THE LIBERAL WORLD WAS BEHIND YOU, BUT 

NOW COUNTRIES LIKE AMERICA WANT TO SEE POTENTIAL TERRORISTS 
LOCKED UP. WHAT DO YOU THINK? 

I dort share the American view, because it seems that America is abetting 
crimes perpetrated by these regimes or governments. If you have evi- 
dence against these perpetrators of violence, even if it takes months of inves- 
tigation, I would let it be. But you can't continue to detain for four years 
and say you are still investigating. This is immoral. 


THERE SEEM TO BE FEARS ABOUT YOUR ASSOCIATION WITH RADICAL ISLAMIC 
MOVEMENTS. WHAT DO YOU SAY TO THAT? 
I don't see that as a problem . . . I believe that you need to listen and engage 
them. I've always disagreed with the idea of demonizing the ulema [religious 
scholars] and the Islamic Party (Pas) and branding them all as extremists. 
We should engage and choose to disagree. This is the flaw of American 
foreign policy ... You engage with the so-called moderate leaders who are 
dictators, or have authoritarian policies, and you expect Muslims to support 
and recognize that? 

To read the full interview please go to www.feer.com 
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schools that Anwar and Habibie had 
wanted to influence. 

Now that Anwar is free, Habibie and 
other scholars and thinkers around the 
region are hoping the former Muslim rad- 
ical will resume his quest for a tolerant, 
progressive Islam to counter the funda- 
mentalism blamed for a surge in terrorism. 

"If you want to win this kind of war 
you can't just use force," argues Surin 
Pitsuwan, a Muslim and former Thai for- 
eign minister. "You have to win it on the 
intellectual background. Anwar can point 
to a vision of the future." Many other Mus- 
lim intellectuals agree that Anwar, who 
warned of the seeds of militancy a decade 





GETTING READY: Anwar plans for the future 
from his hospital bed in Munich 


ago, is a man for the times. "He seeks 
modernity without surrendering pride 
in Islam," says M.J. Akbar, editor of the 
Asian Age in New Delhi. 

However, all the Muslim thinkers 
canvassed agree that for Anwar to take 
up the intellectual reins that made him 
a leading figure in the Muslim world, he 
needs to re-establish a political base in 
Malaysia. "When he was deputy prime 
minister and finance minister, Anwar 
had the power and money to articulate 
and push his ideas," says Nasir Tamara, 
a Muslim intellectual from Indonesia. 

Anwar is acutely aware of the dilemma 
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“ Anwar seeks modernity without 
. . ° ) 
surrendering pride in Islam" 


M.J. AKBAR, EDITOR or ASIAN AGE, New DELHI 


he faces. He says he has received a flood of 
invitations to join international organiza- 
tions, “I am giving serious consideration 
to these offers and not just dismissing 
them,” he says, while making it clear that 
a return to politics in Malaysia is very much 
on his mind. "I think my priority should be 
to forge a more cohesive force among the 
opposition and civil society groups." 

But the political climate at home and 
abroad has changed considerably since 
Anwar first mapped out his blueprint for 
an Asian renaissance rooted in religion 
and tradition. "In the mid-1990s, Muslim 
countries were close allies of the West. 
With the global war on terror, Muslims feel 
alienated by the U.S.," says Dewi Fortuna 
Anwar, a former close aide of Habibie. 





At home he faces a struggle to knit 
together disparate opposition forces rang- 
ing from the ethnic Chinese-dominated 
Democratic Action Party to the Islamic 
Party, or Pas. The most effective power base 
for Anwar would be back in the dominant 
United Malays National Organization, but 
party leaders have blocked his imminent 
return and he faces legal hurdles returning 
to political office. (See article on page 12.) 

Whichever path he chooses, Anwar 
says he's learnt valuable lessons from his 
time in jail. “If I were to embark on active 
partisan politics in Malaysia, I will chart 
a new strategy. | will not allow myself, 
or the party or coalition | am involved in, 
to be dragged into the viciousness and 
enmity of different groups." = 
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Fighting Poverty in Asia and the Pacific 


Asian Development Bank's overarching goal is to reduce poverty and 
improve the quality of life of people in the Asian & Pacific region. 


Financial Control Specialist 


Reporting Arrangements 
The position reports to the Assistant 
Controller, Loan Administration Division. 


Description of Responsibilities 


lI Disbursing loans and technical 
assistance (TAs) to recipient countries; 

@ Disbursing private sector equity 
investments and loans; 

lI Leading loan disbursement missions to 
the recipient countries and delivering 
lectures on disbursement operations in 
the seminars/workshops for the 
executing agencies (EAs) to facilitate 
financial administration of projects; 

W Participating in operational activities, 
such as Country Portfolio Review 
Missions, loan inception and administra- 
tion missions, loan negotiations, etc.; 

WE Providing advice and guidance in 
enhancing the capacity of EAs in 
achieving development results of ADB's 
projects and monitoring the adequacy of 
EA's internal control and accounting 





capability to design appropriate disburse- 
ment mechanism; and 

@ Maintaining and improving the computer- 
based loan/TA financial information system. 

Selection Criteria 

Bi suitability to undertake the responsibilities 
mentioned at the required level; 

@ a post-graduate degree in Finance, 
Accounting, Business Administration, 
Economics, Management Information 
System or Computer Science or other 
related fields, and preferably with profes- 
sional qualification such as Certified Public 
Accountant, Certified Financial Analyst, or 
its equivalent; 

Bi at least five (5) years of relevant profes- 
sional experience, with in-depth knowledge 
of project management/implementation; 

Bi strong background in information technol- 
ogy in the areas of a computerized 
accounting and financial information 
system; and 

© excellent oral and written communication 
skills in English. 





VISIONARIES: Anwar and B.J. Habibie promote 
a tolerant and constructive brand of Islam 





Established in 1966 and headquartered in Manila, 
Philippines, ADB's multicultural staff come from about 
50 member countries. ADB offers an internationally 
competitive salary paid in US dollars. Salaries and 
benefits are generally free of tax except for citizens of 
some countnes, primarily the USA and the Philippines 
whose incomes are taxed by their respective 
governments. While the position advertised is for ADB 
Headquarters in Manila, Philippines, ADB staff must be 
prepared to serve in any location outside the 
Headquarters at the discretion of Management 
Applicants must be nationals of one of ADB's member 
countries, International experience will be taken into 
consideration. 


Apply electronically, quoting Ref. No. EXT-PS04- 
146(5)-CTLA and job title on subject line and attaching 
application form available on http://www.adb.org 
Employment/appform.asp to e-mail address 
CS-jobs(@adb.org by 7 October 2004 
i A Human Resources Division 

enun Asian Development Bank | 
PO. Box 789, 0980 Manila, Philippines 


Women are actively encouraged to apply. 


Due to the expected large number of applications, only 
shortlisted candidates will be contacted. Applications 

lacking the job reference number and job title or using 

the wrong e-mail address will not be considered 











INTENDED TARGET? A funeral service for a victim of the bombing 
(above); smoke rises from the site; the wreckage 


‘TERRORISM 


Fuel for Indonesian Anger 


Australia was the apparent target, but only Indonesians died. Terrorists from Jemaah 
Islamiah may be making their own agenda more difficult with each attack 


THE WARNING MESSAGE issued by the United States 
embassy in Jakarta on September 3 had only one new line, 
telling Americans to avoid “identifiably Western hotels.” 
But it was enough for a Western counter-terrorism training 
team to change hotels and for the Australian embassy to move 
its annual ball the next day from the once-bombed JW Mar- 
riott Hotel to the embassy’s floodlit tennis court. 

The snippet of intelligence from what the Americans 
described as a “single but reliable source” provided the only 
real hint that something was imminent. Six days later, in 
the first major terrorist incident since the bombing of the Mar- 
riott in August last year, a small white delivery van packed with 
an estimated 200 kilograms of explosives blew up outside the 
Australian embassy, killing at least nine Indonesians and 
wounding more than 180 others, 20 of them critically. 

If the Jemaah Islamiah (JI) terrorist network was respon- 
sible, as Indonesian and Australian officials are convinced, 
the bombing seemed to lay to rest the post-Marriott debate inside 
the organization—described in interrogations of JI suspects— 
over the wisdom of carrying out attacks that lead to a high num- 
ber of Indonesian casualties. With no Australians among the 
dead and only a few foreigners suffering slight injuries, Indone- 
sians were feeling more like victims than ever before. 
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By John McBeth/JAKARTA 


And it showed. Unlike previous occasions, Nahdlatul 
Ulama and Muhammadiyah, the country's two largest Mus- 
lim organizations, quickly issued statements condemn- 
ing the bombing. So did the Prosperity and Justice Party, 
a hard-line Muslim party trying to find a path into the polit- 
ical mainstream. Police chief Da'i Bachtier almost imme- 
diately pinned the blame on fugitive Malaysian bomb 
experts Azahari Husin and Noordin Mohamed Top, the two 
key suspects in the Marriott bombing and the blasts in Bali 
in October 2002. 

Azahari, 47, and Noordin, 33, have had several narrow 
escapes in a manhunt that has gone on since the Bali bombs. 
The latest came on June 30 when police arrested six JI mili- 
tants outside the Central Java city of Solo. Two other sus- 
pects—who escaped—had been carrying bomb equipment, 
which police believe was to have been used in an attack on a 
ceremony to open a new Australian-funded, anti-terrorist train- 
ing centre in Semarang, Central Java. 

Australian and Indonesian officials warned that a sec- 
ond terrorist cell, comprising up to 10 newly recruited suicide 
bombers, remains at large in the Indonesian capital. On the 
evening of September 11, the U.S. issued an updated warning 
urging Americans to stay away from the area around the Aus- 
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tralian embassy and the slackly guarded, 17-tower Taman 
Rasuna apartment complex lying behind it. 

Ordinary Indonesians are growing increasingly angry at 
the indiscriminate killings. Look no further than the small 
al Barqah mosque, serving a poor urban community just 
behind the embassy. Sutrisno, a 35-year-old labourer, points 
to the mosque's shattered windows and bomb-damaged 
roof and asks: "What sort of Muslims would damage a 
mosque?" Ibu Martono, a middle-aged woman cradling two 
grandchildren, doesn't mince words either. “If I saw them, it'd 
be chop, chop," she says. "They're animals." 


POPULAR BACKLASH 

Although it is difficult to know the extent of JI's support 
network, Western counter-terrorism experts say the mount- 
ing anger over Indonesian casualties may begin to limit the 
mobility of the terrorists. *People who provide the safe houses 
and the cars, but who don't have the same faith and dedica- 
tion as the hard core, may now be having second thoughts— 
and that's where you're going to start seeing cracks," says one 
former military officer who helps train Indonesian police. 
"That's got to work to their disadvantage." 

Sandy Gordon, former head of Australian federal police 
intelligence and now a lecturer in terrorism and transnational 
crime at the Australian Defence Force Academy, shares that 
view. "I think the population must be really fed up with it by 
now,” he says. “I think they will certainly believe in the real- 
ity of JI and Islamic terrorism now if they have not before." 
(See also The sth Column on page 22.) 

Gordon says the latest bombing reveals a lack oflong-term, 
strategic direction—the result, some experts believe, of police 
successes in taking out much of the JI leadership in the past 
two years. "It should have been obvious it [the embassy] was a 
hard target and most of those killed would be Indonesians," he 
notes. "It was a poorly selected target. It lacked insight into what 
the capability was and what the affects would be." 

Western security experts were mystified why the suicide 
bombers waited until 10:30 a.m., rather than carrying out the 
attack several hours earlier or in the late afternoon when Aus- 
tralian diplomats were coming and going from work. The 
answer, some of them believe, is that the original target may 
well have been a downtown hotel. 

"They may have got their message across, but tactically 1 
think they did it with very little planning," says one experi- 
enced investigator. "When the Americans put their alert out 
on Friday I think they were forced to change their plans." 

The massive explosion shredded the exteriors of neigh- 
bouring high-rise office blocks in a 500-metre radius along 
busy Jalan Rasuna Said, one of the two main thoroughfares 
that frame Jakarta's central business district. But the main tar- 
get of the bombers, a four-storey, tile-on-concrete structure 
opened in 1993, sustained relatively superficial damage, its 
position at a slight angle to the road apparently helping to 
deflect the blast. 

In addition, the front windows had been fitted with 
armoured glass since late 1999 when a midnight sniper fired 
two shots into an empty fourth-floor office at the height >> 
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-Incumbent Megawati Sukarnoputri wouldn't engage front-running 
. . candidate Susilo Bambang Yudhoyono in a televised debate in the 
— final days before the September 20 direct presidential election 
= showdown. But then, why should she? The rules laid down by the 
- General Elections Commission, as she points out, don't prescribe 
. it. More importantly, she is simply not good 
in situations where she has to venture away 
... from the sanctity of prepared text. 





. . anyone in the two-person race, it will be 
È . the forefront of the anti-terrorist effort in 


— Megawati’s cabinet. But the momentum he 
. gained from his July 5 first-round victory, 


fe _ favoured the incumbent. 
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of daily demonstrations over Australia's intervention in strife- 


torn East Timor. The mission was also cushioned to some 


extent by a so-called blast garden, a shrub-covered mound ris- 
ing inside a stainless steel-cored perimeter fence that was 
peeled back by the force of the explosion. 


In the building across the street, the president-director 


of the Dutch-owned Rabobank, Antonio Costa, 49, suffered 
facial lacerations when his office window exploded into jagged 
shards. Coincidentally, the Portuguese banker was also hurt 
in the Marriott bombing, which claimed the life of his pred- 
ecessor and lunch companion, Hans Winkolmolen—the only 


| AFTER THE BOMB: AN ELECTION 


If the September 9 bombing helps 


Photos: Reuters 


Yudhoyono, a retired general who was at 


when he won 33.4% of the vote in a field of 
five candidates, lost a lot of steam during a 
10-week campaign hiatus that can only have 


In the opinion polls, Yudhoyono still 
holds a commanding lead. A post-bombing 





foreigner among the 12 dead. Then, Costa was hospitalized 
for more than a month with serious wounds to the head. This 
time, he only required stitches. “I didn't have time to think,” 
he told the Review, “but I knew what it was and I did say to 
myself, ‘Not again!" 

Costa hasn't given a thought to going home. “It’s impor- 
tant for my staff to stay and show that life goes on. It's some- 
thing we have to live with." That's something Indonesians, in 
particular, are now having to accept. & 

Tom McCawley in Jakarta and Donald Greenlees 
in Seoul contributed to this article 


office to appear more frequently than usual on national television 
and newspaper front pages. She also visited the site of the 
embassy bombing, in a departure from previous practice. 

In an interview with Tempo magazine shortly before Yudho- 
yono's official three-day window to campaign began on Septem- 
ber 14, the challenger complained that 
"even though Megawati's activities are not 
classified as campaigning," her incumbency 
allows her “to communicate with the 
people on a wider scale." 

Yudhoyono, by comparison, has been 
not nearly as visible, despite a punishing 
schedule travelling to speaking engage- 
ments and talking to interest groups. In 
addition, he has failed to counter negative 
propaganda ranging from accusations that 
he panders to extremists because of his 
political affiliation with two of Indonesia's 
most hardline Muslim parties, to the con- 
tention that because his wife's name, 


—. survey by the Indonesia Survey Institute HISTORICAL MOMENT: Megawati at the Kristiani, seems to suggest it, she is a 


showed him ahead at 61.3% to Megawati's | bomb site; Yudhoyono visits a victim Christian. (She isn't.) 


23.7%, with a 3% margin of error. Indeed, 
even with Megawati's Indonesian Democ- 
ratic Party for Struggle gaining support 
from leaders of two major parties, Golkar 
and the United Development Party, it will 
still take a Herculean effort for her to 
make up the deficit. 

One group might help Megawati: Poll- 
sters say that if the July vote is any yard- 
Stick, most apparently undecided voters are 
likely to vote for her. Another concern for 
Yudhoyono is the number of people who 
won't vote, through apathy or because they 
don't like either candidate. That could favour 
the president, whose main support comes 
from older voters and those who are influ- 
enced by community leaders. 

Critics, including elements in the 
elections commission itself, now seem to recognize that the 


ambiguity over what constitutes official campaigning in the lead- 
up to the run-off favoured Megawati. Although she is still far from 


accessible, the media-shy president has made full use of her 





He has also failed to blunt the impres- 
sion, created by his mercurial running 
mate, businessman Jusuf Kalla, that his 
administration will have anti-Chinese 
tendencies. The only claim that seems to 
have brought him bursting out of his shell 
is that he has received foreign funding. It is 
an accusation that feeds into the percep- 
tion, long fostered by his opponents, that 
his American education and previous _ 
leading role in the war on terrorism make 
him a lackey of Western interests. 

Yudhoyono's frustration is evident. "1 
come out of my house and go to the 
streets of Jakarta and find pamphlets 
saying I'm the enemy of the people," he 
complained to Tempo recently. "This kind 
of character assassination is the one that 
is confusing the people. | really hope we can compete in this 
election in a positive manner. The people should listen to 
messages of how to solve the problems of unemployment, 
education and the economy." John McBeth 
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Douglas Miller and 
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New York-based 
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Legal Eagles Spread Their Wings 


The country is opening new doors to foreign lawyers. The long-protected legal 
profession and Japan’s cosy ways of doing business may never be the same 


By Martin Fackler and Ichiko Fuyune 


FOREIGN LAWYERS are flocking to Japan, forcing change grow to eight, and the firm will be moving 
in the country’s cosily insulated ways of doing business. to share with Japanese partner Yodoyaba 
Dozens of American and British law firms have opened or which has 30 lawyers. 
expanded operations in Tokyo in recent years, drawn by "There's a new sense of urgency in « 
market-opening reforms, rising demand for legal services and that we need to expand in Japan,” said Di 
a rebound by Japan's long-dormant $5 trillion economy. The partner at Coudert's Tokyo office 
firms are finding Japanese joint-venture partners, opening The foreign firms are jockeying for | 
plush offices and expanding staff. Since 2000, the number of legislative amendments that will take effi 
foreign lawyers in Japan has doubled to 213, according to make it possible for them to hire Japanese |: 
the Japan Federation of Bar Associations. with local firms, allowing overseas fi 
For example, Chicago-based Baker & McKenzie and Japan- legal services for the first time 
ese joint-venture partner Tokyo Aoyama Aoki have a combined While some foreign firms have had offi: 
68 foreign and Japanese lawyers, making them the eighth- the late 1980s, tight regulations had restrict 
largest law office in Japan. involving non-Japanese legal codes. In 1995, 
Similarly, Coudert Brothers, a New York-based firm with to form joint ventures with Japanese firms in wh 
more than 600 lawyers globally, had just two foreign lawyers firms can share the same office spaci | 
in Tokyo in the late 1990s. By this year's end, the number will separate, having to hang separate signs o1 > > 
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and even issue separate written opinions to the same client. 

As the foreigners breach the ramparts, they're shaking 
up Japan's long-protected legal profession. Earlier this year, 
British giant Linklaters attempted to absorb an established 
mid-sized Japanese firm, Mitsui, Yasuda, Wani & Maeda— 
the brashest move yet by a foreign firm. In a sign of the 
mixed emotions with which Japanese lawyers view the 
invaders, the attempt ended up splitting the Tokyo-based 
practice into two. Two named partners and some 30 asso- 
ciate lawyers decided to go to Linklaters, while other lawyers 
refused to join the big foreign firm. 

Some Japanese law firms are scrambling to defend them- 
selves by imitating their new competitors. They're grow- 
ing bigger and becoming one-stop firms with a full range of 
services, just like many global law companies. In 1999, 
the biggest Japanese firm had 74 lawyers; now, the top 
four firms are each more than twice that size. They're also 
charging more and clocking longer hours—all a far cry from 
the traditional image in Japan of lawyers as lone wolves 
working for the good of the people. 

One big attraction in Japan for the foreign firms is the 
rising demand for legal services, brought about by the coun- 
try's slow transformation into a more litigious society. Until 
the 1990s, Japan was known as a place where Western legal 
practices didn't seem to apply, where courts were shunned 
as overly confrontational and deals and disputes were settled 
with a handshake and a bow. But a decade of globalization 
and deregulation has broken down the old informal business 
alliances and clubby industry cartels, unleashing a fiercer 
brand of competition. 

Nowhere has this been more apparent than in the current 
fight between Japan's No. 2 bank, Mitsubishi Tokyo Financial 
Group, and No. 3 lender, 
Sumitomo Mitsui Finan- 
cial Group, to take over the 
struggling UF] Holdings. 
What started in mid-July as 
a seemingly standard, old- 
style gentlemen's agreement 
by Mitsubishi Tokyo to 
acquire UF] has escalated 
into the first takeover battle 
in Japanese banking history, 
with all sides relying on 
lawyers as never before. 

Sumitomo Trust & Bank- 
ing Co., a sister company of 
Sumitomo Mitsui, used the 
courts to freeze Mitsubishi 
Tokyo-UF] negotiations for a 
month. Mitsubishi Tokyo 
had UF] sign an agreement 
barring it from negotiating 
with other suitors. Sumit- 
omo Mitsui is talking to 
investment bankers and 
lawyers about the possibil- 
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"Including 30 Japanese lawyers expected to 
join Linklaters in Tokyo from Mitsui, 





ity of launching a hostile takeover bid, which would be the first 
by a Japanese bank. Even UF] shareholders are talking to 
lawyers about suing UF] for refusing to meet Sumitomo 
Mitsui to hear the terms of its offer. 

“Until now, banks had rarely turned to the courts in dis- 
putes with other banks,” Sumitomo Trust President Atsushi 
Takahashi said in an interview. “Now . . . the industry isn't 
as closely linked as it used to be.” 

Foreign law firms hope their long experience in com- 
plex contracts and legal negotiations in the United States and 
elsewhere overseas will eventually help them grab some of 
this new business in Japan. They also want to service the 
rising number of Japanese companies involved in cross- 
border mergers or issuing securities abroad. And as big 
U.S. and European corporate clients show renewed interest 
in the rebounding Japanese economy, overseas law firms hope 
these companies will turn to familiar names for legal advice, 
including questions of Japanese law. 


A HOLE IN THE NETWORK 

“We wanted to offer Japanese law,” said Casper Lawson, a 
partner at the Tokyo office of Linklaters, which has some 2,400 
lawyers worldwide. “Lack of Japanese law was a hole in our 
network.” Linklaters saw a chance to raise its presence in Japan 
through its long-standing ties with Mitsui, Yasuda, Wani & 
Maeda, whose team of some 60 lawyers specialized in finance 
and mergers. Last year, it started to discuss absorbing the 

smaller firm after next April's market opening. 
At first, there was no resistance within the Japanese firm. 
But founding partner Takuhide Mitsui began to have mis- 
givings in March, and backed out of the deal. He now 
plans to take about 15 junior lawyers with him to form 
a new firm. Another 15 law- 
yers defected to rival Japan- 
ese firms. Mitsui says he 
didn't want to relinquish the 
traditional independence 
enjoyed by lawyers in Japan. 
Being part of Linklaters 
would make the Tokyo office 
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Combined 
number just a little branch report- 
i act ai ing to a distant headquar- 
ters. “Can't we practise law 
68 without committing to a 
big firm?" he asks. 
55 | The other half of the 


firm joined Linklaters out 
of a belief that global 
firms were the future, and 
that the new competition 


34 


48 would steal big Japanese 
clients away from smaller, 
60° local firms. “Japan has to 


adapt to global legal prac- 

tices,” says partner Aki- 

hiro Wani, who will join 
Linklaters next April. = 
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What Indonesia Must Explain 


By Sidney Jones 


The writer is Southeast Asia project director of 
the International Crisis Group 


Less than a month ago, foreigners in Jakarta were wondering 
aloud whether Jemaah Islamiah was a spent force because more 
than a year had gone by since a major bombing. A day after the 
Australian embassy was attacked on September 9, some were 
wondering whether JI was stronger than ever. The interesting 
question is not which was closer to the truth. It's why Indone- 
sians themselves were hardly wondering at all. 

Terrorism has not been an election-year issue in Indone- 
sia, and stories on JI don't sell newspapers in Indonesia the 
way they do in Australia and the United States. Most Indone- 
sians have far more pressing things to worry about in terms 
of their day-to-day existence than when the next explosion 
might occur, and that's understandable. But even after the 
bomb attack last Thursday, many Indonesians don't believe 
that an organization called Jemaah Islamiah exists, and many 
of those who do aren't willing to admit it in public. Why? 

The fact remains that up until now, many Indonesians have 
seen terrorism as a Western obsession that has driven all other 
issues off the table. They have tended to see the “war on ter- 
ror" not as something that Indonesia should join to make 
the streets in Jakarta safer, but as a thinly disguised plot to safe- 
guard U.S. interests that has led to the persecution of Muslims 
around the world. 


€ Now is the time for the government to spell out to the 


Indonesian public exactly what it knows about JI yy 


This may have changed after last Thursday, because this 
time, there’s real outrage. There was anger after the ].W. Mar- 
riott Hotel bombing in Jakarta last year, when mostly Indone- 
sian taxi drivers and hotel staff were killed. But it didn't trans- 
late into any sense that terrorism writ large was a domestic 
issue that needed to be tackled with more gusto. If anything, 
conservative Muslim groups and ultra-nationalists half-suc- 
ceeded in twisting the issue into one of police persecution of 
“Muslim activists,” with the U.S. as deus ex machina, President 
Megawati Sukarnoputri's government made no serious effort 
to intervene to set the record straight, and the Marriott attack 
passed into history. 

This time around, there is both more anger at those 
responsible and an outpouring of support for Australians, 
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the intended victims. But there's still no real 
understanding of who the perpetrators are, 
because the government has never had the 
courage to spell it out. 

We've heard vigorous condemnations of ter- 
rorism and violence, but the words “Jemaah 
Islamiah" have hardly been mentioned by anyone 
in authority. And if you can't name it, you can't 
fight it. This is a problem that goes beyond the 
police tracking down criminals. We aren't dealing 
with a few psychopaths. We're dealing with an 
organization—a large organization—that may 
have been so disrupted by the arrests of the past 
two years that it's broken into several parts, each 
capable of mounting a low-tech, high-impact oper- 
ation with one or more suicide bombers. In the 
short term, its very weakness may have made it 
more dangerous. Not only may we be dealing with 
different commands, but we may also be deal- 
ing with new kinds of alliances between remnants 
of some JI cells and other like-minded groups that 
have nothing to do with JI. 

The government needs to explain this to its own 
people. This is not a problem that's going to go away 
any time soon, and it's not one that's going to be 
solved by the purchase of some hi-tech equipment 
or the passage of a new law. Someone is going to 
have to think about how to prevent young adults 
from being attracted to martyrdom and how to 
channel the energies of would-be jihadists into 
more constructive pursuits than making bombs. 
Someone's going to have to convince top religious 
leaders from across the ideological spectrum that 
their help is needed to root out jihadism. 

Many commentators have pointed to the rela- 
tive equanimity with which the business com- 
munity treated this latest blast. But when the next 
one comes, it could be aimed at a luxury housing 
complex, a crowded shopping market or a school, 
and in a way that could send expatriates packing. 
Almost certainly, most of the victims would again 
be Indonesians, but the economic ripple effect of 
a major exodus would cause even more misery for 
the Indonesians left behind. 

Now is the time, while the anger over the 
embassy attack is still fresh, for the government to 
spell out to the Indonesian public exactly what it 
knows about JI, how extensive it is, what expertise 
it has and what steps are being taken to fight it. This 
doesrit mean that terrorism has to become an obses- 
sion for Jakarta; it just means more focus from the 
top on an issue that can't be wished away. = 
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| China Briefing | 





New Numbers Yield 


Mixed Economic View 


A raft of new economic numbers failed to reveal a 
definitive direction for the Chinese economy or yield 
a verdict on the success of Beijing’s administrative 
measures to slow the economy. Industrial output 
increased 15.9% year on year in August, which was 
up slightly from 15.4% in July. At the same time, the 
inflation rate remained at 5.3% year on year for the 
second consecutive month in August, the highest 
level in seven years. Some people used these signals 
to promote a hike in interest rates by the central 
bank for the first time in nearly a decade. But others 
pointed to different numbers suggesting that admin- 
istrative controls are successfully guiding the econ- 
omy to a much-hoped-for soft landing. For example, 
retail sales slowed to their slowest rate of growth in 
five months in August—13.1%—from a year earlier. 
Fixed-asset investment 
rose 26.3%, down from 
a 32% increase in July. 
Premier Wen Jiabao 
said recently that China 
would retain the 
administrative controls 
over lending and new 
investment instituted 
earlier this year. 


RETAILS SALES: Slightly slower 


Senay 


BEIJING BOOSTS DEFENCE OF NEW DAM 


Beijing ordered anti-terrorist troops equipped with helicopters and tanks to 


defend the new Three Gorges Dam along the Yangtze River, a state-con- 
trolled newspaper said on September 14. Citing state-run television, the 


Huaxia Times said that elite graduates of training programmes specializing in 


counter-terrorism had been sent to the dam. The report said that the 
increased defences are in response to threats perceived not only from 
terrorists but from other countries. The report cited a military build-up in 
Japan and “clearly rising threats from the United States” as additional 





UTILITIES 


The world’s largest water- 
supply company 
announced on September 
14 that it had won a 700 
million renminbi ($84.4 
million) contract to supply 
water in the northeastern 
city of Tianjin, which 
serves as a toehold as the 
company pursues more 
work in Shanghai, Nanjing 
and Dalian. Paris-based 
Suez Environment said 
that China is deregulating 
its water-supply market 
rapidly and offers “enor- 
mous growth potential.” 


DIPLOMACY 


Vietnam and Taiwan 
raised concerns about a 
deal between China and 
the Philippines for joint 
exploration of the Spratly 
Islands to search for oil. 
Vietnam complained that 
the deal contravened 
earlier promises by all 
claimants to some or all 
of the islands, located in 
the South China Sea, to 
consult each other 
before reaching any 





HONG KONG'S pro-democ- 
racy parties failed to meet 
expectations in the elec- 
tion for the special admin- 
istrative region's legislative 
assembly on September 
12. (See article on page 
26.) Despite winning 62% 
of the popular vote in a 
record turnout, the pro- 
democracy camp was 
unable to gain much 
legislative clout from that 
support or from wide 
displeasure with the Hong 
Kong government voiced 
during July 1 street rallies 
this year and in 2003. Pro- 
Beijing and pro-business 
parties, meanwhile, made 
gains in the 60-seat 
Legislative Council. 


leaders that Japan was 
causing problems 
between the two coun- 
tries. He did not specify 
the problems, but China 
has been unhappy about 
visits by Japanese leaders 
to the Yasukuni Shrine 
commemorating Japan's 
war dead. "The problems 
are not made by China," 
said Wen. "China has 
not made even one 
difficult problem." 


threats. Other analysts said that a U.S. suggestion in June that Taiwan might bilateral agreements. 
target the dam to deter a Chinese invasion had provoked an angry response 
from Beijing. At the time, a Chinese general said that the nation would be 


"seriously on guard against threats from Taiwan independence terrorists." 


TECHNOLOGY 


China's second-largest 
mobile-phone company 
said that it plans to open 


Chinese Premier Wen 
Jiabao told visiting 
Japanese business 
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3,000 Internet cafes by 
the end of this year, 
according to the Shanghai 
Daily, a government-run 
newspaper. China Unicom 
already has 400 Internet 
cafes. The announce- 
ment comes as the 
government continues to 
crack down on unli- 
censed Internet cafes. At 
least 8,600 of these have 
been closed this year. 


AIRLINES 


A Sino-Singapore joint 
venture was inaugu- 
rated on September 14 
with the aim of becom- 
ing the first budget 
airline flying domesti- 
cally in China. The 
company, a joint ven- 
ture mainly between 
Guangdong China Travel 
Service and A-Sonic 
Aerospace, a Singapore 
aircraft trader, avionics 
supplier and service 
company, expects to 
launch flights from 
Guangzhou in 2006. 


POLITICS 


A continuing battle to 
influence the future 
direction of the Chinese 
Communist Party and the 
entire nation between the 
current and former 
presidents of China, Hu 
Jintao and Jiang Zemin, 
seemed likely to remain a 
real but hidden subtext 
for the four-day gathering 
of the party's 198- 
member Central Commit- 


tee from September 16 in 
Beijing. Observers and 
party members hesitate 
to call the battle between 
Hu and Jiang an outright 
power struggle, but they 
say that tensions exist. 
Hu succeeded Jiang as 
president in March 2003. 


TRADE 


A top U.S. trade official 
visiting China said he told 
Chinese officials on 
September 14 to expect 
American textile makers 


d 





TEXTILES: U.S. may restrict China 


to seek limits on Chinese 
imports once a global 
system of tariffs and 
quotas ends this year. 
The official, Grant 
Aldonas, said the U.S. 
producers are likely to 
file a request for trade 
restrictions within days. 
Beijing has emphasized 
that it has the right to 
challenge any such 
restrictions in the World 
Trade Organization. 


PARTY MEETING: Jiang and Hu are quietly competing 
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BUSINESS DIGEST 





TOYOTA TO ASSEMBLE PRIUS IN CHINA 
Toyota Motor Corp. plans to begin producing its Prius hybrid car in 
China as early as next year. Toyota is forming a joint venture with 
Chinese car maker FAW Group, according to Japan's Nihon Keizai 
Shimbun newspaper. Toyota sold 43,000 Prius cars worldwide last 
year, and Toyota President Fujio Cho said in August that the com- 
pany plans to increase annual sales to 300,000 globally in 2005. 
The Prius runs on electricity and petrol. Because the advanced tech- 
nology involved in producing such a car is difficult to transfer to 
China, at least in the short term, the China plant will imports parts 
from Japan for assembly. 


NETCOM TAPS MURDOCH FOR BOARD 

China's second-largest fixed-line telecommunications company, 
China Netcom Group, will add two high-profile businessmen to 
its board of directors, according to a draft prospectus pre- 
pared for the company in advance of its initial public stock offer- 
ing expected later this year. News Corp. Chairman Rupert Mur- 
doch and John Thornton, former president of Goldman Sachs, 
were named. Analysts said the decision is part of an effort by the 
company to boost its image in advance of the IPO, which the com- 
pany hopes will raise $1.5 billion. The company plans to list in 
Hong Kong and in New York, where corporate governance expec- 
tations are likely to be high. Earlier this year, the company 
appointed Zhang Chunjian as chairman. Zhang served as deputy 
minister of the Ministry of Information Industry and was a sen- 
ior regulator of the telecommunications industry from Decem- 
ber 1999 to May 2003. 


CHINA FUTURES FROM THE U.S. 

In a move designed to make trading in Chinese equities futures more 
accessible to a growing number of investors and hedge funds, the 
Chicago Board Options Exchange plans to launch the first United 
States-based futures contracts based on a new index of listed Chi- 
nese companies. The CBOE is the world's largest options exchange, 
though its electronic futures exchange is only six months old. The 
CBOE's China index futures will be based on a basket of 16 Chi- 
nese companies with American depository receipts traded on the 
New York Stock Exchange, Nasdaq or the American Stock Exchange. 


PLAN FOR GIANT METHANOL PLANT 

Japan's Mitsubishi Gas Chemical plans to team up with a Chi- 
nese company to build China's biggest methanol plant in the south- 
western city of Chongqing. The new company, which is to be owned 
51% by Mitsubishi and 49% by Chongqing Chemical, is sched- 
uled to begin production in 2008. The plant will produce methanol 
from natural gas, which is in abundant supply in Sichuan province 
around Chongqing. Mitsubishi said that it planned to invest $200 
million to build the plant, which will be designed to tap into China's 
rapidly growing demand for methanol, currently at about 4.2 
million tonnes a year. The plant is expected to produce 850,000 
tonnes of methanol annually. Methanol is a raw material used in 
the production of synthetic fibre. 
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Elsewhere in the Review: 
Believe It or Not, China Faces a Labour Shortage (page 42) 
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* 
A Short-Term Victory 
e 9 e 
For Beijing 
In Hong Kong's legislative elections, pro-Beijing parties did better than expected, 


and pro-democracy candidates did worse. But look at the bigger picture: Democrats won 62% 
of the vote. That means Hong Kong voters still want political change 


By David Lague/HoNcG KONG 





DEJECTED DEMOCRATS: Yeung Sum and Martin Lee of the Democratic Party took no joy in winning their seats 
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HONG KONG'S embattled Chief Executive 
Tung Chee-hwa wasrt a candidate in the 
territory s September 12 legislative elec- 
tions. But he clearly felt like a winner 
as the results rolled in: Pro-Beijing and 
pro-business candidates polled strongly 
enough to maintain control of Hong 
Kong's Legislative Council. At the same 
time, pro-democracy candidates made only 
limited gains, dashing hopes that they 
would come close to winning a majority 
in the lawmaking body. While leaders of 
the pro-democracy camp were lamenting 
tactical blunders and a skewed voting sys- 
tem, Tung basked in a rare moment of vic- 
tory that comes after seven years of eco- 
nomic downturn and political turbulence. 

"This is a good election result," Tung 
said after vote counting closed on Sep- 
tember 13. "It was held in a fair, open and 
transparent manner and we are looking 
forward to working with the members 
of the new legislature," he added, looking 
unusually relaxed. 

There's no doubt that Tung's politi- 
cal masters in Beijing are also relieved 
that a potential political crisis has been 
averted. Huge anti-government protests 
on the past two July 1 anniversaries of 
Hong Kong's handover to China had gal- 
vanized democrats and alarmed the local 
and central governments. Had the pro- 
democracy camp won a majority of seats 
in the Legislative Council, the Commu- 
nist Party would have lost control of a leg- 
islature on mainland soil for the first time 
since it came to power in 1949. 

In the end, despite winning 6296 of 
the vote in a poll where a record 55.696 
of the electorate cast ballots, the pro- 
democracy parties and independents 
secured only an extra three seats, giving 
them a total of 25 in the Go-seat chamber. 
Unexpected gains by the pro-Beijing 
Democratic Alliance for Betterment of 
Hong Kong (DAB) made it the single 
biggest political party in the chamber with 
12 seats, ahead of the pro-business Liberal 
Party's 10 seats and the Hong Kong 
Democratic Party with nine. With the sup- 
port of the DAB, the Liberal Party and a 
group of pro-government independents, 
the Tung administration should be well 
placed to pass most of its legislation. 

Political analysts saw the poll result as 
also a clear victory for Chinese Vice-Pres- 
ident Zeng Qinghong, who was appointed 
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TEMPORARY RELIEF 
FOR TUNG 


* Pro-Beijing parties retain 
the majority of seats in the 
legislature in a surprisingly 
strong showing 


* Democrats make only 
modest gains, due to 
tactical errors and a 
skewed electoral system 


* Beijing's carrot-and-stick 
strategy and a smear 
campaign have paid off 


* But the record turnout and 
vote for democrats show 
voters still support wider 
democracy 





to oversee Hong Kong affairs after more 
than 500,000 people took to the streets 
in last year's July 1 protest. Zeng, a key ally 
of former Chinese President Jiang Zemin, 
is widely believed to have directed an 
aggressive "carrot and stick" campaign to 
curb the pro-democracy vote. The strategy 
clearly paid off, says Hong Kong politi- 
cal analyst and former lawmaker Chris- 
tine Loh. “I think they can legitimately 
declare victory,” she says. Political analysts 


: and foreign diplomats in Beijing do not 
* believe that there are deep divisions over 


Hong Kong policy among top central gov- 


> ernment officials, but the election result 
* can only enhance Zeng's prestige (see arti- 


cle on page 29). 

While the democrats could claim Bei- 
jing was working against them during the 
election campaign, they can only blame 
themselves for tactical blunders that cost 
them crucial seats on election day. In the 
complex voting system for the geograph- 
ical constituencies, it was essential for the 
notoriously fractious pro-democracy par- 
ties and candidates to work together and 
carefully split their votes. But in some key 
seats, cooperation broke down, handing 
victories to the DAB. 

In the most telling example, unnec- 
essary Democratic Party alarm that veteran 
lawmaker Martin Lee might lose his seat 
led to a last-minute appeal to voters to rally 
behind him. In the event, Lee polled fa: 
more votes than he needed, robbing votes 
from the Frontier grouping's pro-democ- 
racy candidate Cyd Ho, who lost her seat, 
In contrast, the DAB ran à very disciplined 
campaign. “I think they were very skilful 
in exploiting the system to maximize the 
number of seats," says Loh. 

Beijing's campaign to play a more 
direct role in Hong Kong elections began 
in earnest after pro-democracy parties 
polled strongly in local government elec- 
tions last November. The first targets were 
key figures in the pro-democracy camp, 
including Lee, who was attacked for 
"treachery" by a senior mainland offi- 
cial. In a concerted propaganda barrage 
the state-controlled media on the main- 
land and pro-Beijing newspapers in Hong 
Kong portrayed the democrats as unpa- 
triotic. Democrats and human-rights 
groups also believe that threats and intim- 
idation aimed at prominent journalists 
were part of Beijing's strategy. 

Then, in a major blow to those hoping 


for rapid political change, Beijing in April 
ruled out a popular election for the post 
of chief executive when Tung's term 
expires in 2007. It also ruled out direct 
elections for all Go Legislative Council 
seats in 2008. That meant Hong Kong 
would have to live with an electoral 
system where only half the seats are 
elected from geographical areas under a 
complicated system of proportional &* 
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ELECTIONS HONG KONG-STYLE: WINNING MEANS LOSING 


For frustrated Hong Kong democrats, capturing a clear 
majority of the popular vote at the September 12 poll 
still left them well short of a majority of seats in the 
city's Legislative Council. A complex and severely 
restrictive system of voting means that the Beijing- 
backed government can be sure that pro-Beijing and 
pro-business candidates enjoy a clear head start in any 
poll. No wonder then that veteran democrat Martin Lee 
was bitter after an election where pro-democracy 
candidates captured 62% of the popular vote but could 


CONVOLUTED: 62% of the vote, but 42% of seats 


only win 25 of 60 seats. "It's a stupid system," he said. 
In the 30 seats that are elected from five geographical 
electorates, voters must choose between lists of candi- 
dates rather than individuals, though some lists comprise 
just one candidate. The seats are then divided in proportion 
to the number of votes each list wins. This confusing 
system was designed by the British prior to the 1997 
handover, and has subsequently been "refined" so that pro- 
Beijing, pro-business candidates can maximize their repre- 
sentation in the Legislative Council despite strong support 
for democrats. A telling example from the September 12 
election occurred in the Hong Kong island geographical 


= constituency, where the Democratic Party won two seats 


, 


representation, and the remainder from 
small professional groups and industry 
sectors known as functional constituen- 
cies that tend to return pro-business and 
pro- Beijing candidates. 

And, in an apparent bid to appeal to 
nationalist sentiment in Hong Kong as well 
as to warn those challenging Beijing, the 
Chinese military began to play a visible 
role. When a flotilla of visiting Chinese war- 
ships and submarines departed from Hong 
Kong in May, it sailed directly through 
the harbour in a demonstration of the 
mainland's growing military power. To 
reinforce the point, the People's Liberation 
Army celebrated its August 1 anniversary 
with a major parade in Hong Kong, the first 
since the 1997 handover. 


ECONOMIC INCENTIVES 

While attacking key democrats, Beijing 
also tried to win over Hong Kong people 
with economic incentives. Local.compa- 
nies were given access to the mainland 
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with 131,788 votes, while the pro-Beijing Democratic 
[= Alliance for Betterment of Hong Kong was able to secure 
two seats with just 74,659 votes. 

However, the major electoral hurdle for the pro-democ- 


racy camp is the system of functional constituencies, 
where narrowly drawn professional and industry groups 
vote for candidates. These constituencies deliver a core of 
lawmakers who support the government rather than the 
democrats. In this poll, 11 of the functional-constituency 
members were returned unopposed. Critics point out that 
a big proportion of voters in the functional constituencies 
are corporations, not individuals. This means, for example, 
that company directors vote on behalf of their companies 
in the 964-strong tourism functional constituency. Of the 
30 seats in this category, the pro-democracy camp gained 
two extra seats on September 12 to hold a total of seven. 


market on favourable terms and more 
mainland tourists were allowed to visit 
Hong Kong—a source of revenue vital to 
maintaining employment in the hospitality 
and retail sectors, which were hard-hit dur- 
ing the prolonged downturn. This assis- 
tance comes at a time when Hong Kong's 
economy is recovering strongly from more 
than five-and-a-half years of deflation. Con- 
sumer prices are on the rise and econo- 
mists estimate that GDP growth hit dou- 
ble digits in the second quarter. The tim- 
ing of the upturn could not have been bet- 
ter for Tung and the Beijing leadership. 
Many analysts attributed much of the anti- 
government sentiment to the recession and 
predicted that support for democrats would 
wane once good times returned. 
However, local political analysts say it 
was only as campaigning intensified in 
the month ahead of the election that Bei- 
jingis efforts to influence the outcome 
went into high gear. On August 13, Demo- 


cratic Party candidate Alex Ho was 
\ 


David Lague 





arrested in the mainland city of Dong- 
guan for allegedly soliciting a prostitute 
and sentenced to six months in a labour 
camp. Mainland police released photo- 
graphs of an apparently naked Ho that 
were widely published in Hong Kong. 
Another democrat, James To, became 
embroiled in a controversy over failing to 
declare an interest in a property that was 
rented to his party. Senior mainland offi- 
cials strongly denied orchestrating a cam- 
paign to smear democrats, but political 
analysts believe the scandals have hurt the 
pro-democracy camp. 

In the short term, Tung and the Bei- 
jing leadership might have won some 
breathing space, but the unmistakable 
message from the poll remains that a 
clear majority of Hong Kong voters— 
62%—support wider democracy. This 
is unlikely to change. With no prospect 
of serious political change, Beijing 
remains on a collision course with pub- 
lic opinion in its freest city. = 
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ELECTIONS 


The Gain Game 


Hong Kong's election outcome bodes well for a 
main political rival to President Hu Jintao 


By Susan V. Lawrence/WASHINGTON 


TOP OFFICIALS IN BEIJING had ample reason to watch Hong 
Kong's election closely. For one in particular, the outcome 
was crucial. He is Zeng Qinghong, 65, a member of China's 
top decision-making body, the Politburo Standing Com- 
mittee, and a close ally of Central Military Commission 
Chairman Jiang Zemin. 

Zeng's responsibilities include Hong Kong and Macau. 
Had pro-Beijing candidates fared badly he would have been 
vulnerable to blame, including from within the Communist 
Party. That pro-Beijing candidates did better than expected 
will have been a boost to Zeng ahead of the Communist Party 
conclave on September 16-19, and at a time when political 
observers in China believe Jiang, 78, is lobbying to elevate him 
further. Any expansion of Zeng's powers could set him up 
to rival President and Communist Party General Secretary Hu 
Jintao, who is 6r. 

Zeng's political fortunes have been the subject of some- 
times obsessive speculation in China since 1989. Jiang, his 
boss, friend and client, was unexpectedly appointed Com- 
munist Party general secretary that year, and chose Zeng as 
the only official he brought with him to Beijing. 


ZENG HAS PUBLICLY MADE 
AN EFFORT TO PRESENT HIMSELF AS 
A LEADER IN HIS OWN RIGHT 


In 2002, when Jiang stepped down as general secretary, 
Zeng’s 13 years of manoeuvring on Jiang's behalf won him pro- 
motion to the fifth-highest post in the Communist Party. He 
joined the Politburo Standing Committee and was made head 
ofthe influential party secretariat. When Jiang retired from the 
presidency, in 2003, Zeng became vice-president. 

As political observers traded gossip about renewed ten- 
sion between Jiang and Hu ahead of the party meeting, the 
Fourth Plenum of the 16th Party Congress, Beijing was awash 
with rumours that Jiang was hoping to install Zeng as a 
vice-chairman on an expanded Central Military Commission, 
perhaps in exchange for Jiang's own retirement from the chair- 
manship. Such an arrangement would give Zeng senior posi- 
tions in the state, the party and the military, a hat-trick allowed 
in the past only to China's top leader or his anointed succes- 
sor. "We've never seen that sort of combination in [People's 
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HU'S IN FRONT? Hu Jintao and Vice-President Zeng Qinghong (right) 


Republic of China history,” says Joseph Fewsmith, a China 
specialist at Boston University. He adds that “it would be very 
uncomfortable” for everyone, especially Hu, who is expected 
to take over the chairmanship whenever Jiang retire: 

Whether Zeng rises further will depend on much more 
than the situation in Hong Kong. The influence Jiang and Hu 
each wield within the party will be key. Also key will be the 
state of Zeng’s relations today with each man. Since Jiang 
handed over his top two jobs to Hu, Zeng has publicly mad 
an effort to present himself as a leader in his own right, inde- 
pendent of Jiang. The views of party elders will count too 
though perhaps not to the extent that they would have in years 
past. Zeng has always drawn support from China's elders 
who remember his father—Zeng Shan, an early revolution- 
ary and later a top official in the Mao Zedong era—and who 
appreciate Zeng's solicitude 

But it is for Hong Kong that Zeng is best known to the 
Chinese public these days, and indeed to the world, and that's 
why the results in Hong Kong could have hurt him. China's 
opaque decision-making process makes it hard to know just 
how much China's policies toward Hong Kong are a refle 
tion of Zeng's thinking, rather than a reflection of the col 
lective thinking of the full Politburo Standing Committee plus 
Jiang. But Zeng is at a minimum the front man for Hong 
Kong policy, and thus the obvious target for criticism when 
things in Hong Kong go badly. 

Popular demands in Hong Kong for greater political rights 
do not figure in Zeng’s publicly reported speeches. His goal fo: 
Hong Kong is stability and prosperity, and the guarantee for 


both is development, not 

But the election res 
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Finally, after years of losses, international cable-T V companies are switching on to 
profits in Asia. The formula: Programming tailored to local tastes 


By Cris Prystay/SINGAPORE 
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IN INDIA, millions of viewers tune in to 
Hindi channel Star Plus every week to 
watch their favourite soap, Kyunki Saas 
Bhi Kabhi Bahu Thi (Every Mother-in-Law 
Was Once A Daughter-in-Law). In August, 
as the plot thickened, Hong Kong-based 
broadcaster Star Group bought a 2196 
stake in Balaji Telefilms, the production 
company that's made the soap for Star 
Plus for the last four years. 

Soon, scores of viewers in India who 
can't afford cable will be able to watch 
re-runs of the show on Star Utsav, a new 
free-to-air Hindi-language channel that 
Star Group launched in June. 

By extending its reach to every nook of 
India's broadcast sector, from local-lan- 
guage production to old-fashioned free-to- 
air TV, Star Group, News Corp.'s Asian 
media subsidiary, finally reversed a 10-year 
losing streak last year, posting an $8 
million operating profit for the year ending 




















HOW M TV PAYS 


Cable companies are 
making money by: 


* Winning subscribers 
with quality local 
content 


* Attracting new 
advertisers 


* Launching new 
channels 


* Tackling cable cheats 
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on June 30, 2003. This year, earnings grew 
to $57 million, according to an estimate 
from Hong Kong-based research house 
Media Partners Asia. (The estimate 
excludes profits and losses from Star 
Groups investment in ESPN Star Sports 
and other associate companies.) 

The changing fortunes of Star Group 
and some other international TV net- 
works signal a turning point for Asia's 
pay-TV industry, which has long struggled 
to make money in developing countries. 
In those markets, many people baulk at 
pricey cable subscriptions and prefer to 
watch local-language programmes on 
free-to-air TV. Even when cable channels 
do attract viewers, they don't always get 
paid. Cable piracy is a huge problem in 
Asia, and cable operators in India and 
Thailand routinely under-report sub- 
scriber numbers (see article on page 32). 

Now, however, the pay-TV business is 
on the cusp of a commercial breakthrough, 
thanks to a wider choice in local program- 
ming and a growing middle class that can 
afford cable. In addition to Star Group's 
turnaround, Sony Pictures Television's 
seven-year-old Asian action-adventure 
channel, AXN, is making money, and 
analysts believe Viacom's MTV Asia 
will break even next year. None of the 
international networks doing busi- 
ness in Asia publicly discloses profit 
and loss figures for operations here. 
(Dow Jones & Company, which pub- 
lishes the REVIEW, owns a 50% stake 
in CNBC Asia, which doesn't dis- 
close its earnings.) 

“The industry is at a turning 
point,” says Richard Cunningham, 
managing director of Nickelodeon 
Asia, Viacom's children’s channel, 
and senior vice-president of MTV 
Networks Asia. "There're more peo- 
ple that can afford cable, and the 
value of choice in pay TV in Asia has 
improved dramatically in the last five 
years," he says. "There's more 


choice, and it's getting better as program- 


ming becomes more customized to the 
local markets." 

The number of Asian cable and satel- 
lite TV subscribers has almost doubled to 
192 million in the past five years; one- 
third of all households that own TV sets 
in Asia, excluding Japan, now have pay 


TV. That's reflected in advertising and 


subscription revenues. Asia's cable- and 
satellite- TV ad revenue grew 12% to 
$2.2 billion in 2003, and subscription 
revenue grew 1896 to $11.2 billion, accord- 
ing to Media Partners. The 
estimates that Asia's cable- and satellite- 
industry revenues will reach $26.8 billion 
by 2008 and $37.2 billion by 2015 

Key to the industry's belated take-ofl 
has been its effort to produce local pro- 
gramming for individual Asian markets. 
Making different local-language shows for 
different Asian markets is expensive— 
one reason why early arrivers like MTV 
and Star Group have taken years to break 
even. But providing that content is finally 
bringing commercial viability. “It's criti- 
cal. Viewers in India, for example, want 
to watch Indian programming, and it's as 
simple as that," says Michelle | 
Star Groups chief executive officer 

In China, Star Groups Xing Kong Wei 
Shi channel, which airs in Guangdong 
province, produces 9oo hours of prime- 
time programming locally a year, and dips 
into Star's Chinese-film library or 
Chinese-language programming to fill out 
the rest of its schedule 

Star Group makes or buys local pro- 
gramming for six of the nine channels it 
airs in India. It's paid off: In July, India's to 
most-watched shows were aired on Star 
Plus. Star Group, which broadcasts 47 of 
its own channels in seven languages across 
Asia, has the most extensive reach in the 
region. But competing networks have fol- 
lowed suit by increasing their local content 
About 2596 of AXN's content is now made 
in Asia. Viacom's Nickelodeon has upped 
its made-in-Asia content to 209 
about 596 two years ago. 

Like Star, Viacom's MTV Networks 
learned plenty about TV tastes in Asia 
from India, the region's biggest and most 
competitive media market. The . 
shown on MTV in the United States failed 
to strike a chord with Indian teens, who 
prefer to see local stars and listen to tracks 
from Bollywood films. So MTV Asia went 
local: It now offers 10 channels in Asia 
and most—including its Indian, Chinese, 
Japanese and Indonesian channels—are 
hosted in the local language with an 
emphasis on local pop talent. 

India has become Asia's most lucra- 
tive market for foreign broadcasters 
accounting for more than 70% of >» 


company 
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Star Groups revenue in 2003, and almost 
one-third of MTV Asia's, according to 
Media Partners. 

Unlike China, which restricts invest- 
ment by foreign-owned pay-TV networks 
and the airing of their channels, India has 
a relatively liberal market and less com- 
petition from free-to-air TV, which was in 
its infancy when slick, foreign networks 
entered the market in the early 19905. 

"When TV was just starting to take off, 
the government opened the door to for- 
eign channels, and it was too late [for local 
broadcasters] to improve content to a com- 
petitive level," says Vivek Couto, director 
of Media Partners. “Unlike Malaysia, 
China and Hong Kong, there's no viable 
terrestrial competition in India." 

The entry of cable-TV companies coin- 
cided with a broader liberalization of 
India's consumer markets, and the ad 
industry began to boom. "Over the last few 
years you've seen the rapid introduction of 


new consumer products, the availability of 
consumer finance, multiple car brands 
available in India that you didn't see four 
years ago. Telecoms [advertisers] have been 
really aggressive," says Star Groups 
Guthrie. "Whole brand categories have 
sprung up and contributed to the rapid 
growth of the ad market." 

Even as Star Group adds new pay- 
TV channels to its Indian offerings—it 
plans to launch a new channel in Octo- 
ber aimed at young, urban viewers—it's 
looking for ways to generate fresh ad rev- 
enue from the programming it has 
already made for that market. Star Utsav, 
the company's new free-to-air channel, 
will offer re-runs from hit soaps and 
other Star shows, charging lower ad rates 
designed to woo advertisers who've never 
considered TV before. 

"There's been a huge investment 
required in terms of infrastructure as well 
as programming in order to establish a 


leadership position or scale," says Guthrie. 
"Over the last four years, we've been able 
to convert 7096-8096 of our incremental 
revenue into profits." 

Other broadcasters are also finding 
new ways to wring profits from their 
growing collection of made-in-Asia pro- 
grammes. Singapore-based AXN, which 
broadcasts in 13 countries in Asia, now 
also airs in Europe and Latin America. 

Sony turned Animax, its six-year-old 
Japanese anime channel, into a regional 
network in January; Animax Asia, dubbed 
into local languages, is now available in 14 
million homes, including 8 million in 
India. Sony is now looking for production 
houses in India that can produce anime- 
style cartoons for local feeds. "We're get- 
ting pitches from India," says Todd Miller, 
senior vice-president and managing direc- 
tor, Asia, for Sony Pictures Television 
International. “If it works, it's something 
we'd be pretty excited about." & 


WATCH THIS: TV COMPANIES TEAM UP TO BEAT THE CHEATS 


Pay-TV networks in India are discovering 
there's strength in numbers. 

International and local networks have 
started to team up to offer their channels 
to India's cable-service providers in so-called 
“pay bouquets." The strategy enhances the 
networks' marketing reach through com- 
bined sales teams and boosts 
their bargaining power with 
India's cable operators, 
who routinely under-declare 
their subscriber numbers 
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eight in 2003; some are a mix 
of local and foreign channels. 
Others, like Star Group, 


which has nine of its own Indian channels 
and distributes ESPN, National Geographic 
and the History Channel, stand alone. In 
2002, MTV Asia, HBO and Discovery joined 
Sony, which has four of its own channels in 
India, in the One Alliance bouquet. 

"It does help. Cable operators know that 


GLUED TO THEIR SETS 
Subscribers and revenues are creeping up 


we know the numbers they're reporting for 
the different channels in the Alliance," says 
Richard Cunningham senior vice-president 
of MTV Networks Asia. 

Star says good programming enhances 
bargaining power. So does trimming fees. 
When Star cut the fees it charges cable 
operators for its Star bou- 
quet by about 30%, the 
number of Star subscribers 
declared doubled, as did the 
subscription revenue col- 
lected by Star. 

Networks like Star now 
hope that next-generation 


Note: All monthly average revenue per user (ARPU) estimates are based on 
video subscription and exclude high-speed Internet and telephony subscription 
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Share Your 
Things, Nicely 


Networks are springing up all over the place. But how 


do you store stuff that the whole family/business/cult 


wants access to? Here are some solutions 


HAVING A NETWORK of computers in your home is no 
longer nerdy. It's not even cool. Two years ago, for example, 
my brother had no idea about networks; now he's got his 
own Wi-Fi, or cable-free, network. Even my Luddite chum 
Dean, fresh back from Iraq, has started asking about hot 
spots—and for once he's not talking war-zones. But while hav- 
ing a network is about sharing, it's like sharing things in real 
life: not as easy as it looks. 

The biggest problem is where to store stuff, such as all the 
family pictures, holiday videos and music files that everyone 
wants to use. And if you're a small business you don't want to 
have all your valuable files spread across several computers, espe- 
cially if they're laptops that staff take away with them. What 
you need is a separate hard disk that sits alone on the network, 
and can be accessed by all. 

This is where Linksys' Network Storage Link fits in. The Link 
allows you to connect disk drives to your network. The gadget, 
launched last month, is small and nicely designed but it has 
some weaknesses. One is the set-up process, which for me re- 
quired the telephone assistance of someone called, suitably 
enough, Grace. The other oddity is that you'll need to convert 
any existing hard drive to a special Linksys format, and any 
further data you put on it won't be readable should you 
plug it directly into a PC. There's probably a good 
reason for this, but to me it's plain dumb. 

An alternative is the USB Server from a 
company called Keyspan. The USB Server 
wont win any design awards—it looks as 
if it fell out of an oversized cracker. Nor 
will the software that drives it, written 
by someone only recently acquainted 
with programming, but it is a snap 
to get running. 

That's not all: The USB Server 
also allows you to share printers, 
scanners and other bits and bobs 
with members of your house- 
hold/office/cult. Just as with 
hard drives, all these 
things usually need 
to be connected to 
one computer 
























to work, and that means making sure that com- 
puter's always on and always connected 

The USB Server has its idiosyncrasies. In 
most cases, once you instruct your computer soft- 
ware to connect to a device on this server, no 
one else can access that device. So while it saves 
you the hassle of carrying hardware around the 
building to connect to your computer, it will be 
replaced by yells up stairwells along the lines of 
"Can you please disconnect from the hard drive? 
I'm trying to watch our videos from The Disas- 
trous Spanish Holiday." I also found that con- 
necting some devices to it—such as a Web cam- 
era and a Logitech keyboard—resulted in my 
computers automatically rebooting. 

Bottom line: Keyspan’s Server is a neat solution 
if your problem is connecting hardware to your 
network. It handles printers well, adding new tasks 
to a queue and pushing them through one by one 
without you having to do anything. 

Plus, to be fair, the company makes it clea: 
the server is best used for scanners and print- 
ers, both of which worked fine. Oh, and a version 
which works with the faster USB standard, 2.0, 
is planned. 

This all said, if you've only got two computers 
hooked up, and don't have much in the way of 
peripherals (scanners, printers, hard drives, coffee 
makers, do-it-yourself brain-surgery kits) these 
gadgets may be more trouble than they are worth. 
In that case, just buy a cheap USB hub which lets 
you plug four devices into one port. But if you find 
your network—or PC-savvy family /office/com- 
mune—is growing faster than you expected, you 

might want to take a closer look. It might help 
to stop the squabbling. = 
More tips and musings at 


loosewireblog.com 
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Japan’s Web 
Visionary 


A blind programmer is helping to make the 
Internet accessible to the visually impaired— 
a growing number as populations age 


By Phred Dvorak/YAMATO, JAPAN 


DEEP IN THE RESEARCH LABS of IBM Japan south of Tokyo, 
a computerized female voice fills the room. “Jobs,” it says. 
“Personals. Real estate. Rentals. Vehicles.” Chieko Asakawa, 
IBM’s top accessibility researcher for the blind, is surfing 
the Internet. 

She hits a bad patch. “Frame,” says a man’s voice. Then 
again, “Frame.” Asakawa taps the Braille keyboard faster in 
frustration, clipping the words in mid-utterance. Tapping 
doggedly, she goes sequentially down lines of text, unable to 
see that the item she wants is just a few centimetres away to 
the right—a short mouse-hop for sighted surfers. 

But then she stops and smiles. “Even this has vastly 
increased the amount of information available to me,” she says. 


TALKING COMPUTER: 
Chieko Asakawa 
listens to voiced 

Web content 


34 Far Eastern Economic Review 


E er 
* 


Asakawa, 45, has spent the past eight years making the 
Internet a friendlier place for people who cant see. In 1997 her 
research group at IBM Japan put out one of the world's first 
browsers specifically made to read aloud the contents of Web 
pages. And this July, her team released software that helps Web 
designers figure out how to tweak their home pages so that 
they're accessible to people with poor—or no—eyesight. 

It's a serious problem. The Internet is becoming an 
increasingly important source of information and services, 
with everything from voting to filing tax returns to ordering 
food going on-line. For people who are blind, that's both a 
blessing and a danger. The Internet lets them do things on 
their own for which they previously needed a lot of help, 
like going shopping. But it could also cut them off from key 
information if it's too hard to surf. 

What's more, as populations such as Japan's age rapidly, 
the number of people with poor eyesight is bound to grow. 
Some countries, including the United States and Britain, 
already have laws requiring certain kinds of Web sites to meet 
guidelines for accessibility. Japan in June created its own 
guidelines which government sites are required to meet. Sur- 
veys show that many Japanese companies may even be ahead 
of the government in making their sites accessible. 

“With the number of elderly in Japan growing so fast, 
if companies don't make their sites accessible, the num- 
ber of people viewing will go down," explains Nobuaki 
Arima, who oversees accessibility issues at Japan's Ministry 
of Telecommunications. 

For Asakawa, the path to developing Web browsers for the 
blind has been a winding one. Until junior high school, she 
was a normally sighted, sports-loving youngster who didn't 
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like to study and dreamed of becom- 
ing an athlete. Then, at r1 she acci- 
dentally rammed her head into the 
side of a pool while swimming, dam- 
aging her optic nerves. Three years 
later, she was completely blind. 

The young Asakawa had to rethink 
her life. No more sports; she had to hit 
the books. But she never became as 
fast at reading Braille as people who 
were born blind, and particularly strug- 
gled with the ponderous Japanese sys- 
tem. So in college she chose to major 
in English literature, figuring the read- 
ing would be easier and the language 
would help her get a job. 

Then came a few years at a voca- 
tional school for the blind, learning 
to program in various computer lan- 
guages on old-style mainframe com- 
puters that used punch cards. To read 
code printouts she used a device that 
translated the code into raised letters 
sensed with the fingers. It was a 
struggle. “It was hard at the time for 
a blind person to be a computer pro- 
grammer," Asakawa recalls. "But it 
was possible." 


In 1985, Asakawa entered IBM, TOUCH TYPE: A Braille keyboard developed by IBM 


and, as she puts it, “my world 

changed." Even then, IBM was a leader in developing tech- 
nology to help the disabled. It had come up with one of the 
first programs to read aloud the contents of a computer screen. 
When Asakawa joined, IBM's researchers were working on 
ways to use the computer to print out text in Braille. 

Asakawa started by developing software that allows even 
the elderly volunteers who normally punched Braille cards by 
hand to do their work on a personal computer. 

Then in the mid-1990s, she began surfing the then-fledg- 
ling Internet, using a combination of Netscape and IBM soft- 
ware that read out what was on the screen. Asakawa loved the 
access to information provided by the Web, but there were 
problems. The screen-reader software only read English. The 
jerry-rigged system—an assortment of programs and com- 
mands—was difficult to set up. On-screen fill-out forms 
stumped the reader. And because the software worked its way 
along lines of text from left to right and top to bottom, tables 
with vertical columns came out as gibberish. 

Asakawa decided to develop software specifically designed 
to handle the coding used for Web pages. She inserted aural 
cues to help browsing, like using a man’s voice for text and 
a woman's for links. In 1997 she put out IBM's first Home 
Page Reader in Japanese. A version in English—then nine 
other languages—followed. 

By that time, though, Asakawa was becoming aware of 
another problem. Although the number of Web sites was 
increasing astronomically, the percentage that her reader 
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software could handle was decreas- 
ing. That's because Web designers 
were using more graphics, animation 
and imaginative layouts that a text- 
based reader—or listener—couldn't 
make sense of. 

Asakawa estimates that while her 
reader software could help her make 
sense of nearly all the Web pages she 
browsed back in 1996, that proportion 
has now dropped to around half, and 
could drop to as low as 596 by 2010 
if current trends continue. Increas- 
ingly, “layout isn't logical—it's visually 
intuitive,” Asakawa says. “The voice 
browser doesn't understand it.” 

A short romp through the Inter- 
net using the reader illustrates the 
challenges. On the home page of Para- 
mount's Great America amusement 
park, the software dutifully reads 
minor calendar items but misses the 
featured Crocodile Dundee attraction, 
which is advertised with a colourful 
photograph but no text. 

A recent problem: anti-spam 
measures. A blind person trying to 
sign up for Yahoos free e-mail service 
would be stumped at the end by the 
message, "Enter the code as it is 
shown in the box below,” followed by silence. A sighted per- 
son would see an image of garbled text which he or she then 
enters in the box. The technique is used to defeat search 
engines that automatically register for services, then spam 
them, explains Judy Brewer, director of the Web Accessibil- 
ity Initiative at Internet standard-developer World Wide 
Web Consortium. 

Asakawa's answer: a new program out in July that graph- 
ically shows Web designers how accessible their pages are 
to those with poor sight. Light backgrounds mean good acces- 
sibility; difficult-to-use areas darken to black, making them 
impossible to see. The program also tells how many sec- 
onds it will take reader software to get to a piece of informa- 
tion from the top of the page. 


SIMPLE SOLUTIONS 

Asakawa says a lot of these problems can be solved simply. 
Images can be accompanied by alternative text, for instance; 
well-placed aural markers can speed listeners to the parts of 
the page they wish to go. 

Asakawa is also doing preliminary research on using 
the sense of touch to direct the attention of the blind, as 
colours do for the sighted. She hopes this kind of research will 
be useful for people with normal vision whose eyes are other- 
wise occupied—for example, when they're driving a car. 

“Sighted people don't use the sense of touch very much," 
she laughs. “What a waste." = 
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Indonesia’s 


Prize Catch 


A daring entrepreneur launches a marine processing-and-marketing network that 
will enable some 50,000 traditional fisherfolk along the southern coast of Java to sell 
their catch for record prices across East Asia 


By John McBeth/PANGANDARAN, WEST JAVA 
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LIVE WIRE: Susi 
Pudjiastuti at her 
favourite hangout, 
the Pangandaran 
fish market 
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SUSI PUDJIASTUTI isn't your typical 
Javanese woman. She is a year into her 
third marriage. She smokes, she drinks, 
she drives trucks and she likes to ride 
around on her motorcycle. Bright red toe- 
nails peep out from open sandals. Under 
her snug blue jeans, a long, intricate tat- 
too curves up her right leg from her foot 
to her knee—the painful result, she 
laughs in her distinctive husky voice, of a 
night out with the girls. 

Standing in the Pangandaran fish 
market, waving a cigarette in one hand 
and a fish in the other, Susi tells the 
Review: "I like being here—you can 
shout, you can laugh, you can do what you 
want to." Later, down on a sandy foreshore 
crowded with small, outboard-motor-pow- 
ered fishing boats, she is joking and slap- 
ping shoulders, equally at ease with the 
weather-beaten fishermen as the wide- 
eyed bureaucrats and politicians who 
come calling at her home. 

Susi has been a fish trader since she 
dropped out of secondary school 22 years 
ago after serving time in jail for printing 
pro-democracy T-shirts. Now she is about 
to spread her wings. In an ambitious plan 
that could help revolutionize Indonesia's 
fishing industry, she will use two single- 
engined Cessna Caravan aircraft to take 
the day's catch of an estimated 50,000 
fishermen from a string of remote airstrips 
along Java's southern coast to Jakarta. The 
catch will reach dinner tables in Singapore 
the same evening and markets in Hong 
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AT THE HELM: Susi has built a multimillion-dollar business across the region 


Kong, Taiwan and Japan by next morning. 

Late next year, she will launch a sim- 
ilar project in the Tanimbar Islands in 
eastern Indonesia, flying tonnes of Susi- 
brand fish, lobster and shrimp to Darwin 
in Australia's Northern Territory two 
hours away. Several months ago, Susi took 
20 of her Javanese fishermen and two 
small boats to Tanimbar to survey the 
potential and recruit local fishermen. 
They put a net in the water among the 
mangroves, smoked a cigarette—and 
pulled out 50 kilograms of shrimp. They 
were very impressed. 


BANK FINANCING 

So, it seems, have been the bankers. It 
did take some persuasion, but state-owned 
Bank Mandiri is providing a $4.7 million 
loan to finance the two Cessnas and to 
build the airstrips and support equipment. 
Previously, the German aid agency Kredi- 
tanstalt fur Wiederaufbau (KfW) gave $1.2 
million for a new glass-and-marble fish- 
processing factory at Pangandaran, which 
went into operation last year with Goo 
locally employed workers. 

It was the bank as an institution that 
the feisty 39-year-old mother of three 
feared the most as she set about trying to 
convince dubious financiers and govern- 
ment officials alike that what she had in 
mind for her $10 million business would 
work. "It's the one thing we have no con- 
trol over," she says, as Taiwanese buyers 
wait in her guest-house restaurant to talk 


ENTREPRENEUR 
PAR EXCELLENCE 


* Susi Pudjiastuti started 
her fish-trading business 
with almost nothing 


* Today her multimillion- 
dollar business includes 
a modern processing 
plant and a regionwide 
marketing network 


* She is now investing in 
small aircraft so that she 
can airlift her catch to 
Jakarta for onward flights 
to Singapore and major 
markets in North Asia 





business. “It’s not even the bank, it's the 
banker—finding a high-level person who 
will come to village-level people like us and 
see our vision." 

Susi and her savvy German husband, 
marketing director Christian Von 
Strombeck, are still negotiating for a fur- 
ther 12 billion rupiah ($130,000) to 
bankroll the cost of outrigger-style boats, 
outboard engines and nets for about 300 
fishermen. Many of them will be for Tan- 
imbar villagers, living at a subsistence level 
on one of Indonesia's most remote island 
groups, who could never have contem- 
plated supplying marine products to the 
world market. Central to the operation will 
also be a fishery-support vessel the couple 
is bringing from Madagascar, which will 
allow the company to process and freeze 
more than five tonnes of fish a day. 

On Java, the dream has long since 
become reality, with Susi's ASI Pudjias- 
tuti offering prices that in the case of 
lobster are 3096-5096 above local market 
rates. Until Susi's Japanese customers 
came along, the silvery, ribbon-like belt- 
fish was selling as little more than bait for 
only ro cents a kilogram. Now it's one 
of her best sellers, fetching anything from 
80 cents to $1.10. And things are about to 
get even better. The project Susi is now 
embarking on will allow her to expand 
from frozen products into the higher- 
value, fresh-seafood market. 

It is an eight-hour drive from Pangan- 
daran to Jakarta's international air- >» 
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STATE OF THE ART: ASI Pudjiastuti runs advanced fish-processing plants 


port—provided there are no traffic jams. 
The flight takes just one hour. Hong Kong 
is the main market for fresh lobsters, which 
can survive 24 hours without water on a 
bed of cold sand. Chilled down to zero, 
styrofoam boxes of prized white pomfret, 
red snapper, leatherjacket and mackerel 
keep well for 12 hours or more. 

A good day's catch for most of Susi's 
fishermen is seven or eight kilograms. But 
if the three-man crews go out for two or 
three days in their tiny open boats, often 
40-50 kilometres into the Indian Ocean, 
they come back with 100 kilograms or 
more. That, says Von Strombeck, is serious 
money. Poachers have never been much of 
a problem off the south coast since local 
fishermen banded together in the late 
1990s and burnt scores of foreign trawlers 
they forcibly boarded in mid-ocean. 

One of Susi's major problems on Java 
is acquiring the five hectares of land she 
needs to carve out a rough 1,000-metre 
airstrip and build storage and ice-making 
facilities at eight different locations. Vast 
expanses of the southern coast were 
bought up by private companies during 
the Suharto government's so-called land- 
clearance operations in the mid-1980s, 
which left many local people disenfran- 
chised and uncertain about current own- 
ership rights. 

At Ujung Genteng, 250 kilometres 
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west of Pangandaran, Susi says the place 
she favours for an airstrip is on 12,000 
hectares owned by a company headed by 
Wiranto, the former armed-forces chief 
and failed presidential candidate. Wiranto 
claims he wants to build a luxury seaside 
resort on the site, which will provide jobs 
for local people. But the district govern- 
ment has never heard of such a plan. 
Under the country's agrarian-reform law, 


In 1997, Susi had to sell everything 
she owned to raise enough money to ship 
a business-saving container of seafood 
to Japan. She is equally single-minded 
about everything. “I have to like what I 
do," she tells the visiting Taiwanese. "If 
I don't like it, I discard it." That's why 
she prefers to deal with traditional fish- 
ermen, rather than entering into a joint 
venture with a foreign trawler company— 
a type of arrangement that has denied 
Indonesia much of the bounty from its 
fish-rich territorial waters. 

In a country which loses $4 billion a 
year to foreign poachers, Susi is a revela- 
tion. Adang Suhendar, head of the Pan- 
gandaran Fishing Cooperatives, has 
known her since she began as a small 
trader with an investment of 100,000 
rupiah. “We regard her as the mother of 
fishermen in Pangandaran," he says. "She 
has never changed. She is always there 
when the fishermen need help, she listens 
to our complaints, she helps us find solu- 
tions to our problems." 

Susi's parents never quite knew what 
to make of their unconventional daughter, 
who at different times has traded in frogs’ 
legs, been lowered into 100-metre-deep 
Sumatran caves to harvest bird’s nests and 
driven a truck along the northern Java coast 
buying fish to sell in Jakarta. 

“I'm proud of her,” says her father, 
Akhmad Karlan, 72. “The important thing 
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We would never have been where we are without 


the economic crisis... For us the crisis was like a 


gift from God" 


landless peasants can lay claim to the 
unused property, where they currently 
grow peanuts, corn and garden vegetables. 

Susi's project will bring a whole new 
dimension to the economies of Ujung 
Genteng and other small remote fishing 
settlements, ranging from the southwest 
coast of Sumatra to Pacitan in East Java, 
which have never had access to outside 
markets. At Cidaun, 145 kilometres west 
of Pangandaran and 12 hours away by road 
or less than half an hour by air, enthusi- 
astic village leaders have persuaded 32 dif- 
ferent owners to sell the parcel of land Susi 
needs to operate her flights. The airstrip 
is already under construction. 


Susi PUDJIASTUTI 


is she is helping fishermen improve their 
lives. I pray she can continue to do that as 
long as she can." 

As for Susi, she credits the 1997 finan- 
cial crisis—and years of hard work—for 
all the good fortune that now appears to be 
coming her way. 

“We would never have been where we 
are without the economic crisis," she says, 
pointing to the higher prices fishermen 
were able to get as the rupiah went into 
free-fall. “It has given people like us the 
chance to compete with people who get 
everything so easily. For us the crisis was 
like a gift from God." = 

Puspa Madani contributed to this article 
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JOINT VENTURES 


Thailand's 
Rocky Road 


A number of joint ventures between Thai 
firms and their foreign partners have foundered 
on unrealistic expectations of each other 


By Shawn W. Crispin/ BANGKOK 


FRANCE TELECOM SA's mobile-phone unit, Orange, was sup- 
posed to provide the marketing savvy and technological 
prowess. TelecomAsia had the local knowledge and on-the- 
ground connections. Together, the two companies expected 
to take Thailand's growing mobile-phone market by storm. 
It didn’t work out that way. 

In May, Orange and TelecomAsia agreed to part after a trau- 
matic two-year relationship that began in 2002. Executives say 
the joint venture fell apart over competing strategic visions 
between its Thai and Western managers. Orange managers 
preferred to expand business methodically with a low- 
price strategy to build a broad subscriber base. TelecomAsia 
managers, on the other hand, wanted to switch strategic 
gears quickly and push more multi-media options to lure 
higher-spending clientele. 





| Money 


After a multi-million-dollar brand-building effort 
Orange is now in the process of abandoning Thailand's 
telecommunications sector altogether. TelecomAsia recently 
agreed to purchase Orange's 39% stake in the joint ven 
ture and plans to relaunch its mobile services under the 
brand True. "We're starting over again,” says Supachai 
Chearavanont, president of True Corp. and former co-chief 
executive of TA-Orange. 

The bust-up isn't unique. In the wake of Asia's 1997-98 
financial crisis, many indebted, family-owned Thai compa- 
nies looked to foreign strategic partners to rebuild their 
depleted capital and restore their competitiveness. Compa- 
nies taking on foreign partners included many controlled 
by Thailand’s most powerful and influential b 
lies and spanned industries as diverse as telecoms, hotels 
liquor and banks. 

But now, as Thailand’s economy recovers 
marriages are ending in divorce. “Many of these partnerships 
got off on the wrong foot,” says Derek Bloomfield, head of 


isiness tami 
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banking research at J PMorgan Securities (Thailand). “Estab 
lishing a foothold in the Thai market was more difficult 


than many foreign investors thought it would be. 

Last year, for example, Danish beer maker Carlsberg broke 
off its joint venture with Thai-owned Chang Beverages, sas 
ing the company had not fulfilled its obligations with regard 
to their agreement. Chang's owner, liquo 
Sirivadhanabhakdi, has since demanded that Carlsberg pas 
$2 billion for allegedly violating a licensing agreement 

Similarly, United States investment bank Goldman Sachs 
last year pulled out of a joint venture with the Dusit Thani 
hotel group, citing differences in strategic vision. And this 
year, Dutch-owned bank ABN Amro wound down its tie-up 
with the Thai-owned Bank of Asia. ABN Amro's attempt >» 
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CARLSBERG'S 
CAPER: Last year, 
the Danish beer 
maker broke with 
Chang Beverages 


Money 
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to refashion the bank into a leading retail lender met with stiff 
competition from other Thai-owned banks. 

To be sure, some of the corporate divorces can be chalked 
up to changing global and local market conditions. And not 
all East-West business alliances formed in the wake of the 
Asian financial crisis have failed: Some joint ventures in fields 
ranging from consumer finance to insurance have fared 
well in Thailand. "T = 

Still, some Thai businessmen con- ~ | 
tend the reason so many Thai-Western 
strategic tie-ups have failed comes 
down to philosophical differences: 
Western partners want fast returns, 
while many Thai partners prefer to 
reinvest their earnings to build up their 
long-term competitive positions. 

"During the crisis, everyone was 
desperate," says Kiat Sitheeamorn, 
chairman of Thailand's International 
Chamber of Commerce, a Thai trade 
group. "Many of these joint ventures 
never had any real synergies. They 
were forced marriages—now they're 
coming apart." 

Some Bangkok-based foreign ana- 
lysts view the trend towards dissolu- 
tion differently. Although publicly 
listed, many Thai conglomerates are 
still family-run affairs, and their 
founding fathers are still often sus- 
picious of outside managers, they say. 
“Although they are receptive to for- 


eign capital, they are often reluctant BLIND-SIDED? Orange's campaign missed the point 


to accept foreign managers, particu- 

larly Western ones," says a senior executive at a big Western 
investment bank in Bangkok. "Thai managers often believe 
they know best when it comes to how the Thai market 
works and how the Thai consumer really thinks." 

He also suggests that the positive image many Thais once 
attached to foreign expertise and international corporate best 
practices has lost its lustre in the wake of recent corporate 
scandals in the U.S. and Europe. 


COMPETING VISIONS 

In other cases, Western companies appear to have miscal- 
culated how easily they could win Thai markets and how much 
managerial control they would actually exert over their respec- 
tive joint ventures. 

Take the case of the ill-fated TelecomAsia-Orange tie-up, 
which some insiders now acknowledge was troubled from the 
start. TelecomAsia—which was a fixed-line phone operator 
before its hook-up with Orange—leveraged its local connec- 
tions to secure prime sites for relay stations and quickly deploy 
the new venture's digital network. Orange's managers took 
the marketing lead, drawing on their experience of rolling out 
mobile services in European markets. 

Orange's global one-size-fits-all, soft-sell advertising cam- 
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paign, which abstractly associated mobile-phone use with fam- 
ily and friendship in its TV and print commercials, was launched 
in Thailand at a time competition for the fast-growing mobile 
market was hot and heavy. Rival mobile-service providers 
Advanced Info Services and Total Access Communications were 
luring millions of new subscribers to their networks through 
aggressive pricing and advertising campaigns tailored for a cost- 
conscious mass market. 

Thai executives associated with the 
venture now contend that TA-Orange's 
fuzzy advertising pitch missed the 
mark and that the company squan- 
dered the opportunity to build up a 
loyal customer base of first-time sub- 
scribers. Now, TelecomAsia's renamed 
company, True, faces the tougher task 
of luring customers away from AIS 
and TAC in what is now viewed as a 
saturated market. 

True's president, Supachai, plays 
down such disagreements, saying he 
prefers to chalk up the dissolved 
venture as a "learning experience.” “I 
learned a lot, I hope they learned 
too, about how important it is for a 
local partner to take the lead in the 
marketing area," says Supachai in an 
interview. "Each country, each region 
has its own way of behaviour. Some- 
times [foreign partners] need to 
understand that . . . you need the local 
people to run it." 

Richard Moat, who served as co- 
chief executive officer of the venture 
through 2002 and who is now Orange's chief executive offi- 
cer for its operations in Denmark says that "It would be inap- 
propriate to get involved in such debates," and declined to 
comment on specific issues related to the venture. 

According to Thai executives familiar with the situa- 
tion, however, six months after the venture's formation in 
May 2002, TelecomAsia managers pushed for a strategic 
overhaul. They argued for incorporating more local colour 
into the venture's advertising mix, offering more integrated 
multi-media services and converging its mobile phones with 
TelecomAsia's fixed-line network. Orange managers, on the 
other hand, argued that changing strategic tack so soon 
after launching risked sending a confused message to the mar- 
ket and could potentially undermine consumer confidence in 
the company, Thai executives say. 

Then, in May 2003, Orange dropped the bombshell: Cor- 
porate headquarters in France decided to wind down many 
of its foreign ventures, including those in Thailand, and refo- 
cus resources on Orange's core Western European markets. 
"They shifted their policy and we were one of the victims," says 
Supachai. "That's the unfortunate situation in the Western 
world—you change your shareholders or CEO, and you change 
your vision. That's the risk of a joint venture like this." & 
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Asia Lifestyles: The Ultimate Mind Reader of Affluent Consumers 


Luxury Products 
Why do affluent consumers in Asia choose one luxury 
product over another? 


Hotels & Travel 
Intelligence on travel behavior and brand preference. 


Personal Technology 

Which products do they own and which will they 
soon buy — from MP3 players to mobile phones, 
from Wi-Fi to plasma TVs and more. 


Personal Finance 
What they do with their money and what brands 
they trust to handle it. 
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CHINA 


Labour Pains 


The idea that China faces a labour shortage sounds 


absurd. But it's true, and that could be good news 


By Tom Holland 

Have you heard the latest one about China? A population of 
1.3 billion, unemployment estimated at tens of millions, and 
apparently there is a labour shortage. 

Don't laugh. Early in September the Ministry of Labour and 
Social Security reported that factories around Shanghai and the 
Pearl River Delta— China's two great export powerhouses—are 
significantly short-staffed and are finding it increasingly diffi- 
cult to hire new workers. What's more, the workers that China's 
exporters are having trouble recruiting are low-paid, unskilled 
migrant labourers from China's vast countryside. 

Liang Hong, an economist at investment bank Goldman 
Sachs in Hong Kong, has been warning of the shortage for the 
past month. In a mid-August report she wrote that “low-end 
manufacturers, such as shoemakers and textile factories, are 
experiencing a sudden dry-up in the supply of migrant work- 
ers, which was seemingly unlimited in the past two decades." 
That, she added, *will have profound implications for China 
itself and the world around it." 

The emergence of labour shortages in China would cer- 
tainly turn established economic wisdom on its head. "Huge 
numbers of underpaid migrant workers have been the driving 
force behind China's export sector," says Yiping Huang, an 
economist with Citigroup in Hong Kong. 

For years economists have argued that China's 9oo million- 
strong rural population would provide an inexhaustible pool of 
cheap labour to work in the country's coastal factories. They 
described how endless streams of poor migrants from the coun- 
tryside, prepared to work long hours for minimal wages, would 
ensure that the prices of Chinese-made goods would remain 
low on the world's markets. That unbeatable competitive advan- 
tage would secure foreign investment for years to come and 
fuel decades of rapid growth, they said. 


POOR CONDITIONS 

Now, however, the reservoir appears to be running dry. Accord- 
ing to the ministry report, factories in the Pearl River Delta 
region are facing a shortfall of some 2 million workers, with 
shortages also affecting other key manufacturing provinces, 
including Fujian and Zhejiang. 

One reason behind the shortage is the poor pay and condi- 
tions endured by workers in China's light manufacturing indus- 
tries. Often migrants are required to work 12 hours a day in 
gruelling conditions for as little as soo renminbi ($60) a month. 
Wages have generally remained static for the past five years, and 
in many cases, according to the ministry report, payment is in 
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arrears. In Shenzhen, the special economic zone 
bordering Hong Kong, for example, as many as 40% 
of employers have delayed paying their workforces. 
In contrast, after years of stagnation, rural 
incomes are on the rise in China. According to 
official figures, food prices in China increased by 
1496 over the year to August, led by grain prices 
which were up by a third. In addition, the authori- 
ties have increased subsidies and reduced farm 
taxes, all of which has helped to boost incomes in 
the agricultural sector. According to Jonathan Ander- 
son, an economist at UBS in Hong Kong, monthly 
farm incomes have risen by nearly 4096 over the past 
two years. “The days of flat farm wages are over, and 
likely for good," he noted in a September report. 
That's not all. According to Anderson, demo- 
graphics are at work, too. Of the estimated 100 mil- 
lion farmers who have sought work in China's cities 
in recent years, the majority are in the 18-26 age 


CREEPING UPWARD 

China's inflation rate has been rising sharply 
Year-on-year percentage change 
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group. While that leaves around 200 million under- 
employed in the countryside, many of these are 
older and have families. In other words, they are 
not as readily or as cheaply mobile. 

The inevitable upshot of the labour shortage 
will be rising wage pressures in China, as factories 
increase pay levels. That will be mildly inflation- 
ary, possibly helping to push consumer price infla- 
tion up towards an annual 696 rate, from the 5.396 
year-on-year increase recorded in August, accord- 
ing to Liang at Goldman Sachs. 

Higher wage costs will squeeze margins, forc- 
ing some light industry inland, or to cheaper loca- 
tions in Vietnam, India or Bangladesh. But this 
could benefit China's economy, too, prompting the 
government to accelerate deregulation in order 
to cut the administrative burden of doing business 
in China. *If China is to maintain its strong com- 
parative advantage, when labour costs go up, other 
costs associated with doing business will have to 
come down," explains Liang. = 
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TAIWAN 


A Second Wind 


With exports slowing, Taiwan's GDP looks set to 
decline, but property could provide a cushion 


By Jason Dean 

Cycles being what they are, it was only a matter 
of time before Taiwan's latest export boom peaked. 
With the recent oil-price spike, United States inter- 
est rates on the rise and China cooling its red-hot 
economy, sales of Taiwanese goods to its two 
biggest trading partners are showing a predictable, 
if gradual, deceleration from their dizzying growth 
earlier this year. 

Yet few analysts expect the resulting slowdown 
in Taiwan's broader economy to be severe. One big 
reason for their optimism is a nascent upturn in the 
local property market that seems likely to barrel 
on even as exports brake to a more sustainable pace. 


FIRMING UP 
Real-estate prices have been at 
their strongest in a decade 


Sinyi Taiwan housing market index 
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"The [Taiwan] economy is well positioned to 
weather a cyclical downturn," says Duncan 
Wooldridge, a Hong Kong-based regional econo- 
mist at investment bank UBS. New property con- 
struction, he notes, has just begun to pick up from 
historically low levels, while housing prices have 
been rising rapidly over the last year, following a 
decade-long slump. "There's a strong structural 
story on the domestic side that's going to coun- 
teract the export downturn." 

Taiwan's GDP in the second quarter surged 
7-67% from the same period in 2003, its fastest 
clip since the first quarter of 2000, when the global 
technology-industry frenzy was at its apex. The lat- 
est jump, fuelled by exports, prompted Taiwan's 
official statistics agency to again raise its forecast 
for full-year GDP growth, to 5.87% from the 5.41% 
rate predicted in May. 

But growth is now slowing. Total exports in 
August rose 20% from the same month last year, 
down from 26.1% in July. Growth in exports to 
China, including Hong Kong, slowed in August to 
22.4% from a year earlier, from 41.7% in July and 
36.4% in June. Taiwan's statistics agency expects 
GDP growth to slow in the third and fourth quar- 
ter of this year, and predicts the economy will 
expand 4.49% in 2005. 

Still, that’s a relatively healthy rate compared to 
many other developed economies. And unlike, say, 
the U.S., which most analysts think is reaching the 
peak of its long-running housing boom, the bull 
market for real estate in Taiwan may be just getting 
started. After falling steadily from the early 1990s 
until the second quarter of last year, average hous- 
ing prices across Taiwan have rebounded by more 
than 14%, according to an index compiled by Sinyi 
Realty, a major property broker. The Sinyi index is 
now at its highest level since 1999, but it is still 1796 
below its peak in 1993. 

Nor have Taiwan's rocky politics derailed the 
real-estate turnaround. President Chen Shui-bian’s 
opponents were thought by some analysts to be 
better stewards of the economy, and Chen's re-elec- 
tion on March 20 triggered talk of a capital outflow 
caused by disenchanted voters, which would suck 
property prices down. Instead, Sinyi's housing- 
price index saw one of its sharpest quarter-on-quar- 
ter rises on record in the April-June period. 

What's more, conditions are ripe for further 
growth. Mortgage rates are about a fourth of what 
they were a decade ago, and many economists 
believe Taiwan's central bank won't raise interest 
rates until next year at the earliest. Household bal- 
ance sheets are "very strong," says Wooldridge, 
of UBS. Overdue-loan ratios at Taiwan banks have 
more than halved in the past two years, making 
lenders less risk-averse. & 


Far Eastern Economic Review 43 





— > 








-———— À— 


Prices & Trends | 


STOCKMARKETS COMMODITIES 


Dow Jones Global Indexes Local Indexes PE 
Index (Sept. 13) % chg YTD (Sept. 13) Mkt Unit Latest %chg YTD 

(Sept. 13) % chg YTD Australia 3,615.50 +9.36 Aluminium Lan $/tn 1698.00 +5.86 
Australia 221.44 +1.54 Bangkok 649.93 -15.83 Cocoa NY $/tn 1456.00  -3.89 
China 88 109.40 -19.40 Bombay 5,397.46 -7.56 Coffee NY c/Ib 7735 +19.09 
Hong Kong 231.04 +6.57 Colombo 1,419.10 — *33.61 Copper NY c/'ib 128.50 422.91 
Indonesia 58.81 *6.93 Hong Kong 13,139.57 *4.48 Cotton NY c/Ib 50.722 -32.44 
Japan 83.03 *6.87 Jakarta 79778 *15.30 Gold Ldn $/oz 399.30 -4.30 
Malaysia 112.83 +3.88 Karachi 5,118.39 *14.46 Oil: Brent Ldn $/barrel 40.75 +35.07 
New Zealand 193.69 +7.14 Kuala Lumpur 857.25 +7.97 Palm Oil KL Ringgit/tn 1,479.00 -16.63 
Philippines 81.18 — *25.45 Manila 1758.62  +21.93 Pulp FOEX = $/tn 62770  *12.20 
Singapore 14753 . +10.76 Seoul 851.91 *5.08 Rice Bnk $/tn 238.00 +17.82 
South Korea 115.18 *8.21 Singapore 1985.79 . 412.54 Rubber KL Mc/kg 445.00 -5.82 
Taiwan 112.61 -0.62 Taipei 5,928.22 +0.64 Soyabeans Chg  c/bushel 571.00 -28.09 
Thailand 66.11 -17.33 Tokyo 11,253.11 *5.40 Sugar NY c/ Ib 766  *35.10 
U.S. Total Market — 265.97 +1.25 Wellington 2,734.40 +11.59 Tin KL $/tn 8,900.00 +34.64 
Euro Stoxx 50* — 2,780.85 *0.73 DJIA 10,314.76 -1.33 Wheat Chg c/bushel 336.25 -10.81 
FTSE 4,558.50 * 1.82 AIG - Dow Jones Commodity Index 143.44 +6.04 


Dow Jones Global Indexes track about 80% of market 


capitalization, Calculations are in U.S. dollars. 


*Dow Jones Stoxx ™ 


Sources: Dow jones; MoneyLine Teierate 


Sources: MoneyLine Telerate; Reuters; Dow Jones 


ECONOMIC DATA IN THE SPOTLIGHT 


Source: Government Statistics 








Kuala Lumpur (0.84% on week) 


% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates 
(Sept. 13) GDP | CPI Current acct Trade balance 1-mth interbank | Prime rate 
Australia 3.7 (Jun Qtr) +2.5 (Jun Qtr) -84.44 (Jun) -17.28 (Jul) 5.29 9.50 
China 9.6 (02 '04) *5.3 (Aug) +45.88(2003)  *16.42 (Aug) 2.60 n.a. 
BUS 2.3 (02 '04) +2.3 (Jul) «39.88 (02 '04) -3.96 (Jun) 2.10 n.a. 
Hong Kong 12.1 (02 '04) *0.9 (Jul) *15.27 (Mar) -13.42 (Jul) 0.89 5.00 
India |. 8.2 (O4 '03/'04) *3.2 (Jul) *4.56 (Mar) -17.77 (Jul) 6.00 10.63 
Indonesia 4.3 (Q2 '04) *7.2 (Jul) +4.70 (2003) ^ *26.51 (Jun) 7.39 7.37 
Japan 4.2 (02 '04) -0.2 (Jul) *153.66 (Jul) — *117.57 (Jul) 0.07 1.38 
Malaysia 8.0 (Q2 '04) * 1.3 (Jul) * 13.41 (Mar) * 18.16 (Jul) 2.83 6.00 
New Zealand  3.6(01'04)  *2.4 (Jun Qtr) -4.20 (Mar) -2.18 (Jul) 6.47 6.61 
Philippines 6.2 (02 '04) *6.3 (Aug) *3.94 (Mar) -1.54 (Jun) 7.72 10.72 
Singapore 12.5 (Q2 '04) +1.6 (Jul) +28.07 (Jun)  +29.37 (Jul) 1.31 5.50 
South Korea 5.5 (Q2 '04) *4.8 (Aug) +35.19 (Jul) — *30.58 (Aug) 3.51 3.51 
Taiwan | 7.7 (02 '04) *2.5 (Aug) *25.80 (Jun) — *12.23 (Aug) 1.03 0.75 
Thailand 6.3 (Q2 '04) *3.1 (Aug) *7.15 (Jul) * 1.84 (Jul) 1.66 5.75 8 9 10 13 14 
U.S. 2.8 (02 '04) *3.0 (Jul) -402.14 (Mar) -545.99 (Jul) 1.76 4.50 September 


Source: MoneyLine Telerate 


FOREIGN EXCHANGE 


Key Currencies 

(Sept. 13) $1 worth Spot rate % chg YTD (Sept. 13) $1 worth Spot rate % chg YTD 
Australia dollar 1.4356 -7.54 Mongolia* tugrik 1,198.00 -6.01 
Bangladesh taka 59.30 -1.35 Nepal rupee 72.00 +1.39 
Brunei dollar 1.7011 +0.25 New Zealand dollar 1.5215 +0.34 
Burma" * kyat 950.00 -6.32 Pakistan rupee 58.80 -2.79 
Cambodia** riel 3,961.00 -2.73 Papua New G. kina 3.0262 *9.09 
China renminbi 8.2766 0.00 Philippines peso 56.18 -1.18 
European Union euro 0.8154 -2.67 Russia* * rouble 29.216 +0.08 
Hong Kong dollar 7.7993 -0.46 Singapore dollar 1.6969 +0.04 
india rupee 46.17 -1.25 South Korea won 1,144.50 *4,15 
Indonesia rupiah 9,230.00 -8.93 Sri Lanka rupee 102.73 -5.68 
Japan yen 110.01 -2.55 Taiwan NT dollar 33.903 *0.19 
Laos** kip 10,835.00 -3.69 Thailand baht 41.46 -4.56 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,752.00 -0.60 
Malaysia ringgit 3.80 0.00 

Other rates: HKS = renminbi 1.0608 SS = ringgit 2.2388 SDR = $1.467 * Official rate * *Unofficial rate Sources: MoneyLine Teterate; Reuters; Dow Jones 
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SHIPPING 


Wave of 
The Future 


Determined to cut costs by hiring cheaper seamen, 
shipowners are seehing new sources of crew everywhere 
from China to Latvia—and now Vietnam 


By Margot Cohen/ 
Ho CH! MINH CITY AND HAIPHONG 


STANDING ON THE BRIDGE ofa Danish freighter bound for 
the Gulf almost 1o years ago, Capt. Henrik Andersen never imag- 
ined that one day he would be scanning the horizon for capable 
seamen in Vietnam. Now, that's just what he's doing. "Gentle- 
men, you have a very great future ahead of you," the 38-year-old 
Dane tells a group of maritime students in Ho Chi Minh City. 
“We want first-class Vietnamese seamen.” 

Andersen's pep talk is just one sign of how the shipping 
industry is searching the world for new sources of seafarers. 
Under pressure to cut costs and boost competitiveness, 
shipowners are looking for ordinary seamen—known as “rat- 
ings"—who are willing to work for lower salaries and endure 
tougher conditions than their current crews. That search is tak- 
ing owners everywhere from China, Vietnam and Burma to 
Latvia, Georgia and Ukraine. 

The crunch comes as the shipping industry—powered in part 
by rapidly expanding trade with China and a boom in commod- 
ity demand—is rebounding from the impact of the September 
2001 attacks in the United States. Shipyards in China and South 
Korea are overwhelmed with orders to build new vessels for the 
international fleet, which transports nearly 90% of globally traded 
goods and employs 1.2 million seamen. 

Around a third of those seamen come from just one nation: 
The Philippines. Thanks, in part, to their superior English and 
compatibility with other nationalities on board, Philippine seamen 
have come to dominate the market over the past 15 years. But over 
the years, the Filipinos’ unions have secured pay rises for their 
members that shipowners find increasingly burdensome. 

And so, once again, the owners are searching for new crews, 
just as they've done many times in the past: In the 1970s, Euro- 
pean ratings were largely replaced by Indians, who were, in turn, 
displaced by Filipinos in the 1980s. In the early 1990s, the col- 
lapse of the Iron Curtain left the global shipping industry flush 
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LOGBOOK CHECK: 
Henrik Andersen 
(right) believes there's 
a bright future for 
Vietnamese seamen 





with well-trained and experienced seamen from Eastern Europe, 
who now account for about 25% of ratings. Now, however, as their 
own economies improve, the pickings are getting slimmer 

The hunt is a tale of human arbitrage in an industry driven 
by globalization. Technical ability isn't the only thing that counts 
in the competition for low-cost crews. Social skills, linguistic dex- 
terity and food preferences aboard ship matter almost as much. 

So, where will the next generation of ratings come from? Some 
shipowners have begun scouting in the same country that has 
been the chief beneficiary of recent trends in global trade and 
investment—China. It has, after all, a huge labour pool and a large 
domestic fleet. Yet Chinese seafarers may not emerge as winners 
in the global market. 

One of the main obstacles is language: Unlike the Filipinos 
few Chinese seamen are fluent in English, the language most 
commonly used on ships with officers and crews from many 
nations. “Some of our clients have tried Chinese seafarers and 
have gone back to Filipinos because of the English-language prob- 
lem,” reports John Wood, a Manila-based employer representa 
tive for the Hamburg-based Schulte Group. 

The Norwegian Ship Owners’ Association, which formed a 
joint venture with the Shanghai Maritime Academy in 1999, aim- 
ing to train and recruit more Chinese seamen for Norwegian 
vessels, ran into the same dilemma. “In the beginning, we thought 
that English would not be as big a problem as it turned out to be,” 
admits Helge Oliversen, project manager for the joint venture 
“We were maybe a little naive, a little optimistic.’ 

Some shippers and recruiters also complain that Chinese sea- 
men are developing a reputation for being too clannish, refusing 
to eat Western food and generally failing to assimilate with 
other crew members. 


é& 
You go to a place, you harvest. 
then you abandon that place and go to 
35 
the next one 


KAIAISH BAIPAEE, 
INTERNATIONAL SHIP MANAGERS ASSOCIATION 


But the main argument against more Chinese recruits is 
grounded in economics. Analysts concur that China's goal is to 
build up its own fleet, partly by drawing on professional skills that 
Chinese seamen acquire abroad. So Chinese seamen often sign 
a contract on an international vessel, only to return to domestic 
assignments after it's completed. "The [ship] owner gets no return 
on his investment. He gets cheap labour but cannot get those guys 
again," explains Wood. 

And as more good jobs become available on shore, fewer 
Chinese will seek jobs at sea that entail separation from family 
and homeland. China's spectacular growth rate has already led to 
a paucity of seamen from prosperous coastal regions, forcing 
recruiters to search inland. Today, China supplies just 696 of sea- 
men on international vessels. "Anybody who is betting on China 
is mad," says Tony Lane, a professor at the Seafarers International 
Research Centre at Cardiff University in Wales 

Some industry experts, including Lane, contend that >» 
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shippers shouldn't be too hasty in turning away from Philippine E 
seafarers. They point out that the Philippines' domestic econ- 
omy remains weak and that the country has a long tradition 
of exporting labour. But Lane concedes that shipowners have 
grown uncomfortable with being so dependent on just one 
nation. Among other things, critics cite spotty levels of training 
at the country's 88 maritime academies and complaints that 
Philippine seamen are filing too many lawsuits over death 
and disability claims. 

"Some of these are nuisance cases," admits Gregorio Oca, 
president of the Associated Marine Officers’ and Seamen's Union 
ofthe Philippines, which represents 75,000 ofthe country's total 
220,000 active seamen. With overtime and other benefits, Philip- 
pine seaman can cost shipowners between $1,100 and $1,500 a 
month. (According to Henrik, the comparable figures are around 
2096 lower for Vietnamese ratings.) "It took us a long time to 
achieve this benchmark," says Oca. “I have my doubts whether 
we can decrease." 

Indeed, the Filipinos aren't about to give up their dominant 
place in the industry, given that they brought home $1.2 billion 
in wages last year. Some are even hoping to expand their role 
by solving another personnel problem facing shipowners—a 
shortage of captains and other senior officers. 

Many of the existing officers, who are mainly European with 
some Indians, are nearing retirement. But, with strong economies 
at home, a new generation of younger officers is not coming 
forward to replace them. Replacing them with Filipinos won't 
be easy, though. For most Filipinos the cost of officer training 
is prohibitive, while maritime schools are still focused more on 
churning out ratings rather than officers. (With some exceptions SHIPPING NEWS: Owners are keen to reduce their reliance 
in Europe, it's rare for ratings to train or serve subsequently as on Filipinos 
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The radar screen glows as the ship are willing to work for relatively low on Japanese ships tend to be lower than 





'"n oaches Kanmuri Shima, an island ^ salaries on Japanese ships. on European vessels, the Japanese risk 
- off the coast of Japan. The view from “We educate Vietnamese seafar- losing their recruiting edge. 
|. the bridge i is calm. Blue waves cast a ers, and the Nippon Steel Shipping None of that, of course, is reflected 


. soothing pattern of light and shadow. Company will hire them, and then this — in the textbooks on maritime English, 
So far so good fora group of fourth- company will contribute to the grow- borrowed from the All Japan Seamen's 
f ing economy in Japan,” explains Union. In a nearby classroom, Viet- 





l abe | Toshiaki Sakamoto, a captain with a namese students chant: "The higher 
| ong yom Japan. In fact, they're i ina firm handshake who serves as chief ^ salary! get, the happier | feel." - 
| rn | i adviser to the aid project. Meanwhile, Training is supposed to be lively, 
Nippon Steel Shipping has also but not too much fun. Asked what 
invested $1.7 million in a joint venture would happen if the students crashed 






versity, where they're honing their 
~ navigational skills with the help of a hi- — with the same university for training ^ into another ship, an instructor flicks a 
di tech | simulator and other equipment and recruitment. switch and “COLLISION!” splashes on 
| jed by the Japanese government. Japanese shipowners began target- screen in blinking red letters. But this 
. . Like most Japanese aid projects, ing Vietnamese seafarers a decade ago, rarely occurs. Says the instructor, 
| this $5 million grant is linked to com- getting the jump on European shippers Ha Nam Ninh: "If we make a collision, 
mercial goals. Japan sees Vietnamasa who are just beginning to discover students feel like it's a game." 
promising place to recruit seamen who — Vietnam's potential. But since salaries |... Margot Cohen 








48 Far Eastern Economic Review September 23. 2004 


officers.) Comments Oca: *We are trying to convince the gov- 
ernment to try to produce good officers from good maritime 
schools. This is a big challenge." 

In some senses, the shortage of officers is just a symptom 
of a highly fragmented industry that—with a few exceptions— 
has simply relied on the market to solve its staffing problems 
rather than pursuing a thought-out training and recruitment strat- 
egy. It's an attitude that dismays some in the business. “You go 
to a place, you harvest, then you abandon that place and go to the 
next one," says Rajaish Bajpaee, president of the London-based 
International Ship Managers' Association. He describes the 
lack of long-term human-resource development as "tragic." 

In Vietnam, however, some international recruiters see oppor- 
tunity, not tragedy. A relatively small pool of Vietnamese seamen 
are beginning to get good feedback from shippers who see them 
as industrious workers who assimilate easily with other groups. 
"Vietnam is going to take a slice of the Philippines market," 
predicts David Dearsley, secretary-general for the International 
Maritime Employers' Committee in London. 

Japan was the first to recognize Vietnam's potential, pour- 
ing development aid into maritime academies over the past three 
years to help them purchase new equipment and upgrade train- 
ing (see article opposite). But because Japanese lines focus on intra- 
regional—rather than international—trade, they generally pay 
their crews around 20% less than European ship owners. That's 
why the maritime academies don't want to confine their gradu- 
ates to working solely on Japanese ships. 

To cash in on the demand, a mid-sized Danish shipping 
line, Rederiet Fabricius, tied up with a Vietnamese company 
last year to form Sea Saigon Shipping, a joint venture in Ho 
Chi Minh City that recruits and trains Vietnamese seamen for 
work on ships run by the Danish line and other foreign opera- 
tors. Last year, it trained 80 seamen; this year, the number has 
increased to 140, with plans for an additional 200 next year. 

Training stints aboard Danish ships follow the classroom 
instruction for the most promising recruits. One of the company's 
ships now boasts officers and crew that are 10096 Vietnamese. 
But Danish general manager Henrik Andersen wants to expand 
gradually, wary that a sudden influx of insufficiently trained 
seamen could permanently blemish Vietnam's reputation. 

The Danes aren't the only ones homing in on Vietnam: Dutch 
investment is also coming. In March, the Shipping and Trans- 
port College in Rotterdam signed an agreement with Vietnam's 
University of Transport to form a $4.5 million joint venture aimed 
at training and recruiting Vietnamese seamen, 

Andersen is not deterred by the fact that Vietnam's seafar- 
ing labour pool is tiny compared to those of the Philippines, China 
and Eastern Europe. Just 1,000 students graduate from Vietnam's 
four maritime schools each year. At a local maritime school in Ho 
Chi Minh City, he bellows at students: “You must work hard 
and you must focus on learning English. If you can speak good 
English, I guarantee, you can have a job overseas.” 

After Andersen's pitch, some students approach the Dan- 
ish recruiter for his business card. Their English is shaky and 
so is their confidence about finding work. But Andersen encour- 
ages them. “There is a huge requirement out there,” he says. 
“This is just a start.” = 
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Books: JAPAN 


Fishy Business 


Tokyo’s Tsukiji fish market is the scene of this lively study of 


Japanese culture, writes Velisarios Kattoulas 


LIKE THE TSUKIJI fish market itself, Theodore Bestor's 
new book, Tsukiji, the Fish Market at the Center of the World, 
is crammed with earthy characters, memorable scenes and 
a steady stream of surprises. 

At one point, Bestor, who teaches anthropology and 
Japanese studies at Harvard University, asks Wakita, the owner 
of a prosperous fish restaurant near the market, why his family 
had done business with a particular Tsukiji fish wholesaler 
for half a century. Was it because over the years the Wakita 
family had grown to trust the fish wholesaler? 

“Wakita stopped and looked at me quizzically,” Bestor 
writes. “He shook his head and explained with resigned 
patience, ‘You stick with your established suppliers not 


JAPAN'S | ANGST 
In his engaging book /apan Unbound, 
John Nathan, professor of Japanese 
cultural studies at the University of 


a journey to the core of the "existential 
uneasiness" he argues has plagued 
Japan since it entered a prolonged 
economic downturn in 1992. 

Notably, Japan Unbound is one of a 
growing number of books that go 
beyond apocalyptic pronouncements 
about Japan's future to offer readers a 
more nuanced insight into the far- 
reaching changes rocking Asia's most 
advanced economy. Indeed, Nathan 


of Japanese culture—something that's 
clear from the subjects of his earlier 
books, which include the writer Yukio 


gripping many young Japanese is 
endemic and “cannot be explained away obstacles facing the Japanese education 
by shifts in education policy." In a sign of system, he reads too much into the 
California at Santa Barbara, takes us on hope, Nathan then profiles ambitious 
young entrepreneurs banking on Japan's teenage angst is a widespread phenom- 
economy turning around. He describes 
the dramatic changes at once-struggling national problem. 
Nissan Motor since its purchase by 
Renault of France, and the arrival in 
Tokyo in 1999 of Carlos Ghosn, 
Renault's management wizard who 
proceeded to transform the Japanese 
car maker's fortunes. 

In some places, particularly in his 
exploration of big businesses, Nathan 
possesses a multifaceted understanding covers ground already examined exten- 


because you trust them more, but because you mistrust * 
them less'." 

Bestor's Tsukiji is more than just a fascinating read about 
the world’s biggest fish market—Tsukiji dwarfs its closest rival, 
New York's Fulton Fish Market, by a factor of six in terms 
of value and volume. Based on 12 years of painstaking 
fieldwork and other research, Tsukiji brims with an impressive 
collection of insights about Japaris culinary history, its evolving 
diet and what Bestor calls culinary nationalism, an increasing 
tendency amongst Japanese to "define themselves by what 
they eat." Tsukiji also offers readers an understanding of 
the omnipresent culinary references in Japan's media, and 
Tsukiji's dominant role in the global trade in marine products. 


sively in the press. Elsewhere, as in the 


anecdotes he recounts—after all, 
enon and hardly an indication of a 


Nathan excels in tackling the 
minefield of resurgent nationalism, 
which, he argues is also a corollary of 
Japan's recent stagnation. Nathan 
defines Japanese neo-nationalism as 
"investing the imperial tradition (and 
the person of the emperor) with a 
substantiveness that it never pos- 
sessed." To Nathan, this is like "trying 
to fill emptiness with emptiness." 

Notwithstanding his own scepticism, 
Nathan presents an even-handed sketch 


[ Japan Unbound: 
Mishima and electronics giant Sony. A Volatile of leading Japanese nationalists (includ- 
In Japan Unbound, he begins with an Nation's Quest ing Tokyo Governor Shintaro Ishihara and 
analysis of a continuing crisis at Japan- i: for pa ws cartoonist Yoshinori Kobayashi). He 
ese schools, showing alienated stu- Shen disons examines their motives, and reasons that 
dents, rising violence, and bewildered Mifflin. $25 the general insecurity that boosted their 


and frightened teachers and parents. 
Nathan insists the "numbing isolation" 


popularity is unlikely to dissipate soon. 
Velisarios Kattoulas 
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EVEN THEN: Fish market in the Tokugawa period (1603-1868 A.D.) 


Although that has declined since its peak in 1990, Tsukiji 
still handles Y755 billion ($7 billion) worth of seafood a year. 
"Tsukiji stands at the centre of a global seafood trade that 
reaches to virtually every fishing region of the world and 
handles almost every commercially exploitable seafood 
product," Bestor writes. 

The only area Bestor might have examined in greater detail 
is Tsukiji’s role in what some environmentalists portray as a 
rapid decline in global fish stocks. 

At times, too, Bestor's analysis risks getting bogged down 
in the minutiae of anthropological theory. But just as his 
prose seems poised to founder he deftly introduces a colourful 
aside. For example, we learn that Tsukiji, located in central 
Tokyo on the delta formed where the Sumida River meets 
Tokyo Bay, was founded after the 1923 Tokyo earthquake 
destroyed the city's biggest fish market in nearby Nihonbashi. 
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Some Tsukiji denizens trace the Nihonbashi market's roots 
to 30 seafood traders who in 1590 accompanied Japan first 
shogun, Tokugawa leyasu, to Tokyo. The Tokugawa shogu- 
nate ruled Japan until 1868. 

In another aside, Bestor outlines the history of and 
changes in Japans sushi consumption. Into the 19505, toro, 
the meat taken from tuna bellies, was considered too rich and 
was fed to cats. It is now the quintessential high-priced 
sushi topping. Given the level of detail in the book, it is no 
wonder some market participants came to refer to the 
omnipresent Bestor as sakana no sensei 
(the fish professor). 

The core of Bestor's book focuses on 
the nakaoroshi gyosha (intermediaries), 
small-scale wholesalers who buy much of 
the fish sold at auction at the market and 
then sell it on in smaller, more manage- 
able quantities to retail fishmongers, 
supermarkets and chefs 

Technological advances, like highly 
efficient refrigeration and freezing, the 


[ Tsukiji, The Fish 


Market at the advent of global jet cargo services, the pro- 
Center of the liferation of fax machines, cellphones and 
World ] by the Internet have meant a transformation 
Theodore C. 


of Tsukiji’s role. “In the late 2oth century, 
Tsukiji became fishmonger for the seven 
seas, not only shaping the international 
fishing industry but also remoulding 
patterns of consumption and distribution across Japan and 
throughout the world," Bestor writes. 

Against this backdrop, and despite the rise of supermar- 
ket chains bypassing Japan's fish markets altogether, Besto! 
found that small-scale wholesalers survived, even thrived by 
evolving to match the times. Around 50 years ago, most were 
family-owned partnerships. These days, more and more 
incorporate as companies, which enables them to offer 
potential staff better working conditions and job security and 
makes them eligible for a wider array of bank financing. 

At the same time, Bestor discovered that many wholesalers 
still rely on *a commercial culture that owes much to 
precapitalist mercantile traditions." Geographical ties to other 
wholesalers and customers as well as historical and family 
ties still played key roles in the way most wholesalers ran their 
businesses. This neatly fit with Bestor's assertion that in 
Tsukiji, cultural values and economic decision-making were 
interwoven, influencing one another in subtle wavs. 

For the food lover, Bestor includes an added bonus: An 
appendix with tips to eating sushi in and around Tsukiji. 
He says that in 15 years of eating there he has had one soli- 
tary bad meal. 

With Tsukiji tentatively slated for relocation as soon as 
2012, Bestor's book advances the pool of knowledge about 
physical commodity markets in modern societies and gives 
meaning to the seeming chaos of the world's biggest fish 
market. It also stands to be remembered as a fitting epitaph 
to a singular institution. = 


Velisarios Kattoulas is a writer based in lapan 


Bestor. University 
of California 
Press. $24.95 
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One Night in Tokyo 


Things have been going bump in the night in Japan just a 


little bit too often in the past few weehs 


NEWS FLASH: We interrupt this magazine 
to issue an urgent warning to all readers who 
live in Japan or who may be planning to visit 
itin the near future. DO NOT GO TO SLEEP. 
Health experts have determined that dozing 
off anywhere in that country could be ex- 
tremely detrimental to your health, and may 
even be fatal. 

It all started last month, when a man fast 
sleep in his bed at home in Hiroshima was 
involved in a collision with a ship. Haruo Abe, 
76, was woken by a loud noise and pain and dis- 
covered that his home and a cargo ship had had 
a serious altercation in the night. 

It was revealed that the captain of the vessel 
had fallen asleep at the wheel, allowing his 
vessel to run aground and pay courtesy calls 
on several homes, most of which were turned 
into matchwood. Doctors said Abe would 
recover from the collision, having suffered only 
a dislocated shoulder—and a not inconsiderable 
degree of shock. 

News of the accident sent waves of alarm 
down the spines of people in coastal areas. But 
people inland felt smug. Until they heard the 
news about Tsuyoshi Nakamura of Hyogo, who 
lives miles from the sea. 

One warm night recently, Nakamura 
decided to leave the door open while he slept, 
because he thought a breeze blowing through 
the house would make it more comfortable. 
A large black bear from the woods nearby 
agreed with him. It ambled in, settled down and 
went to sleep. 

After Nakamura realized he was sleeping 
with a bear, he got up, and phoned some 
hunters. They came to the house and decided to 
wait until the bear woke up. After four hours, 
it yawned and opened its eyes. At which point 
they shot it with tranquillizers to put it back to 
sleep, and took it away. 

Basically, you should NEVER sleep in a bed 
in Japan. 

I would also advise people not to sleep on 
Japanese transport. People who have read this 
column for a long time have seen regular 
reports of dozy people leaving odd things on 
buses and trains—not just umbrellas, but pros- 
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ONE-STOP SHOP: 
This rather unfor 
tunate combina 
tion of signs was 
seen in Manila: 
‘Fast Food This 
Way” and “Oral 
Cholera Available 
(Spotters: Katrina 
Molina and Rene 
Pongco.) 


thetic limbs, the ashes of their deceased parents, yakuza-detached fingers, 


that sort of thing. 


Well, it's getting worse. There has been a rash of incidents in which sleepy 
Japanese commuters have left themselves on buses. Last month, a male pas- 
senger in his 60s who dozed off in a Tokyo bus woke up to find himself in 
the vehicle locked in a bus garage. He was stuck there all night. Officials said 
it was the third such incident recently, and have instructed all bus drivers 
to remove all unclaimed articles—including somnolent humans—from their 


buses before locking them up. 


[s it safe to sleep in one's own vehicle, | hear you ask? No. Sorry. That's 


not safe, either. 


Ask Tatsuro Onishi, aged 22, of Matsuyama, who recently went to sleep 
in his car. It seemed safe enough. No freighters. No bears. No bus drivers 


waiting to lock him in. 


But he was woken by a high-pitched whining, buzzing noise: There 


BY NURY VITTACHI 


HAVE A TALE TO TELL? 
Call (852) 2831 2502, 
fax (852) 2503 1530, or 
write to GPO Box 160, 
Hong Kong. 

By e-mail: tales@feer.com 





was a mosquito in the car. He attacked it with 
a mozzie spray, liberally spraying the air 
inside and outside the vehicle. He failed to 
catch it, and decided to relax with a ciga- 
rette instead. 

As soon as he lit a flame—whoosh!— 
the pesticide-filled air burst into flame. 

The resulting fireball gutted Tatsuro's car 
and his family home, causing the young man 
a great deal of embarrassment, though luck- 
ily he escaped physical harm. 

However, though it may be hard to 
believe, there was one bit of good news. "The 
mosquito that had been annoying him was 
killed," the Japanese news wires reported. 

If you really, really, must go to sleep, just 
remember: you can buy a ship's foghorn for 
$200 on Internet auction site eBay. It's a must- 
have for Japanese bedrooms these days. & 
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CEO CALL 


K.Y. LEE, AU Optronics, BenQ Group 





Riding a Wave 


The world’s third-largest producer of LCD screens operates in a volatile market 
characterized by high capital costs, uncertain demand and possible oversupply 


AS THE LEADER OF Taiwan's BenQ Group of 
technology companies—including PC maker 
BenQ Corp., flat-screen producer AU Optronics 
Corp. and component specialists like Daxon 
Technology and Copax Photonics Corp.—K. Y. 
Lee is used to the volatility of price and 
demand cycles, availability of parts and 

other surprises. 

Still, when construction man- 
agers told him how much steel 
would be needed to build AU's 
new factory in the central city 
of Taichung, Lee had one word 
for them: “Unbelievable.” 

“We saw that one steel 
company could not meet our 
demand,” he says. “We had to 
go to three companies.” 

BenQ Corp., for years the 
biggest unit in the group, began 
as a maker of computer periph- 
erals. In the past two years, its 
personal computers and cell- 
phones started building a repu- 
tation and sales beyond Taiwan. 

But AU's flat-screen business 
became the group's biggest in the 
first six months of the year. 
AU's consolidated revenue for — 5 * 
that period was NT$89.8 billion, ($2.6 tay 
billion), more than twice what it was a year i 
ago. BenQ Corp.'s revenue was NT$78.7 billion. 
AU is now the third-largest producer of liquid- 
crystal-display screens, after Korea's Samsung 
Electronics and LG.Philips LCD. 

For Lee, that means spending more time on 
AU's goals and needs. The company's capital 
requirements are far greater than the other firms 
in the BenQ Group; for example, AU raised $480 
million in a secondary offering this summer to 
help pay for new factory construction. Its cur- 
rent factory under construction will cost more 
than $2 billion. 

And investors and analysts are still trying to 
decide how the flat-screen industry is going to 
behave and should be valued. After 18 months of 
fairly steady price increases, shares in AU and 
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other flat-screen makers peaked in April amid perceptions that— 
with about a dozen giant factories under construction—the 
industry's production capacity will outrun demand. 

The test of that perception is still more than a year away, when 
the new factories are open and their output has driven down 
prices for flat-screen TVs. Lee professes to be unfazed by the 

volatility of AU's share price and unsettled percep- 
tions of the industry. Of the analysts who turned 
negative on AU and other flat-screen stocks, 
he says, "That is their mission to point out 
this adjustment point. That is OK. This 
industry is still quite healthy." 
Indeed, AU's 
30%-range gross 
margin, even if it 
tumbles as investment 
analysts expect in the second half 
of the year, is likely to remain 
higher than BenQ's, which is in 
the 1296-1596 range. 

Ve The main trouble for in- 
vestors, however, is that the 
long lead times, 18-24 months, 

required to build flat-screen facto- 
ries mean that supply and demand 
cannot often be synchronized. 
That's a trait flat-screen mak- 
= ers share with the semi- 
- conductor industry. 
m But there's also a trait 
they don't share: flat screens re- 
quire a lot of components. That means 
materials and parts suppliers must invest and 
expand at the same time and pace as manufacturers like AU or 
bottlenecks in production will result. “It’s no wonder the invest- 
ment circles are concerned about the volatility of this industry. 
That is the nature of it," Lee says. 

Lately, that volatility has added to the challenge AU and 
other manufacturers in Taiwan are having filling jobs. As share 
prices rose last year and through the start of 2004, Lee says, 
people came with high expectations. 

“I keep telling our management we've got to be very careful 
when we hire new employees," he says. “We've got to be prag- 
matic and have to deliver a very mutual message not to over- 
hype. The longer you are in business, you realize that some- 
times you are like a tiger, so powerful. And sometimes you 
are like a dog." EVAN RAMSTAD 
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How To DEVELOP 

What is needed to develop Kampung 
Baru, the Kuala Lumpur enclave 
bounded by a colonial-era law that 
allows only ethnic Malays to own land, 
reside or do business in the area, is 
for the government to assume the role 
of master planner, maybe by putting all 
land in the area into a real-estate trust 
and turning owners into unit-holders. 
[Urban Quagmire, Aug. 19.] This way, 
"the maximum market value of the area 
can be extracted, i.e., after the land is 
consolidated and a master development 
plan is in place. The government could 
then offer the land for sale on a lease- 
hold basis to Malay developers, with the 
successful bidder paying a premium for 
what is possibly the last sizeable piece 
of prime land in central Kuala Lumpur. 
Proceeds from the tender could be 
deposited into the real-estate trust for 
redistribution later. Residential units 
can be reserved for Malays, preserv- 
ing the identity of the area. 

A portion of the land can also be set 
aside for commercial development, 
of which the trust should be the sole 
owner. By being the exclusive owner of 
a mixture of offices and retail outlets, 
the trust can lease these out for income 
as well as ensure property apprecia- 
tion. The law governing such land 
could also be changed to allow non- 
Malays to lease commercial units. 
Since ultimately Malays will be the 
beneficiaries of the revenue stream, the 
spirit of the law would still be upheld. 


TANG CHING LENG 
Muar, Johor 


WHAT FEAR? 

I refer to Rights Group Fears for Hong 
Kong (Intelligence, Sept. 16]. The report 
by Human Rights Watch came out on 
the eve of Hong Kong's elections for the 
Legislative Council, and painted a grim 
picture of rights in the city. The real thrill 
was the remark you reported by the 
group's spokeswoman, Minky Worden: 
"There's a real climate of fear here I 
have not experienced before.” This 
alleged climate of fear did not materi- 
alize, as we had the largest-ever voter 
turnout. Besides, pre-election cam- 
paigns were open and candidates had 
the freedom to set whatever platform 
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they chose. One candidate openly ran 
posters showing a bull kicking a cari- 
cature of Chief Executive Tung Chee- 
hwa. So where is this climate of fear 
we're supposed to be suffering under? 
Please enlighten me. 


JAMES A. ELMS 
Hong Kong 


No BACKTRACKING 
The impression given by Malaysian 
Mission to Iraq in Doubt (Intelligence, 
Sept. 2] is that Malaysian Foreign Min- 
ister Syed Hamid Albar has imposed 
new and stringent conditions for send- 
ing the proposed medical team to Iraq. 
Far from backtracking, the govern- 
ment, as announced by Prime Minis- 
ter Abdullah Ahmad Badawi during 
his meeting with President George W. 
Bush at the White House on July 19, is 
committed to sending a medical team 
to Iraq as soon as the situation and the 
operating environment there permit. 
This is the position of the Malaysian 
government, and as foreign minister, 
the minister has merely articulated the 
policy position of the government. 
You were also very mischievous 
in speculating that Malaysia continues 
to harbour anti-American sentiments. 
Prime Minister Abdullah's recent suc- 
cessful visit to the White House at the 
invitation of President Bush speaks vol- 
umes of the excellent bilateral rela- 
tionship and close cooperation that 
exist between the two countries on a 
number of issues, including interna- 
tional terrorism. This is acknowledged 
by the Bush administration and by 
prominent members of the United 
States Senate. On September r1, 2004, 
Senator Richard Lugar, the chairman 
of the U.S. Senate Foreign Relations 
Committee, commended the prime 
minister's leadership in working to fur- 
ther strengthen the bilateral relation- 
ship between Malaysia and the U.S. 


AZNIFAH ISNARIAH ABDUL GHANI 
External Information Division 

Ministry of Foreign Affairs 

Putrajaya 
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Up a ted ee 


The N ew Supremo Finally, Hu Jintao holds all the levers 


of power, but this is unlikely to translate into distinct changes in the way China is run 


A DAY AFTER Jiang Zemin retired as head of China's Cen- 
tral Military Commission, he was shown on state television 
addressing military chiefs. Mr. Jiang was quoted as saying, 
"To accept the absolute leadership of the party is the basis of our 
military . .. is a matter of life and death of our military, the 
existence of our party and the future of socialism. We must 
uphold the party's absolute leadership," and that "the military 
is the party's military." Spoken like a man who owed his eleva- 
tion to great power to the turmoil that followed the Tianan- 
men Massacre and who managed to keep China from being 
swallowed by the democratic tide that ended communism in 
Eastern Europe. The question is, do Mr. Jiang's valedictory 
remarks represent the last gasp of the old paradigm? And if 
so, does such a shift matter when it's still only a version of the 
larger communist construct? (See related article on page 30.) 

No question, it is greatly significant that all the levers of 
state, party and military power now are in President Hu Jintao's 
hands, a member of the “fourth generation" of leaders widely 
seen as more reform-minded. Just as important, a Mr. Jiang 
with a clearly hardline view of Taiwan and Hong Kong is now 
out of the official ruling clique. 

Still, it may be premature to think ofa kinder, gentler China 
emerging as a result of Mr. Jiang's retirement. After all, Deng 


having given up all his posts except, as a keen card player, that 
of head of the Chinese Bridge Association. 

Moreover, although Mr. Hu enjoys a reputation as a mod- 
erate reformist, this is a comparison on a relative scale. The pres- 
ident clearly has no intention of leading China out of commu- 
nism. More likely, he aims to turn Red China a more pastel 
shade by fine-tuning China's socialism. The defining tone, nev- ' 
ertheless, will remain red. Indeed, on the eve of the party's 
plenum that ended on September 19, Mr. Hu said that “his- 
tory indicates that indiscriminately copying Western political 
systems is a blind alley for China." Mr. Hu cannot be said to har- 
bour liberal tendencies, and it also bears remembering that 
he had been anointed by Deng as a future leader. 

The political landscape in China altered little during Mr. Jiang's 
tenure. While it is true that he oversaw an unprecedented expan- 
sion of the economy, this growth brought with it even more cor- 
ruption. Thus, if Mr. Hu is thought a reformist, it is mainly because 
he wants to make the party more transparent in order to fight graft 
among officials. For now, this appears to be the boundary of his 
political agenda. In almost any other area, it is hard to credit Mr. 
Hu with a credible break from received orthodoxy. 

Mr. Hu may tinker with the fringes ofthe old communist par- 
adigm. But there is no indication the now apparently all-power- 


Xiaoping had held substantial influence in the regime despite 


ful leader is anything except another communist supremo. = 


‘Mister’ Musharraf? Pakistan’s president may have second thoughts 


IN PAKISTAN, many caution against 
believing President Pervez Musharraf will 
break his promise to hang up his army 
fatigues unless he actually says so—and 
thus far, he hasn't. Yet many Pakistanis 
suspect he’s preparing the ground for just 
such an announcement, as officials line 
up to urge him against donning civvies. 
And in an interview earlier this week with 
The New York Times, Gen. Musharraf said 
that while he did say he would quit as army 
chief by the end of this year, “the issue is 
now far greater than this.” 

But if Gen. Musharraf reneges on the 
promise made in December to give up his 
military office and serve only as president, 
it would be a blow to hopes of returning 
Pakistan to civilian rule. When Gen. 
Musharraf seized power in 1999 there was 
relief among some that the military once 


more had rescued the nation from another 
inept civilian government. But underlin- 
ing the general's assumption of power was 
the belief that a period of military oversight 
would pave the way towards improved 
civilian government. After securing five 
years as president in a 2002 referendum 
that raised eyebrows, Gen. Musharraf now 
also seems reluctant for the military to 
recede into the background. 

Looking next door at Afghanistan, 
the irony is delicious. As Kabul prepares 
for presidential elections next month, 
Pakistan finds its own democratic insti- 
tutions increasingly weakened. The 
United States, which has been support- 
ive of Gen. Musharraf's Pakistan for its 
role in fighting Islamic militants, surely 
finds itself in a quandary. The U.S. gov- 
ernment's position long has been to sup- 


port civilian, democratic governments. 
No one expects Gen. Musharraf to 
leave political office soon—that's not the 
point. He has taken necessary and coura- 
geous positions in the war against terror- 
ism. But Pakistan needs, at some time, 
to transition fully to civilian rule—albeit a 
much better version of what it has seen. 
Given its considerable influence in the 
country and with Gen. Musharraf, the U.S. 
is in the best position to urge that there 
ultimately be a transition, in form and sub- 
stance, to unambiguous civilian control, 
whether with a “Mr.” Musharraf at the 
helm or another civilian. No one pretends 
this will be easy. And realistically, an assur- 
ance from Gen. Musharraf that he will doff 
his uniform is only the first step in remov- 
ing the military’s considerable influence 
in politics. But it is a necessary step. © 
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U.S. Delays Decision 
On China Sanctions 


The United States has decided to delay a decision on 
whether to impose sanctions on the Chinese government 
and one of China's biggest firms for weapons proliferation, 
a move that would block up to $12 billion in annual exports 
to America. The U.S. government invoked the sanctions in 
a September 19, 2003, ruling against China North Indus- 
tries Corp. (Norinco), but then immediately waived them 
for a year. The new decision continues the waiver until 
March. If enforced, the sanctions could prevent China from 
exporting to the U.S. any electronics products that the 
Chinese government has been involved in developing or 
producing. The U.S. government has also decided to 
impose sanctions for weapons proliferation against China's 
Xinshidai corporation, a vast and secretive conglomerate 
linked to the Chinese military. Internal debate over the move 
lasted 18 months, in part because of U.S. intelligence 
community concerns that publicly naming Xinshidai could 
compromise U.S. intelligence sources and methods. Some 
in the State Department believe the U.S. achieves little by 
sanctioning Xinshidai and that it risks much in terms of 
Chinese goodwill at a time when Washington is relying 
on China for help in dismantling North Korea's nuclear- 
weapons programme. 


MALAYSIA TO KEEP DOLLAR PEG For Now 
The Malaysian government has no intention of abandoning 
its controversial currency peg to the United States dollar, 
at least for the time being. “The peg is useful. As things 
stand, we will keep the peg,” the Review was told by Second 
Finance Minister Nor Mohamed Yakcop, who understudies 
Prime Minister Abdullah Ahmad Badawi on the finance 
portfolio. Former Prime Minister Mahathir Mohamad uni- 
laterally pegged the ringgit at an exchange rate of 3.8 ringgit 
to $1 in September 1998, in a bid to deter currency specu- 
lation. Although risky, Mahathir's bet paid rich economic 
dividends, as the dollar has since weakened, heightening 
Malaysia's export competitiveness. Today, foreign investors 
believe that fair value for the ringgit would be somewhere 
between 3.2 ringgit and 3.4 ringgit to $1, leaving it under- 
valued by roughly 15%. That undervaluation is convenient 
for Malaysia, encouraging capital inflows. Nor hinted, how- 
ever, that officials are not wedded to the idea of a fixed 
exchange rate, and would be ready to abandon the peg should 
it turn from a help into a hindrance. That could happen 
easily if the dollar were either to strengthen significantly, 
which would bump up the price of Malaysia’s exports, or 
if it were to weaken, which would raise the cost of Malaysia’s 
imports, stoking inflation. In either scenario, believe econo- 
mists, Malaysia would be likely quickly to adopt a “managed 
free float” similar to the exchange-rate regimes operated by 
its Southeast Asian neighbours. 
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AID BOOST: The Indonesian navy could soon benefit from U.S. help 


AID CHEER FOR INDONESIA AND CAMBODIA 
The United States Senate Appropriations Committee sur- 
prised some observers in mid-September by voting to provide 
aid to the Indonesian navy and Cambodian security forces 
in its draft Fiscal Year 2005 Foreign Operations Bill. The 
committee has long prohibited military aid to Indonesia 
and Cambodia. The legislation proposes giving $6 million 
to help Indonesia protect its sea lanes against terrorists and 
pirates, provided that the navy isn't found to be involved in 
human-rights violations and is cooperating in investiga- 
tions into past rights abuses. The draft bill proposes another 
$1 million to help Cambodia step up its border security against 
terrorists and drug smuggling. The Senate body also approved 
$2.5 million to help Thailand bolster its maritime security, 
on the condition that the U.S. secretary of state certifies that 
Bangkok is helping to promote democracy in Burma and is 
not forcibly repatriating refugees to Burma. The bill proposes 
providing $4 million to promote democracy and human rights 
in Thailand and $1 million to promote independent media in 
the country. 


U.S.-INDONESIAN MILITARY TIES ON HOLD 
The United States Congress won't support the resumption 
of a military-exchange programme with Indonesia for now, 
even though some in the Bush administration are in favour 
of restoring such ties shortly after the Indonesian presi- 
dential inauguration on October 20. Federal Bureau of Inves- 
tigation officials did not answer enough questions at a 
September 17 briefing to convince congressional aides 
that the training programme for Indonesian military offi- 
cers should resume. A draft bill approved by key commit- 
tees in both the Senate and the House of Representatives 
says the programme can only restart if the administration 
verifies that Indonesia is cooperating in the investigation of 
the murder of two American teachers in Papua province two 
years ago. “This is an ongoing investigation and we won't 
know if the Indonesian military has fully cooperated >» 
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HOLD THE LINE: 


Former Malaysian 
Deputy Prime 
Minister Anwar 
Ibrahim was con- 
nected to the 
outside world during 
his time in prison 


Intelligence 


until the investigation is completed," says Tim Rieser, an 
aide to Vermont Democratic Sen. Patrick Leahy. "Why 
remove the leverage, the incentive to cooperate, before the 
investigation has run its course?" In late June, the U.S. gov- 
ernment charged Anthonius Wamang, a member of a 
Papuan separatist movement, with the murders. But con- 
gressional aides along with Indonesian and U.S. human- 
rights groups want the FBI to continue its investigation 
because of what they say is evidence implicating the Indone- 
sian military in the killings. 


ANWAR's LINE TO THE OUTSIDE WORLD 
Former Malaysian Deputy Prime Minister Anwar Ibrahim 
says that he was kept in strict solitary confinement for the 
six years he spent in prison, with no access to television or 
radio. But he had no shortage of other ways of keeping in 
touch with the outside world before his release on September 
2. "He was on the phone virtually every evening," says a for- 
mer aide who now lives outside Malaysia. The aide says prison 
guards helped Anwar communicate with his family and 
supporters by giving him access to a mobile phone. It was 
by this means, as well as through his lawyers, that Anwar 
insisted on pursuing the appeals that led to Malaysia's Fed- 
eral Court overturning his 2000 conviction for sodomy. 
"He was quite insistent on not being released on medical 
grounds," says the aide, who did not want to be quoted. Anwar 
told the Review days after his release that he saw his lawyers 
almost twice weekly and was able to send notes to his fol- 
lowers. Asked about access to a phone, Anwar denied that 
he was given any special favours, saying only that "despite 
all the restrictions and strict rules, the guards generally, 
over 90%, were extremely kind and supportive." 


Timor Gas DEAL FINALLY AGREED 

After months of rancorous debate, Australia and East Timor 
have hammered out a revenue-sharing deal that will give the 
newly independent nation A$5 billion ($3.5 billion) in tax 
and royalty payments from a massive natural-gas project. 
The deal has secured East Timor's agreement for the devel- 
opment of the Greater Sunrise gas field in the Timor Sea. 
At its last meeting before going into election-caretaker mode, 
Australia's federal cabinet "established benchmarks for a 
greater share of the revenue to East Timor from the Greater 
Sunrise gas project," according to Liberal backbencher David 
Tollner, whose seat of Solomon covers Darwin in the North- 
ern Territory, which faces the Timor Sea. Australia's Wood- 
side Petroleum, which heads a consortium planning to 
develop the field, had warned that it would pull out of the 
project if the revenue-sharing issue was not settled by Decem- 
ber. The deal is good news for East Timor's future economic 
viability, but it leaves unsolved the dispute over the maritime 
boundary between the two countries. The boundary, drawn 
up with Indonesia 13 years before East Timor won inde- 
pendence, gives the bulk of the Timor Sea's oil- and gas- 
rich seabed to Australia. 
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“RULE #1: 

ALWAYS GET 

A GOOD SLEEP 
BETWEEN GAMES.” 


Midori Masujima, 
Sports Writer 
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Howard Draws Fire for Flying Squads Plan 


Australia's Prime Minister John Howard unveiled a 
plan to establish anti-terrorism “flying squads” to 
work in the Asia-Pacific region, stressing he would 
order pre-emptive strikes overseas if needed. 
Regional states, including Malaysia, Indonesia and 


THIS WEEK 


the Philippines, attacked the idea, saying they 





FLYING SQUAD: Chopper 
team exercise 


would not allow any viola- 
tion of their sovereignty. 
Howard's plan also drew 
criticism from opposition 
Labor Party leader Mark 
Latham, who said pre-emp- 
tive strikes overseas would 
only make Australia more 
of a target. Howard stressed 
the proposal was only 
aimed at potential "failed 
states" that could not stop 
terrorism for themselves. 








Asian countries figured promi- 
nently in a United States State 
Department list of countries that 
it says fail to respect religious 
freedoms. China, North Korea, 
Burma and Vietnam were cited 
as countries "engaged in system- 
atic, ongoing, egregious viola- 
tions of religious freedoms." The 
department's annual report on 
religious freedom accused the 


nonapproved religions," while 
Bangladesh, India, Indonesia and 
Sri Lanka were categorized as 
those with “state neglect of, 
societal discrimination against, 
or persecution of, minority 
religions." The State Department 
report listed Brunei and Malaysia 
as countries with discriminatory 
policies aimed at certain reli- 
gious groups. 


Chinese government of persecut- 


ing Tibetan Buddhists, Uyghur 
Muslims, Catholics faithful to the 
Vatican, underground Protes- 
tants and the Falun Gong spiri- 
tual sect. The report lumped 
China, Laos, Burma, North Korea 
and Vietnam together in a list of 


KAZAKHSTAN 


The ruling Otan party 
claimed victory in parlia- 
mentary elections, but 
the official results were 
yet to be announced as 
the Review went to press. 
Foreign election monitors 
said voting fell short of 
international standards 
and added that the media 
had been biased. They 
were also concerned 
about a ruling that 
prevented two opposition 
leaders from running. The 
party of President Nursul- 
tan Nazarbayev's daugh- 
ter is reported to have 
come in second. 


NEPAL 


Thousands of people 
took part in a rally for 
peace in Kathmandu. The 
demonstrators urged the 
government and Maoist 
guerrillas to resolve a 
conflict that has left 
10,000 people dead in 
the past eight years. 


NORTH KOREA 


The Anglo-lrish oil 
company Aminex signed 
a 20-year deal to develop 
North Korea's oil industry. 






JAPAN'S BASEBALL 
players held their first - 
strike in the league's 70- 
year history. Although 
games have resumed, 
players said they would 
strike during weekend - 
games unless the 
owners of the Nippon 
Professional Baseball 


league promise to make 
every effort not to merge 
two clubs, reducing the 


league to 11 teams. 


return Aminex will receive 
royalties on all oil 
extracted in the country. 
A number of potential 
sites are close to some of 
China's most productive 
oil fields. 


EE OU 
United States-based 
General Electric wants to 
sell its giant outsourcing 
operations in India for as 
much as $1 billion. GE is 
in talks to sell all or part 
of the business, GE 
Capital International 
Services. It is the largest 
business-processing 
operation in India run by 
a United States or 
European company. 


Prime Minister Manmo- 


The company said it will 
be permitted to explore 
and drill throughout the 
country and provide 

technical assistance. In 


han Singh told United 
States President George 
W. Bush he would seek to 
talk constructively with 
Pakistan's President 


totalitarian regimes that regard 
religious groups as enemies of 
the state. Pakistan was included 
in a list of countries with "state 
hostility towards minority or 
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Pervez Musharraf over 
the Kashmir peace 
process. They were due 
to meet on September 24 
at the annual meeting of 
the United Nations 
General Assembly. 


President Pervez 
Musharraf said he may 
rescind his offer to stand 
down as military chief by 
January. Stating that he 
still had one year to 
decide the matter, 
Musharraf said condi- 
tions in the country had 
changed since he made 
a deal with the opposi- 
tion to relinquish his 
uniform in order to 
remain president until 
the end of 2007. 


INDONESIA 


Former army Gen. Susilo 
Bambang Yudhoyono was 
on course to unseat 
President Megawati 
Sukarnoputri with 80% of 
the vote counted in 
Indonesia's first direct 
presidential election. 
Yudhoyono's perform- 
ance helped boost the 
Jakarta stockmarket to 
an all-time high of 
823.858 points. (See 
article on page 14.) 





Police made their first 
arrests in connection with 
the September 9 Aus- 
tralian embassy bombing 
in Jakarta. Police said a 


man had been arrested 
for carrying explosives for 
Azahari Husin, who they 
believe masterminded the 
attack and is thought to 
have links with Jemaah 
Islamiah. Up to eight 
other people have been 
detained for questioning. 


The editor of Tempo 
magazine was sentenced 
to one year's imprison- 
ment for libelling a 
prominent businessman. 
Bambang Harymurti was 
jailed for writing an 
article that accused Tomy 
Winata of gaining from a 
contract to rebuild a 





LIBEL: Tempo's Harymurti 


burnt-down textile 
market. Harymurti is free 
pending appeal. Critics 
called the sentence a 
setback for media free- 
dom in Indonesia. 


SOUTH KOREA 


Contracts worth a total 
of $4 billion, mostly for 
oil, were signed with 
Russian companies when 


BLAST LEADS: A wanted poster for Jakarta bombing 





$423]nàyx 


South Korean President 
Roh Moo Hyun met with 
Russia's President 
Vladimir Putin. The 
biggest was a $3 billion 
project to create a 
refinery and petrochemi- 
cal plant, signed between 
LG Group, South Korea's 
second-largest industrial 
group, and No. 6 Russian 
oil producer Tatneft. 
South Korea, the world's 
fourth-largest energy 
buyer, said it hopes to 
reduce its reliance on 
Middle Eastern oil. 


Inspectors from the 
United Nations resumed 
investigations into South 
Korea's clandestine 
nuclear experiments, 
which involved plutonium 
and uranium. Seoul has 
stressed it has no inten- 
tion of building nuclear 
weapons. North Korea 
warned it will not return 
to six-nation talks on its 
own nuclear programme 
until South Korea's 
research is "fully probed." 


UNITED NATIONS 


India and Japan launched 
a united bid with Brazil 
and Germany for perma- 
nent seats on the UN 
Security Council. The 
countries argued that 
expanded council mem- 
bership was crucial to 
addressing new global 
threats. Reform of the 
15-nation council has the 
support of UN Secretary- 
General Kofi Annan. 
Britain, China, France, 
Russia and the United 
States have held the five 
permanent seats on the 
council since the UN was 
established. Ten other 
nations are elected as 
nonpermanent members 
for two-year terms each. 


included allowing transactions with possible 
links to money laundering, lending money used 
to manipulate stocks and misleading customers 
about investment risks. Citibank promised to fix 
internal controls. 


The punishments deprive the Japan unit of 


a profitable business, and come as the parent - 


bank is enmeshed in scandals over the failed 
Enron Corp., its stock research and even loan 
losses in Argentina. The severity of the penalty 
surprised some foreign bankers. After all, Japan 
has much bigger and potentially more dangerous 
problems at its large domestic lenders, which 


analysts believe routinely under-report bad loans 


and pad capital with accounting gimmicks. 
But the FSA is out to prove that it's a modern 


regulatory agency that enforces transparent 


rules. Analysts say the FSA may have chosen Cit- 
igroup because it 
nal that Japan has changed. Going after a shaky 
domestic lender could require a government 
bailout. Slapping Citigroup grabs attention, with- 
out costing taxpayers a fortune. "It's a win-win 
situation for the FSA," said one banker. 

Martin Fackler 
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INDONESIA 


New Start 


In the country's first direct presidential election, voters chose the candidate they thought 
would provide leadership and a strong vision for the future of Indonesia. Now President-Elect 


Susilo Bambang Yudhoyono will have to live up to their expectations 


IN THE END, it wasnt even close. Riding 
a wave of public yearning for leadership 
and direction, former Chief Security Min- 
ister Susilo Bambang Yudhoyono stormed 
to a landslide victory over incumbent 
Megawati Sukarnoputri in the final round 
of Indonesia’s first direct presidential elec- 
tions. Indeed, the September 20 show- 
down turned out to be an ill-matched race 
between one candidate who looks to the 
future and another whose sole motivation 
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was often seen to be restoring the name 
of her deposed father, the late founding 
President Sukarno. 

The rough 60%-40% margin in two 
reliable quick-count tallies was closer than 
poll predictions, but still greater than 
analysts thought it would be after a 10- 
week campaign hiatus from the July 5 
first-round election that was expected 
to favour the incumbency. Perhaps the 
starkest contrast between the two candi- 
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By John McBeth/]AKARTA 


dates came in television appearances in 
the lead-up to the run-off, where despite 
the structured format the media-shy 
Megawati showed voters she lacked the 
vision and ideas to lead Indonesia out of 
its seven-year economic malaise. 

The result came as no surprise to 
Rachmat Witoelar, Yudhoyono's cam- 
paign manager and a former secretary- 
general of ex-President Suharto's ruling 
Golkar party, who based his strategy on 
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the political elite's loss of credibility five 
years after Indonesia embarked on the 
twin paths of democracy and decentral- 
ization. "The elite has lost contact," he 
told the Review the day after the election. 
"What we did was connect him directly 
to the people—in the villages, on talk 
shows and in our advertisements. It is 
what I envisaged." 

Analysts say Megawati's reliance on 
a pre-election alliance with Golkar Chair- 
man Akbar Tanjung and the United 
Development Party of former Vice-Pres- 
ident Hamzah Haz may have even alien- 
ated voters, who demonstrated most 
notably in the April 5 parliamentary elec- 
tions that they are now increasingly mak- 
ing their own decisions rather than rely- 
ing on the advice of community and reli- 
gious leaders. "The coalition was a flop," 
says Kevin Evans, a specialist on Indone- 
sian electoral behaviour. “The public won't 
be told what to do any longer." 

The rupiah and the Jakarta stock- 
market responded positively to Yudhoy- 
ono’s huge public mandate in an election 
that passed without apparent controversy. 
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ENTER SBY: Susilo Bambang Yudhoyono (left) 


direct presidential election on September 20 
Sukarnoputri (centre). An election official prepares ballot boxes 


The president-elect, a 55-year-old who 
completed his doctorate in agro-eco- 
nomics only two days before the election, 
has pledged a second wave of reforms 
aimed at improving legal and legisla- 
tive certainty and attracting direct for- 
eign investment. The promised pro- 
grammes—along with a major restruc- 
turing of the presidential bureaucracy 
and decision-making mechanisms—are 
seen as crucial in pushing growth beyond 








WHAT’S NEXT 
FOR YUDHOYONO 


* First, the new president 
must name his cabinet 


* He'll soon have to deal 
with the 2005 budget 
and tricky fuel subsidies 


* He's pledged reforms to 
improve legal and legisla- 
tive certainty and attract 
investment, but must 
first do some politicking 
in the legislature 
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North Maluku, West Nusa Tenggara and 
Papua. In the main battleground of pop- 
ulous Java, he was edging Megawati in her 
Central Java stronghold, and was com- 
fortably ahead in his native East Java, 
where her vice-presidential candidate 
Hasyim Muzadi's National Awakening 
Party draws most of its support. 

The new leader says he will begin 
forming his cabinet after official results 
are announced around the end of the 
month, but it is uncertain if it will be in 
place by the time of his inauguration on 
October 20. While some of his aides have 
questioned the vintage Yudhoyono prac- 
tice, he reaffirmed his intention of initially 
floating his nominees for what he called 
"sensitive" posts—including attorney-gen- 
eral and the ministers of finance and state 
enterprises—to gauge public reaction. 


YUDHOYONO HAS PLEDGED REFORMS AIMED AT 
IMPROVING LEGAL AND LEGISLATIVE CERTAINTY AND 
ATTRACTING DIRECT FOREIGN INVESTMENT 


Yudhoyono also indicated he was con- 
sidering two or three ministers from 
Megawati's cabinet, raising the possibility 
that he may re-appoint well-regarded 
Finance Minister Boerdiono, who has been 
instrumental in restoring macro-economic 
stability. It would also provide some con- 
tinuity for a new administration worried 
about confronting possible “time bombs” 
laid in spite by Megawati's followers dur- 
ing the month-long transitional period. 
Most concern centres on the short time that 
will be available to review the 2005 budget, 
loaded as it is with fuel-subsidy expendi- 


ture, before it goes to the House of Rep- 
resentatives for approval. 

With few political debts to pay off and 
indications that only about a third of his 
cabinet will comprise political appointees, 
Yudhoyonos presidency could be defined 
by how he deals with parliament. His 
fledgling Democracy Party has only 57 
MPs, but because the 550-seat legislature 
is more a collection of individuals and 
interest groups than disciplined party loy- 
alists, Witoelar doesn't expect him to have 
the same problems normally confronted 
by minority leaders—particularly if >> 
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| TB Silalahi was an instructor at the Indonesian army's General 
. Staff College when he first encountered a young Javanese army 
. major called Susilo Bambang Yudhoyono. "| saw him even then as 
a potential president," says the former two-star general. 
That was in 1986. Eighteen years later, Yudhoyono, 55, 


poen the third Southeast Asian general after Chatchai 


- Choonhavan of Thailand and Fidel Ramos of the Philippines to 
= come to power through democratic means. 
Following in the footsteps of his father, a retired army captain, 


E .. Yudhoyono graduated at the top of his 1973 class at the 


i 


- Indonesian Military Academy. Fluent in English, he was trained 


MD, 


j ARMY BACKGROUND: A plus for many voters 


16 Far Eastern Economic Review 


partly in the United States and earned a master’s degree in 
management from Webster University, He may have served his 
time in active combat units, but his real strength has always been 
in staff positions. Yudhoyono rose from colonel to three-star 
general in just five years, between 1993 and 1998, largely under 
the patronage of military commander Gen. Feisel Tanjung. 

Plucked from his job as chief of staff of territorial affairs in 
1999, he was appointed mines and energy minister and then 
security minister under President Abdurrahman Wahid, later 
making the transition to Megawati Sukarnoputri's cabinet when 
she took over in 2000. 

Although he was chief of staff of the Jakarta regional com- 
mand when government-hired thugs attacked Megawati's party 
headquarters in July 1996, and was chief of territorial affairs 
when Indonesian troops laid waste to newly independent East 
Timor in 1999, he has never been directly implicated in any 
wrongdoing. But for many students and democracy activists, the 
simple fact that Yudhoyono served for 26 years in the military, 
much of it under President Suharto's New Order regime, has been 
enough to make him unacceptable. Throwing in Silalahi and other 
retired generals who helped out in his campaign only reinforces 
deep-seated fears that Yudhoyono represents a return to Indone- 
sia's past when the military played a dominant role in political life. 

Yet most Indonesians who voted for Yudhoyono clearly 
regarded his army background as a plus. That's not because they 
hanker for a return to authoritarianism, but because they feel his 
army experience equips him to provide the sort of leadership 
perceived to have been missing from Megawati's three-year rule. 
In almost every poll, voters judged personality and leadership 
qualities to be more important than policy prescriptions. 

So what sort of president will Yudhoyono be? Admirers see 
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he uses his unprecedented 
popular mandate to build the 
support necessary to over- 
come legislative roadblocks. 
Still, much could depend 
on how his supporters can 
influence the future of 
Golkar, the largest party, 
which is now under more 
stress than at any time in its 
35-year history. Fighting for 
his political life, Golkar Chair- 
man Akbar Tanjung fired 
nine senior pro-Yudhoyono 
Golkar members on the eve of the elec- 
tion, apparently hoping to stave off a chal- 
lenge to his leadership at a scheduled 
party convention in December. Although 
Tanjung continues to retain a hold over 
the party's national and provincial exec- 


him as competent and sincere, someone with a vision of 
Indonesia's future and a firm grasp of Indonesia's place in the 
world. But former cabinet and military colleagues worry that he is 
what one calls "too cautious, too careful and too compromising." 
They say he has to show more drive and deliver more on the 
ground than he did in the early years of the sectarian strife that 
racked Indonesia. 

Indeed, Yudhoyono's main perceived weakness is the time he 
takes to painstakingly excavate all sides of an issue. "He is so 
meticulous,” says the ex-minister, who is being tipped for a senior 
position in Yudhoyono's cabinet. "He wants to encompass every 
detail of any issue and | think sometimes he gets himself 
entangled in a web of so many facts. He tends to rehash all the 
input brought to him and is always striving 


for the perfect decision." Despite his 

But with the power of the presidency military career, 
in his hands, some around him feel that Yudhoyono's 
Yudhoyono could turn out to be much instinct is to be 
more decisive than critics give him credit conciliatory 


for. Indeed, while he likes to give everyone 

a chance to air their opinions, he is described by the former 
minister as “his own chief of staff." In other words, he finds it 
difficult to put his trust in those around him. Aides already worry 
that such micro-management could hinder the workings of his 
administration, which will have little time for a honeymoon. 

For all the emphasis on his military career, Yudhoyono's 
record shows his first instinct is to be conciliatory. Those qualities 
were initially reflected in his appointment as chief of the United 
Nations observer force in Bosnia in 1995-96 and later as head of 
the Indonesian military delegation to the UN Security Council 
meeting on East Timor at the end of 1999. He also played the 
leading role in trying to find a peaceful solution to the 
secessionist conflict in Aceh province. Although he was finally 
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CELEBRATING DEMOCRACY: Election officials cast ballots in Jakarta 


utive boards, renegade Golkar Vice-Chair- 
man Marzuki Darusman estimates that 
he commands the loyalty of only a hand- 
ful of the 428 district chapters that wield 
the balance of power. 

The apparent disconnect between 


sanay 


the Golkar leadership and 
the party mainstream, 
shown in the way an esti- 
mated 76% of Golkar sup- 
porters voted for Yudhoyono, 
stands in stark contrast to 
the outpouring of grass-roots 
support that carried the new 
president to power. “I think 
he's going to have a hectic 
time receiving deserters from 
Golkar and ([Megawati's 
party]," says Marsilam Siman- 
juntak, a tough-minded for- 
mer state secretary whose possible 
appointment as attorney-general would 
be an early test of Yudhoyono's resolve 
to go after corruption. "The challenge 
for [Yudhoyono] is to create a workable 
political landscape for Indonesia." = 


forced to send in troops when peace talks broke down last year, 
insiders say he worked tirelessly to achieve a breakthrough 
despite opposition from military hardliners in the cabinet. "He's a 
man of peace," says Wiryono Sastrohandoyo, the respected 
former career diplomat who acted as the chief government 
negotiator in the talks. "He will always think like an army man, but 
that doesn't make him militaristic.” 

Political analysts marvel at the deft way Yudhoyono glided 
through the presidencies of Suharto, B.J. Habibie, Wahid and 
Megawati, seemingly without missing a step. “The most 
remarkable thing is that he’s made no real enemies,” says a 
retired Western military officer, who has followed his career. 
"He's been a politician ever since I've known him. He never takes 
a stand he can’t work around. Some see that as a weakness, 
some see it as a strength.” 

Those who know him say Yudhoyono generally keeps people 
at arm’s length. It is only in the past few months that he has 
gathered around him the beginnings of an inner circle, including 
long-time friend and associate Sudi Silalahirudi, a retired general 
tipped to take over as state secretary, his campaign manager, 
Rachmat Witoelar, a politically savvy former Golkar secretary- 
general who wants to be foreign minister, and economist Joyo 
Winoto, who guided Yudhoyono's candidacy for a doctorate in 
agro-economics. 

Winoto heads a private think-tank, the Brighten Institute, 
which is developing policies for Yudhoyono, who sees the growth 
of agri-business as important to Indonesia's economic future now 
that manufacturing industries have fallen into decline. But with 
aides hinting at the formation of a 10-man group of advisers to 
address key issues, it is still difficult to ascertain who Yudhoyono 
will really depend on. “The decision-making will rest with me,” he 
told Tempo magazine in a recent interview. "I can't be dictated to, 
nor can | be influenced by anyone." John McBeth 
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AFGHANISTAN 


No Going Back 


Assassination bids and stepped-up Taliban 
attacks are unlikely to derail the presidential poll 


By Ahmed Rashid/IsLAMABAD 


INTERIM PRESIDENT Hamid Karzai got a close-up look at the 
instability plaguing his country when a rebel-fired rocket 
fell short of his helicopter as it was coming in to land in the 
eastern Afghanistan town of Gardez on September 16. Just 
four days later, one of Karzai's four deputies, Nematullah 
Shahrani, escaped an apparent assassination attempt in the 
northern district of Khanabad. 

Karzai later played down his own brush with death, but 
the attacks on him and Shahrani were a potent reminder 
of the dangers facing leading politicians and the electorate 
in the run-up to Afghanistan's 
first democratic presidential 
election on October 9. A 
spokesman for the former rul- 
ing Taliban, which has vowed 
to disrupt the election, later 
claimed responsibility for the 
assassination bid and said that 
all 18 candidates in the "U.S.- 
made presidential elections" 
will be their legitimate target. 
The authorities have arrested 
three suspects. 

Officials say the radical 
Islamic group has in the past 
two months stepped up attacks 
on United States and Afghan 
troops and election workers in 
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But while warning of more bloodshed ahead, they are 
also determined that the election should go ahead on schedule. 
Others, including several of the candidates, say the poll should 
be delayed because of the deteriorating security situation and 
the lack of sufficient troops to protect some 25,000 polling sta- 
tions, 5,000 district polling centres and 125,000 Afghan elec- 
tion officials on October 9. They also cite the failure to build up 
democratic institutions and improve the general standard of 
living since the ousting of the Taliban in December 2001. "The 
tragedy is that this could have been a success story, and three 
years on it is not," says Andrew Wilder, director of the Afghan 
Research and Evaluation Unit in Kabul. 

U.S. President George W. Bush, however, seems eager to 
portray the march toward democratic elections in Afghanistan 
as a major triumph ahead of his own presidential test on 
November 2. The favourite contender, Karzai, meanwhile, says 
victory will give him the legitimacy to increase central-gov- 
ernment power, build an effective national army, crack down 
on the warlords, tackle drug smuggling and to implement 
democracy, the rule of law and economic reform. 

He has made it clear that he will not form another coali- 
tion government with the warlords if he is elected, and has 
already taken tentative steps to try to curb their power and 
create an image as a strong 
leader. In July, he dropped 
Defence Minister Gen. 
Mohammed Fahim as his pres- 
idential running mate, and on 
September 4 he dismissed the 
powerful governor of Herat, 
Ismail Khan. The latter move 
led to clashes in the western 
city that left four people dead 
and more than 50 injured, but 
Karzai prevailed. 

Karzai is trying to forge a 
deal with other candidates, 
including his main rival and 
former ally, Younis Qanuni, 
according to the president's 
aides and Western diplomats. 
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the south and east of the coun- LOOKING AHEAD: Karzai sees the coming election as a turning point They believe the former educa- 


try, adding that the rebel fight- 

ers are now carrying out two or three hit-and-run raids a 
day. On top of that, Karzai faces a continuing threat from pow- 
erful warlords who have prevented his bid to impose central 
rule over the country. 

And both the government and its U.S. allies expect the vio- 
lence to intensify. “As much as the country gets closer to elec- 
tions, the terrorists will intensify their activities to derail it," 
Afghan Interior Minister Ali Ahmad Jalali told journalists days 
after the failed attack on Karzai. U.S. Ambassador Zalmay 
Khalilzad, recalling attacks against U.S. forces in Vietnam 
during the Tet Lunar New Year festival in 1968, warned in 
Washington on September 17 that the Taliban might "try some 
spectacular attacks . . . perhaps a Tet offensive kind of 
thing . .. in some of the towns including Kabul." 
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tion minister may be ready to 
end his challenge, which would boost Karzai's chances of win- 
ning 50% of the vote in the first round. That would negate the 
need for a second round. 

Election results are not expected to be ready for at least three 
weeks, and a run-off in December or January might heighten 
opposition criticism of the conduct of the election, United 
Nations officials say. And while ro.5 million Afghans have reg- 
istered to vote, turnout in the ethnic Pashtun-dominated south 
and east, where the Taliban is active, is expected to be low. That 
could lead to criticism from ethnic Pashtun leaders about an 
unfair advantage for their Uzbek and Tajik rivals in the north. 
Moreover, the small number of foreign groups 
willing to monitor the polls will make it more difficult for 
Karzai and the Americans to declare the polls free and fair. & 
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Fujio Cho, president — 
of Toyota Motor Corp. 
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A Secretive Financier 


Toyota's deep pockets and strategic investments have enabled it to become a hidden 
force behind every merger and bailout in Japan today. Or so it seems 


THE NAME TOYOTA MOTOR CORP., long associated with reli- 
able cars, seems to have taken on a new meaning in Japan- 
ese that translates somewhere between “central bank" and 
"sugar daddy." 

Toyota, which has huge cash reserves of ¥3.3 trillion 
($30 billion), has become a mythical presence behind seem- 
ingly every merger and bailout discussion these days, across 
several industries. Earlier this year, Toyota was touted as the 
purported rescuer of struggling rival Mitsubishi Motor Corp. 
Toyota, in fact, did little more than offer jobs to a few hundred 
Mitsubishi workers. Toyota was also rumoured to be prepar- 
ing to bail out Misawa Homes Holdings Inc., causing shares 
in the struggling home-builder to soar. Toyota publicly denied 
the rumours, ending the rally. 

Then this summer, Toyota was thought to be a hidden force 
behind a merger fight between banking groups Mitsubishi 
Tokyo Financial and Sumitomo Mitsui Financial. Investors 
speculated that one reason the two firms were competing to 
acquire UF] Holdings was that the bank has extensive ties with 
Toyota. Toyota declined to comment on the speculation. 
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By Jathon Sapsford/Tokvo 


Why all the focus on Toyota? The company's enormous 
cash reserves, for starters. A pot of gold that size can make 
a company look like a deep pocket the rest of the business 
community might tap in times of trouble. Judging from the 
buzz in on-line chat rooms and brokerage research depart- 
ments, Toyota is in better shape than the government to 
save a slew of troubled companies. 

What's more, Toyota does in fact occasionally shore up 
other businesses, notably financial institutions whose failure 
might threaten Toyota's interests. 

“The company has quite a lot of money,” says Takeru Saito, 
a professor of industrial policy at Tokyo's Chuo University. 
“Over the past few years, it has begun to use that money 
and its influence to guarantee a sound financial system.” 

Saito and other Toyota-watchers see Toyota as functioning 
like a central bank of sorts, a secretive financier of last resort 
that makes a point of keeping outsiders guessing about its 
true intentions. It acts only when it must, moving to shore up 
threats to a financial system upon which it depends to run its 
vast operations. 
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Toyota has little to say on the subject. It declined to allow 
an executive to be interviewed, only saying through a 
spokesman that when it pumps capital into corporations or 
otherwise responds to requests for help, it merely acts on 
the "business merits" of each proposal. 

Rumours about Toyota often prove false. Its role is exag- 
gerated by a nation that, after years of malaise, has lost confi- 
dence in government economic policies. Toyota is the corpo- 
ration that all Japan can point to as immune to the turbu- 
lence of recent years, consistently profitable and competitive 
throughout the country's decade-long deflationary slump. 


TOYOTA IS USING ITS CASH AND 


INFLUENCE TO SHORE UP THE FINANCIAL 


SYSTEM ON WHICH IT DEPENDS 


Any perceived slight to Toyota's reputation is in fact big 
news in Japan. In 1998, when credit-rating agency Moody's 
Investors Service downgraded Toyota from its top "Aaa" rat- 
ing because of a deteriorating operating environment in Japan, 
newspapers around the nation carried the shocking devel- 
opment on the front page. 

In a book on Toyota, Yayoi Tanaka and Hiroki Yoshikawa, 
journalists based in Nagoya, near Toyota's headquarters, 
described the Moody's move as terribly misguided. So last 
year, when Moody's reversed itself and raised Toyota's ratings 
back to the top notch, it was seen as a triumph. "Moody's 
raised the white flag in the face of Toyota's rock-solid finances," 
the book concludes. 

One reason Toyota can amass such reserves is that Japan's 
business practices pose few of the financial strictures facing 
rivals elsewhere. Any United States company with cash 
reserves comes under shareholder pressure to reinvest capi- 
tal, seek mergers or buy back shares. As Toyota has been sink- 
ing money into weak banks or troubled industrial concerns, 
its rivals like General Motors Corp. and Ford Motor Co. 
have been building global car alliances. 

But these alliances have run into serious trouble. Ford 
is in the midst of a costly battle to revive its British invest- 
ments, Jaguar and Rover, while GM has been forced to 
write off much of its investment in Italy's Fiat. Global car 
alliances, in short, often prove disappointing, says Kunihiko 
Shiohara, a research director at Goldman Sachs in Tokyo. 
"Toyota knows this," he says. 

Those companies in which Toyota does invest are squarely 
within Toyota's group of influence. Over the past five years, 
the car maker has boosted its investment in at least two 
troubled banks in which it already owned shares, predeces- 
sors of UFJ and Sumitomo Mitsui before a round of bank-sec- 
tor mergers. It has also supported the banks' borrowers, 
including Tomen Corp., a trading company that posed a threat 
to UF] because of its own troubled finances. 

In so doing, Toyota ensured the health of the financial sys- 
tem in the Nagoya region, where scads of Toyota suppliers rely 
on these lenders to keep churning out parts. “Toyota, for all its 
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money, isn't a bank,” says Saito of Chuo University. “It needs 
these banks to keep funding its smaller suppliers.’ 

There are precedents. In 1933, GM and Chrysler moved 
to save a local lender that had failed under the deflationary pres- 
sures of the great depression in the U.S. The two U.S. man- 
ufacturers invested capital in the bank, booked large deposits 
and sent executives to turn the lender around. 

Toyota's reserves, meanwhile, have helped the company 
remain above the fray as Japan suffered its slump. Despite 
being a leading manufacturer with massive capital needs, Toy- 
ota has never starved for capital as a result of the troubles in 
the nation’s banking sector, according to Goldman's Shiohara. 

And Toyota’s cash reserves allow its suppliers more 
flexibility. With a cash-rich customer like that, suppliers have 
less need to prove the ability to deliver on credit. Lower 
capital requirements mean suppliers can invest more 
resources in streamlining operations or developing tech- 
nologies in ways that ultimately benefit Toyota. "That's why 
[Toyota’s suppliers] all have a strong balance-sheet struc- 
ture,” Shiohara says. 

Toyota, alone, isn't the answer to all Japan's challenges, 
from a bloating national deficit to an ageing population 
to ailing corporations on life support. But for now, it’s a 
healthy symbol of the fact that not everything in Japan needs 
to be fixed. & 
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PHILIPPINES 


Rich Man, 
Poor Man 


Easing the country’s dependence on debt comes down 
to two sticky issues: taxes and subsidies. That means 


leaders must make everyone share the burden 


By James Hookway/MANILA 


AFTER YEARS OF propping up state companies and seeing 
tax revenues languish, the Philippines appears to be finally 
waking up to the fact that it has developed a dangerous 
dependence on debt. 

Last month, President Gloria Macapagal-Arroyo stirred 
alarm by declaring that the country faced a “fiscal crisis,” in 
an apparent effort to focus Filipinos’ attention on the slow- 
motion financial drama unfolding here. But are stern warn- 
ings enough to stop the Philippines and its $60 billion debt 
becoming the next Argentina, where massive debt and a 
currency devaluation launched a recession in 2001? 

Some equity investors seem confident it won't come to 
that. The Philippine Stock Exchange Index rallied to a four- 
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year high on September 8 after absorbing the initial shock 
of Arroyo's remarks. Traders said their clients, local and for- 
eign, now believe the Philippines at least recognizes it can no 
longer muddle through its financial problems as before. 

But recognizing the problem isn't fixing it. Some current 
and former policymakers say some of the roots of the Philip- 
pines’ debt predicament could prove difficult to cut out. In par- 
ticular, they grumble that Philippine politicians typically choose 
to manage perceptions rather than confront reality head-on. 
“It has to be a flaw in our cultural composition,” says Alex 
Magno, an occasional adviser to Arroyo and president of a 
Manila-based policy group, the Foundation for Economic Free- 
dom. “In the face of immense peril, we trivialize.” 

A team of professors from the University of the Philip- 
pines, some of them with experience in government, say time 
is running out to get serious. “If the Philippines does man- 
age to avoid an economic collapse in the next two years, it will 
have been a first,” they wrote in a widely circulated report. 
“For this to happen . . . it will require unprecedented coop- 
eration and open-mindedness among the country’s political 
elite, as well as a great deal of forbearance and capacity for sac- 
rifice among the people. All this seems a tall order.” 

Unless the country takes steps to improve government 
revenues and narrow its budget deficit in the next two-to-three 
years, some economists say, it risks a full-blown debt crisis. 

The basic problem is that the debt burden is growing faster 
than the economy, says Magno. One-third of Manila’s annual 
budget goes to pay interest on the country’s debt. Tax collec- 
tion is among the lowest in Asia, trailing only Bangladesh, 
Cambodia and Laos. And though the average maturity on 
the Philippines’ foreign debt is a comfortable 19 years, P» 
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its projected budget deficit as a per- 
centage of GDP this year, at 4.2%, 
exceeds that of Argentina when its debt 
crisis struck. 

The difficulty comes in choosing 
a decisive response. Much of the pol- 
icy debate is centred on two key issues: 
Whether Arroyo will be able to in- 
crease taxes and the tax-collection rate, 
and whether she can stop subsidizing 
the Philippines' loss-making state- 
owned power company. 

Some members of Arroyo's cabi- 
net have described raising taxes as a 
test of her resolve. In particular, she 
wants Congress to pass legislation 
that would index the excise tax on 
tobacco and alcohol to keep it in step 
with inflation. 

“If Congress passes this one, the 
rest of the revenue measures will 
come in much easier," Socio-eco- 
nomic Planning Secretary Romulo 
Neri told a business forum earlier 
this month. “This will determine if 
the Philippine Congress has the 


political will to pass the necessary tax SERVING THE PEOPLE: Power subsidies take a toll 


measures despite the opposition 
from lobby groups." 

Those groups can exert considerable clout if they choose 
to. The country's largest brewer is San Miguel Corp., chaired 
by Eduardo Cojuangco, who also chairs the largest opposi- 
tion party. Controlling more than half the cigarette market in 
the Philippines is Lucio Tan, who in the past benefited from 
political connections of his own with former dictator Ferdi- 
nand Marcos. Another potential opponent of higher taxes is 
Philip Morris Inc., which operates a $300 million cigarette 
plant near Manila. The three companies aren't saying anything 
publicly on the prospect of higher taxes, but intend to pres- 
ent their opinions soon to a congressional committee. 


ANYONE WANT A TAX AMNESTY? 

In the event that Congress refuses to grant the long-delayed tax 
change, which was first broached in 2001, Arroyo's policymakers 
are already drawing up plans to streamline administrative pro- 
cedures to save money. Congress is also expected to consider 
tax-amnesty programmes to encourage past evaders to opt to 
join the tax-collection system. Moreover, the Bureau of Inter- 
nal Revenue is stepping up efforts to convict major tax cheats, 
whom the government blames for the loss of 120 billion pesos 
($2.1 billion) a year in revenues. 

Besides improving tax collection there are deeper, systemic 
problems to deal with. Because of a long history of coup 
attempts and popular uprisings, Philippine governments are 
loath to upset the population by passing along increases in 
the prices of key commodities and services. 

For years, Manila has heavily subsidized power costs 
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to pay the bills. On September 8, for 
example, the Philippines borrowed 
another $1 billion to help bail out 
state-run National Power Corp.—a 
rescue necessitated by years of keep- 
ing caps on energy prices to the 
public. The economists from the 
University ofthe Philippines singled 
out Napocor, as it's known, in their 
analysis of the Philippines debt prob- 
lem. "The first order of business is for 
the administration to turn its back on 
the practice of politicized price-set- 
ting," they said. 

The government is trying to pri- 
vatize Napocor and open up the rest 
of the power sector to more foreign 
investment. Napocor, however, car- 
ries $9.23 billion in debt. It last made 
a profit in 1997, and is unable to bor- 
row money from the international 
markets directly. 

Napocor is still struggling to 
secure the kind of rate increases it 
needs to lure potential foreign buy- 
ers. Earlier this month, it asked the 
Energy Regulatory Commission for 
an average increase of 1.87 pesos (3 cents) per kilowatt hour, 
but only got half that amount. It's unclear whether the increase 
will be sufficient to enable the government to sell Napocor. 
The government is counting on receiving $5 billion from sell- 
ing Napocor's power-generation assets. But it may be still pre- 
mature to talk about a Napocor sale because of another polit- 
ical obstacle: Congress has still to pass legislation that would 
enable a sale to proceed. 

Arroyo has also announced cutbacks on government cater- 
ing budgets and vehicle-use that she says can save about 
300 million pesos a year. But these are relatively superficial 
initiatives. Arroyo “has made a good first step in getting 
people to recognize the severity of the problem and it gives 
her some credibility," says Sameer Goel, an economist at Bank 
of America in Singapore. "But the important part is whether 
she can get the legislation passed." 

Meanwhile, some Filipinos are suggesting more unortho- 
dox methods of saving the country. Speaker of the House Jose 
de Venecia is cajoling the country's wealthiest families to 
dig into their wallets for a new “patriot fund" to reduce the 
reliance on foreign debt. 

This exercise in nation-building, inspired by how South 
Koreans and Thais handed over jewellery to help alleviate 
their countries' financial meltdowns in the late 1990s, has 
prompted some snickering. A frequent joke is that busi- 
nessmen are hiding from the speaker lest they be dragooned 
into contributing. "That's just petty nit-picking," de Vene- 
cia says. "These aren't Rotary Club initiatives: We are try- 
ing to save the nation." & 
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Does Jiang's Retirement Matter? 


By Frank Ching 


The writer is a Hong Kong-based political commentator 
and a former contributing editor at the Review 


Jiang Zeminis retirement as head of China's Central Military 
Commission immediately raises questions about Beijing's pol- 
icy towards Hong Kong and Taiwan. After all, Jiang is identi- 
fied with a hardline stance against Taiwan. As for Hong Kong, 
Chief Executive Tung Chee-hwa was widely seen as Jiang's 
hand-picked candidate to lead the city immediately after its 
handover from British control. It was President Jiang who, 
at a meeting in Beijing of the Preparatory Committee of the 
Hong Kong Special Administrative Region in January 1996, 
scanned the room for Tung and then made a beeline for him 
to shake his hand. To many observers, this was China's way of 
telling the world that Tung was its choice for Hong Kong's first 
chief executive. In October 2000, Jiang again very publicly 
endorsed Tung for a second term. 

To start with Hong Kong, it is highly unlikely that Presi- 
dent Hu Jintao will get rid of Tung before his term expires in 
2007. Even though the Hu administration, no doubt, has reser- 
vations about Tung's political talents, it is too committed to 
Tung to change horses in midstream. Besides, it wasr't only 
Jiang who endorsed Tung for a second term: Virtually the entire 
central government did so, including then-Premier Zhu Rongji 
and Vice-Premier Qian Qichen, the Beijing official who was 
responsible for Hong Kong. 


On Hong Kong and Taiwan, there is little 
discernible difference between Jiang and Hu yy 


Any attempt to remove Tung now would be to admit a mis- 
take, something the Communist Party is loath to do. The party, 
after all, likes to hold itself up as great, glorious and, above all, 
correct. To admit that it was wrong in endorsing Tung—and 
not just once, but twice—is not good for its image. Implic- 
itly, however, the party recognizes that it was wrong to endorse 
Tung for a second term, thereby precluding the emergence 
of other candidates. It certainly behaved very differently in 
Macau, where Chief Executive Edmund Ho last month won 
a second five-year term without the benefit of a public endorse- 
ment by any top Chinese official. 

Today, the central government's policies towards Hong Kong 
are unlikely to change much. The decision by the National 
People’s Congress Standing Committee to rule out universal suf- 
frage in 2007 and 2008 for, respectively, the chief executive 
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and the entire Legislative Council, will stand. And 
Beijing will continue efforts to win over Hong Kong 
people through such initiatives as the Closer Eco- 
nomic Partnership Arrangement (a free-trade and 
economic pact), by dispatching Olympic gold medal- 
lists to the SAR and by relaxing visa requirements 
for mainland residents travelling to Hong Kong, thus 
supporting the important tourism industry. 

Beijing is cognizant of the fact that Hong Kong 
people were under British rule for over 150 years and 
feels that there is a need to strengthen their sense 
of national identity. It fully understands that once 
such an identity is achieved, the influence of the cen- 
tral government will be greatly enhanced. Anyone 
deemed unpatriotic by Beijing, for example, will 
be shunned by many in Hong Kong. This is one way 
of tying Hong Kong people closer to the Beijing 
regime. The dominant sentiment is that the central 
government needs to be more hands on in its deal- 
ings with the special administrative region. 

As for Taiwan, in January 1995 Jiang put his per- 
sonal prestige on the line by issuing an “eight-point 
offer” to hold talks with Taipei to officially end the 
hostile stand-off. While insisting on eventual unifi- 
cation, his overture was generally seen as concilia- 
tory. But for his trouble, he was given a slap in the 
face when a few months later then-President Lee 
Teng-hui made a controversial trip to the United 
States, ostensibly to visit his alma mater, Cornell Uni- 
versity. The following year, a crisis was triggered 
when China conducted missile tests in the Taiwan 
Strait. Beijing’s bellicosity towards Taiwan in many 
ways can be attributed to Jiang's animus against what 
are perceived as Taiwan “splittists.” Yet even with 
Hu's now total control of the government, party and 
military, the likelihood of policy changes towards Tai- 
wan is scant. No Chinese leader wants to risk being 
accused of “losing” Taiwan on his watch. 

True, Jiang's departure does relieve the central 
government of certain baggage—for one thing, 
the campaign against the Falun Gong religious 
group is much identified with him, so the perse- 
cution they suffer may ease. But as far as Hong Kong 
and Taiwan are concerned, there is little discernible 
difference between Jiang and Hu. Until now, it's 
been difficult to tell where Jiang's influence ended 
and Hu's began. In time, after Hu consolidates his 
position and Jiang's influence recedes, we should be 
in a better position to identify Hu as the source of 
policies and decisions. That may help us better 
understand how policies emerge, but we are unlikely 
to see them take off on different trajectories. = 
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Taiwan Leader Cautious 
Over Jiang’s Departure 


Taiwan's President Chen Shui-bian warned his 
people not to harbour “unrealistic expectations” 
following a leadership change in Beijing. Analysts 
had suggested that the mainland might adopt a 
softer line toward Taiwan following Jiang Zemin's 
resignation as China's military chief. He was 
replaced by President Hu Jintao, who now holds 
all the major leadership posts in China. (See 
article on page 30.) But Chen said that Taiwanese 
should not build their hopes up, noting that China 
had yet to drop its long-standing threat to use 
force to reassert control over Taiwan. “We should 
not have illusions, and we can't have unrealistic 
expectations," Chen said, while urging his country 
not to let down its defences. "We cannot 

wishfully hope for the enemy's goodwill or the 

aid of external forces," he added in an address to 
Taiwanese soldiers. Jiang's departure was 
welcomed in Hong Kong, which was returned to 


Chinese rule in 1997. 


RUSSIA'S YUKOS CUTS OIL SUPPLIES TO CHINA 


Russia's troubled oil giant Yukos said it was cutting off the bulk of its 


shipments to China because of problems paying transport costs and 
export duties. Yukos said it was suspending rail-borne shipments of 
400,000 tonnes a month (about 100,000 barrels per day) to China 
National Petroleum Co. Yukos is continuing to deliver about 250,000 
tonnes a month of crude oil to China Petroleum & Chemical Corp., 

or Sinopec. Yukos said the suspension would take effect on September 
28. The company faces $7 billion in back-tax claims and has had 

most of its bank accounts and assets frozen. The suspension of oil 





OIL TAP SHUT: A Yukos plant in Siberia 
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shipments to energy-hungry 
China would be the first sign 
that its financial troubles are 
affecting deliveries to world 
markets. China urged Russia to 
ensure that Yukos meets its 
commitments, while Premier 


Wen Jiabao will soon discuss the 


issue with Russian leaders 
during a visit to Moscow. 
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HONG KONG 


Chief Executive Tung 
Chee Hwa rejected calls 
from pro-Beijing allies to 
reintroduce an anti- 
subversion bill, saying the 
territory must first 
resolve disagreements 
that killed the legislation 
last year. Tung yanked 
the bill after a protest by 
500,000 people, but his 
hand was strengthened 
in September 12 legisla- 
tive elections. 


FRAUD 


Chinese authorities 
executed four men 
convicted of bank fraud 
as part of a high-profile 
crackdown on white- 
collar crime. Three of the 
men stole some $3.4 
million from the China 
Construction Bank in the 
central province of 
Henan. The fourth 
embezzied $10.3 million 
from his employer, the 
Bank of China. Both 
banks are due for flota- 
tion as early as next year. 


TAIWAN 


United States authorities 
arrested a top State 
Department China hand 
on suspicion of making 
an unauthorized visit to 


BEIJING AUTHORITIES 
unveiled a special clock in 
the city’s Tiananmen 
Square to count down the 
four years until the city 
hosts the Olympic Games. 
The giant timepiece will 
tick off the days, hours, _ 
minutes and seconds until 
the games open in the 
Chinese capital in August — 
2008. The awarding of the 
games to Beijing generated 
immense pride in China, 
which will hope to better 
its second-place finish at 
the medals tally at the 
recent Athens Olympics. 


Taiwan. Associates said 
Donald W. Keyser denies 
any wrongdoing, but 
acknowledges that he 
may have been sloppy in 
his reporting of foreign 
contacts. Keyser, who has 
not commented in public, 
was charged with not 
reporting a trip he made 
to Taiwan last year during 
an official visit to Japan. 
(See article on page 34.) 


Taiwan failed for the 12th 
straight year to win a seat 
at the United Nations. 
The global body rejected 
a request from Taiwan's 
UN supporters to place 
the island’s membership 
on the agenda of the UN 
General Assembly's 
annual meeting. China 
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has long blocked Tai- 
wan's efforts because it 
sees the island as part 
of its territory. 


The United States 
slapped sanctions on a 
Chinese firm accused of 
trafficking material and 
technical expertise that 
could be used for 
weapons of mass destruc- 
tion. News agency 
Agence France-Presse 
quoted an official as 
saying that Xinshidai 
provided material assis- 
tance to an unidentified 
country "for programmes 
capable of delivering 
weapons of mass destruc- 
tion." The U.S. will ban 
imports of Xinshidai 
goods, contracts with the 
firm and the giving of any 
kind of American assis- 
tance to it. (See /ntelli- 
gence on page 8.) 


BORDER DISPUTE 


China and Kirgyzstan 
signed an agreement on 
the demarcation of their 
common 1,100-kilome- 
tre border. Under the 
pact, signed in Bishkek 
by China's Premier Wen 
Jiabao and his Kirgyz 
counterpart, Nikolai 
Tanayev, Kirgyzstan 
receives land that was 
disputed by China and 
the former Soviet Union. 
The border demarcation 
and cross-border vio- 
lence has strained 





NEIGHBOURS AGREE: The Chinese and Kirgyz leaders 


relations in the past. 
The two premiers also 
pledged to boost trade 
and cooperate in the 
fight against terrorism. 
They agreed to speed 
the reconstruction of a 
cross-border road. 


TRADE 


Chinese Minister of 
Commerce Bo Xilai said 
the mainland's imports 
and exports will be worth 





FORECAST: Minister Bo Xilai 


more than $1 trillion this 
year. Last year, the total 
import and export volume 
of China reached $850 
billion, the fourth largest 
worldwide. The figure hit 
$623 billion in the first 
six months of this year, 
up 3856 over last year. Bo 
said that China needed to 
import large amounts of 
goods to satisfy a grow- 
ing domestic demand. 
Imports will amount to 
some $500 billion this 
year, and $1 trillion by 
2010, the commerce 
minister said. 


BUSINESS DIGEST 





PFIZER BIDS AGAIN FOR CHINA PATENT 
United States firm Pfizer is lobbying China's State Intellectual 
Property Office to restore the company's domestic-use patent for 
erectile-dysfunction drug Viagra. Pfizer is "hopeful and cautiously 
optimistic" that the agency will reconsider its July decision to over- 
turn the Viagra patent before an October 5 deadline for filing a 
formal court appeal, said Robert Mallet, the drug maker's senior 
vice-president for corporate affairs. The case is considered a litmus 
test of China's commitment to international standards of intellec- 
tual-property-rights protection. China's intellectual-property office 
in July overturned Pfizer's 2001 patent on the use of sildenafil cit- 
rate, Viagra's main ingredient, based on a judgment that Pfizer's offi- 
cial patent specifications failed to meet technical standards. 


XFN PLANS SHARE OFFER IN TOKYO 

Xinhua Financial Network, a Hong Kong-based news and financial- 
information provider, plans to raise $30.5 million in a Tokyo initial 
public offering of shares. XFN Chief Executive Fredy Bush said the 
company plans to offer 20,000 shares to Japanese investors as part 
of an October 28 listing on Tokyo Stock Exchange's Mothers mar- 
ket for high-growth and emerging stocks. She said XFN chose Japan 
for its IPO because of the opportunity to be the first China-related 
company to list in Japan since 1997 and also to be the first non- 
Japanese firm to list on the Mothers market. The money from the 
IPO will finance the company's continued expansion, with a number 
of unspecified acquisitions under consideration in 2005. 


HONG KONG CHANNEL GETS CHINA BREAK 
Hong Kong's leading free-to-air television operator has been granted 
cable-TV landing rights in southern China's Guangdong province, 
but analysts said it was unclear when Television Broadcasts (TVB) 
would be able to obtain fresh advertising revenue from the regula- 
tory breakthrough. Landing rights authorize a company to broadcast 
directly into a market. TVB's two major channels, the English- 
language Pearl and Cantonese Jade, are now being broadcast in most 
parts of southern China, but local TV operators are broadcasting 
their own advertisements without giving TVB a share of the prof- 
its. TVB said it was in talks with state-run Southern Media Corp. to 
set up à joint venture that should give it a share in advertising rev- 
enue from networks in nine Guangdong cities. 


BAOSHAN SHARE OFFER 
A day after requesting a suspension of share-trading, China's 
Baoshan Iron & Steel issued a statement on September 22 say- 
ing it had slightly revised the terms of its massive additional share 
offering to allot a larger portion to affiliate firms. China's biggest 
steelmaker did not say when it would launch its planned offer- 
ing of up to 5 billion additional shares worth up to $3.7 billion, 
but said 60% of the offering would be offered to Shanghai Baos- 
teel Group Corp., or Baosteel, the main conglomerate which 
includes Baoshan as a unit. The allotment to Baosteel was up from 
the previous 50%. It said 40% of the offering would be-effesed 
ia. 


Bl 





Ps. 


Elsewhere in the Review: 
Does Jiang's Retirement Matter? (page 27) 
Singing for the Uyghurs (page 69) 
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to the public, also revised from previous 50%. — 459 *€*s p. 
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CHINA 
POLITICAL LEADERSHIP 


Succession Sealed 


After months of speculation over a leadership struggle with his predecessor Hu Jintao has finally 
secured his undisputed position at China’s helm. Don’t expect major change 


By David Murphy/BEIJING AND Davip LAGUE/HONG KONG 


5 
A. i 





FOR CHINA'S Communist Party, the 55th 
anniversary on October 1 of the revolution 
that brought it to power is looming as a 
dual celebration. Not only is the party very 
much alive and firmly in control, it has 
also managed for the first time to engineer 
a leadership transition without the turmoil 
and bloodshed that accompanied earlier 
changes at the top. Despite reports over 
recent months of an intense power strug- 
gle between President Hu Jintao and for- 
mer President Jiang Zemin, Hu emerged 
from the Fourth Plenum of the 16th Party 
Congress that closed on September 19 
with all the major levers of power in his 
hands. The 78-year-old Jiang surprised 





many China-watchers with his decision to 
resign his last key post, the chairman- 
ship of the Central Military Commission, 
in Hu's favour. With this job, Hu now holds 
the top posts in the party, government and 
the military and is in a position to entrench 
his leadership in tandem with the popular 
Premier Wen Jiabao. 

While China-watchers agree the polit- 
ical soft landing marks a sweeping change 
for China, there seems to be little prospect 
that Hu, a tough party insider, intends to 
introduce anything like democratic 
reform. “History indicates that indis- 
criminately copying Western political sys- 
tems is a blind alley for China,” Hu said in 
a speech on September 15. Instead, ana- 
lysts in Beijing believe, Hu will concen- 
trate on his stated goal of improving the 
quality of the party's administration and 
making it more internally accountable. 
Even if he was inclined to make political 
changes—and there's no evidence that 
Hu is a reformer—the presence of several 
Jiang followers on the Standing Com- 
mittee of the party’s Politburo would make 
any departure from the current orthodoxy 
very difficult to implement. 

The constraints are not limited to party 
reform. Hu and Wen take over unchal- 
lenged leadership at a time that is probably 
unique in China's history, when the coun- 
try's continuing prosperity is hugely 
dependent on overseas export markets and 
imports of capital, technology, energy and 
raw materials. This means that there are 
limits to the risks the leadership can take 
in provoking a crisis with Taiwan or allow- 
ing a boiling-over on the Korean Peninsula. 
For similar reasons, policy towards Hong 
Kong should see no drastic change. 

Business likes predictability, and for 
foreign investors the smooth transfer of 
power to the so-called fourth-generation 
leadership is good news as it removes the 
uncertainty that for months had sur- 
rounded the question of Jiang's depar- 
ture. "The fact that there was a peaceful 
transition simply underscores the quiet 
effectiveness of the current leadership," 
says Pat Powers, Beijing-based directo: 
of China operations for the U.S. China 
Business Council. 

That's especially important for long- 





NO REFORMER: Hu is expected to keep 
party control as his overriding priority 


HU'S AGENDA 


With the succession over, 
Hu can be expected to: 


¢ Continue reining in the 
booming economy 


ACT nationalist rhetoric, 


including over Taiwan 


¢ Maintain undisputed 
political contro! 


¢ Ensure foreign- and eco- 
nomic-policy continuity 


* Focus on problems relat- 
ing to economic disparity 





term investors drawing money into 
China. Beijing-based David Mahon, who 
manages China investment funds, found 


himself having to parry questions over the 


succession when pitching a new fund to 
the management of a private British bank 
in London in early September. His pitch 
was going well when one of the bankers 


"shoved that day's 
table, pointed to an article on 
struggle in China and dS Kt d al d what 


new spapet ACTOSS the 


DOWCI 


" 





about this?'," he recal 
Hu can be expected to continue to 


emphasize areas he has already staked out 


as his own, including easing the drive 
among local officials for huge economic 
growth and attempting to address some of 
the deep structural problems that bedevil 


society, like the widening wealth gap and 
the funding crises in health and education 

In a sign of opposition to political 
reform, the party plenum focused on 
"strengthening the building of thi 
party's ability to govern 


holding firmly onto its grip « 


party-speak 


Concentrating all power in its hands and 
controlling dissent amid th: 
ing economic and social refor! 
really occ upies the party's mind 
a major strategic issue that col 
rise or fall, success or failure of China: 
socialist cause, the future and 
the Chinese nation, the survival ot 
demise of the party, and lasting peaci 
and stability of the country," read a clos 
ing communiqué 

The consolidation of Hu's power >> 





as not the only thing to happen at the 
plenum. Membership of the Central Mil- 
itary Commission was broadened from 


.. four to seven, allowing Hu to add the pro- 
- - fessional abilities of navy commander 


_ Adm. Zhang Dingfa, air-force commander 
... Gen. Qiao Qingchen, nuclear-missile-force 
. commander Lt.-Gen. Jing Zhiyuan and 
«. commander of the Jinan military region 
. Lt.-Gen. Chen Bingde. Some experts see 
this asa step towards boosting professional 
military advice available to the top leader- 
ship as the People's Liberation Army con- 
nues its build-up aimed at potential con- 
ict over Taiwan. Any military action 
gainst Taiwan would almost certainly 
olve joint operations including many key 
lements of China's naval, air, missile and 
round forces and would require careful 
ordination between the services. 
< More generally on Taiwan, analysts and 
iplomats į in Beijing find it difficult to 
agine that Hu and Wen could be any 
nore rigid than Jiang and his supporters. 
though known for his willingness to 
nount a brutal crackdown on dissent in 
ibet when he was party secretary between 
1988 and 1992, Hu has shown that he is 
"capable of flexibility and nuanced policy- 
making. However, the fundamental direc- 
ion of China's policy on Taiwan is expected 
o remain the same. The PLA will continue 
end heavily on extra firepower so that 
an swing that balance of power across 
"Taiwan Strait in the mainland's favour 





while deterring any U.S. intervention in a 
conflict over the island. 

The waning of the Hu-Jiang rivalry 
should see some easing of the heated rhet- 
oric so much in evidence in recent 
months. Taiwan itself, as well as the 
United States, Singapore and Japan, have 
come in for an above-normal bashing in 
state media. "When big political decisions 
are about to be made [in China] there is 
a tendency to be more nationalistic,” says 
a Western diplomat. But while the rhet- 
oric may cool, it is unrealistic to expect 
core problems to go away, he cautions. 


TACKLING CORRUPTION 

Senior Hong Kong officials appear heart- 
ened at the change. They say that it is 
difficult to gauge differences among top 
leaders in Beijing on major policy issues, 
but Hu and Wen appeared to be much 
more relaxed about the huge anti-gov- 
ernment protests in Hong Kong in recent 
years and the emergence of strong pro- 
democracy sentiment in the community. 
Wen in particular made a very positive 
impression on many ordinary Hong Kong 
people for his easy manner and lack of 
pretension when he visited in 2003. 

It remains to be seen whether Hu 
takes advantage of his success to consol- 
idate his power inside the party, perhaps 
by attacking some of Jiang’s protégés who 
are suspected of corruption. “Hu and Wen 
[Jiabao] are relatively clean,” says a senior 


Former President Jiang Zemin was discounted as a transitional 
leader, but ended up changing China in profound ways 


“AS SOMEONE EDUCATED as a scientist 
and engineer, I always talk about China 
asa very big mass," Chinese leader Jiang 
Zemin said in a February 1990 interview. 

Ayself, I am also a very big mass at 95 

grams. It is difficult for you to push 

ay such a big mass. You might some- 

nes have to retreat or even fall down 
yourself as a result." 


By Susan V. Lawrence/ WASHINGTON 


That was Jiang's none-so-subtle warn- 
ing that despite predictions at the time that 
he would be only a transitional leader, he 
intended to stay in power. And stay he 
did. After being tapped as a surprise fill- 
in for a purged general secretary of the 
Communist Party in the wake of the 
Tiananmen demonstrations of 1989, Jiang 
held on to the job for 13 years, until 2002. 
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cadre. “If they n move against corruption, 
that would allow them to get rid of some 
of Jiang’s people.” | 

It would also boost support among the 
public and many party members. The pub- 
lic tends to see the party as terminally cor- 
rupt and party leaders—including Jiang— 
have likened corruption to a cancer that is 
destroying the party from within. 

The appointment of career political 
cadre Xu Caihou as the third vice-chair- 
man on the military commission interests 
some observers. As head of the PLA's Gen- 
eral Political Department, his appointment 
is seen as intending to help ensure party 
control over the armed forces. 

As the REVIEW reported (The Gain 
Game, Sept. 23), many believed Jiang was 
lobbying for his loyalist, Zeng Qinghong, 
to move up t e-chairman's position, 
Zeng’s failure to achieve it may indicate 
that he has reached the limit of his career, 
"He probably ! tops oi where hei is,” Says 
the diplomat. “This has limited his rise." 

Jiang ruled China during a period of 
dramatic transition, from the international 
isolation and economic slowdown after the 
Tiananmen Massacre to the international 
acceptance marked by t ne Juntry's win- 
ning Olympic Games bid. In the past eigh 
years, China's share of international trade — 
has tripled and the country's diplomatic 





















stature has risen enormously. Hu has 17. — 


years before reaching Jiang's retired ient 
age. How will China o mon a 





He clung to the post of chairman of the 
Central Military Commission for two more 
years after that, finally stepping down at the 
party plenum on September 19: 

I participated in that 1990 interview. 
with Jiang as a rookie reporter for the- 
American newsweekly U.S. News & World 
Report. I was 23 years old and fresh out of 
university and though I had spent two years 
in China as an exchange student, I was 
unprepared for Jiang. 

He was eager to impress us, to enter- 
tain us, and most of all to connect with us. 
He indulged i in cerning anecdotes rooted 

xperiences, Taped re ref- 






erences io: the V We: 
in 1 his u univers 











DENG'S SHADOW: Jiang played a no less crucial role in China's engagement with the world 


“literati” family background. He never once 
mentioned Marx or Lenin. 

In a system that rewards the ability 
of officials to recite the party line in a 
disciplined fashion, word for word, on a 
wide range of subjects (current General 
Secretary Hu Jintao is particularly good at 
this), how, I wondered, had Jiang risen so 
high and how could he possibly stay 
there? The steely side revealed in his 
warning about the immovability of large 
masses hinted at the answer. 

Over the next 14 years, which for me 
included three more interviews with Jiang 
and a session serving as interpreter at one 
of his meetings in the United States, | 
watched Jiang evolve. He was always 
instinctively liberal in his attitudes toward 
commerce, culture and the West, and pater- 
nalistic in his approach to political control. 
As the years passed, he grew more effec- 
tive at translating his impulses on eco- 
nomic and foreign policy into party doc- 
trine, with profound consequences. Before 
he took office China's politics was frac- 
tured, its economy in a slump and its posi- 
tion in the world uncertain. As he leaves, 
despite his notable failure to implement 
meaningful political reform, China's eco- 
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nomic vitality and commitment to engage- 
ment with the world are no longer in dis- 
pute. Deng Xiaoping, China’s paramount 
leader, who died in 1997, deserves much 
credit for that outcome. But Jiang’s role was 
critical too. 


Congress in 1992, when Yang Shangkun 
lost his positions of power in the party and 


military. Jiang took over the presidenc 
from Yang the following Ma | 

ered his last Surprise ai the r6th Party 
Congress in 2002, when he allowed th: 
state media to announce hi: irement 
from the general secretaryship and his seat 


on the Central Committee, but then re ap 
peared the next day as the newly re 
appointed head of the military 

To me, the Jiang era did not really begin 
until 1995, the year Deng 
too ill to intervene in affairs of state 


became 
Jiang 
not only put aside his briefing book for 
an interview with US New: 


hinalh 


in October that 
year, but handed it to us to take home 
and then sat back for a fluent 


discussion of weighty issues liki 


substantive 


In a lesson for me about the degree to 
which committee-approved documents 
trump the statements of any individual 
leader, the version of the interview that ran 
in the state-run media in China came from 


the briefing book 


In subsequent years, Jiang pushed 
through changes to the party's ruling ide- 
ology that led to the privatization oi State- 
owned enterprises, legal prot: I 
private property and the inclusion of pri- 
vate-business owners in the political 
process. He kept U.S.-China relations 
from free fall after the bombing of 
China’s embassy in Belgrade 999 


AGAIN AND AGAIN, JIANG DELIVERED 
SURPRISES THAT SUGGESTED THAT THOSE WHO 
DISCOUNTED HIS POLITICAL ADROITNESS 


DID SO AT THEIR PERIL 


In the early years, it was clear that 
though Jiang held the most important 
jobs in the country, he nonetheless 
served in the shadow of more powerful 
people. In a 1991 interview, he referred 
all issues of any sensitivity to China's 
then president, the wily octogenarian 
Yang Shangkun. And then there was 
always Deng, whom everyone assumed 
to wield the real power. 

But again and again, Jiang delivered 
surprises that suggested that those who dis- 
counted his political adroitness did so at 
their peril. The first was at the 14th Party 


And he and his premier, Zhu Rongji 
worked doggedly to win China member 
ship in the World Trade Organization. All 


of those efforts were de: ply controvel sial 
within the Communist Party, so much so 
that Jiang frequently advanced his agenda 
by stealth, making it difficult for him to 


atterwards. His 


crow about his victorie: 


greatest achievement may simply be that 
today, China's Communist Part 
only one to have weathered the discred 


iting of the Marxist model and to have 
replaced it with something that could 
offer a future. & 
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PUZZLING: Were Donald Keyser's meetings with Taiwanese agents improper? 


SECURITY 


Ouestion of Intelligence 





An unauthorised trip, a female Taiwanese intelligence agent, luxury purchases and 
murky exchanges. A top U.S. China hand has some explaining to do 


DONALD W. KEYSER, a 32-year veteran of America's State 
Department and arguably its most respected China hand, 
wanted to retire with as little fanfare as possible. When he 
stepped down from his job as principal deputy assistant 
secretary for East Asia in late July, he declined an office 
party and quietly decamped across the Potomac River to the 
department's Foreign Service Institute in Virginia, where 
he might have expected to run down the clock uneventfully 
on his last two months as a Foreign Service officer. 

That, though, was before the United States Federal Bureau 
of Investigation intervened. On September 4, FBI agents 
stopped Keyser and two Taiwan intelligence agents as they left 
a restaurant in Alexandria, Virginia. After searching them, 
the FBI retrieved from the Taiwanese a six-page document, 
containing apparently unclassified information, that Keyser 
had given them over lunch. 

Eleven days after that, on September 15, the FBI filed a crim- 
inal complaint against Keyser in the U.S. Court for the East- 
ern District of Virginia. The sole charge against him: that on 
a form he was required to submit in May to maintain his top- 
secret security clearance, he “knowingly and wilfully” concealed 
an unauthorized September 2003 trip to Taiwan during which 
he met with one of the Taiwan intelligence agents. Keyser 
was arrested that day and then released on $500,000 bail pend- 
ing an October 13 pre-detention hearing back at the court. 
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By Susan V. Lawrence/ WASHINGTON 


The arrest and public humiliation of such a well-known 
and respected U.S. official has sent shock waves through the 
Asia-policy community in Washington and through capitals 
in Asia. It also has a lot of people puzzled. The FBI com- 
plaint suggests that Keyser's contacts with the Taiwan intel- 
ligence agents were improper, but it does not charge him 
with espionage. That raises the question of whether the con- 
tinuing criminal investigation will produce new charges 
against Keyser, or whether the FBI is simply presenting a 
relatively minor infraction of the rules in a perhaps exces- 
sively lurid light. 

The case offers other puzzles. Many in Washington are 
asking why the FBI is choosing to handle in such a public way 
a case involving a long-time U.S. friend, Taiwan. Keyser's 
arrest follows the revelation that a Defence Department 
employee is under investigation for his links to another close 
U.S. ally, Israel. To some, the cases suggest the FBI is more 
interested in pursuing America’s friends than its enemies. 

For Keyser’s many admirers in Washington, the central 
puzzle is his September 3-6, 2003, trip to Taiwan. For an offi- 
cial of his rank, even a private visit to Taiwan would have 
required authorization, which would almost certainly have 
been denied. Keyser, with a lifetime of experience navigat- 
ing the U.S.-China-Taiwan relationship, would have known 
those rules better than almost anybody. 
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l's complaint cites Japanese immigration 
ence that Keyser made a private trip to Tai- 
3 n, where he was on official business after a 
s WO to China. He took three days’ annual leave, 
and his debit-card records show him making a $570 purchase 
ata Chri tian Dior luxury-goods store in Taipei and paying 
a $333. 19 hotel bill at the Grand Formosa Regent Taipei. 
The complaint notes that "Foreign Agent Number 1,” a 33- 
year-old female officer stationed in Washington for Taiwan's 
National Security Bureau (NSB), travelled back to Taiwan 
__. the same week that Keyser was in Asia, and that she told the 
Re ‘FBI she 1 met Keyser i in Taipei. 

— The FBI says Keyser did not tell his superior, Assistant 
etary of. State James Kelly, or even his family. He also 
ip off his May security-clearance form, on which 
juired to list countries he had visited in the past 
























f; lany tuf his supporters want to believe that he was voked 
some sort of sanctioned secret diplomacy with Taiwan. 
cause the U.S. does not have diplomatic relations with the 
and, and because China, which claims sovereignty over Tai- 
r , objects to any formal contact between Washington and 
pei, diplomacy is sometimes conducted off the books. 
But if Keyser were involved in secret diplomacy, it is 
likely he would be working with the NSB, an agency tra- 
ditionally loyal to Taiwan's opposition Kuomintang. Moreover, 
would any diplomacy that Keyser might have been involved 
. in “be so secret that they would actually let him hang out to 
ry this way?" asks Nancy Bernkopf Tucker, an expert on 
wan at Georgetown University and the Georgetown School 
f Foreign Service. 
Some observers speculate that Keyser's judgment might 
re been clouded by a romantic relationship with the female 
wanese agent. But those who know her dismiss the notion 
ht. Throughout the period in question, she was openly 
involved in a serious relationship with another Westerner 
E dn n Washington. She told acquaintances in Washington she 
. Was seeking approval from the NSB to marry him. The 
-- approval came through and the two married in July. Keyser 
uu imself is married to a senior official at the Central Intelli- 
. gence Agency. They have a high-school-aged daughter. 

















IMPROBABLE SPY 


Could Keyser actually have been engaged in espionage? The 
FBI complaint details six contacts between Keyser and the two 
Taiwan agents between late May and early September this year, 
all observed by FBI agents. In May, the FBI watched Keyser 
board a train to New York with the female Taiwan agent, 
and then saw the two of them together in New York. One 
evening i in July, FBI agents say they saw Keyser pick the female 
agent up in his car, drive to Rockville, Maryland, park briefly, 
P mem drive her home. 

» A week later, the FBI says, Keyser met the female agent 
ndher boss, a male lieutenant-general in the NSB identi- 
|in the Taiwan media as Huang Kuang-hsun, for lunch 
he Potowmack Landing Restaurant in Alexandria, Vir- 
inia, where Keyser handed each an envelope “that appeared 














to bear U.S. Government printing." Four days after t 
when Keyser and the female agent again met for lun 
Keyser brought “a white piece of paper” which the: 
agent read and returned to him. Two weeks later, at a 
with the female agent and her boss, the FBI says Key 
handed a folder to Huang. | 
After the last meeting of the three, on September 4, the 
FBI says its search of Keyser and the two intelligence agents: 
turned up a six-page document entitled Discussion Topics-— 
September 04, 2004. The criminal complaint states "portions 
of the document were derived from material to which Keyser 
had access as a result of his employment with the Department. 
of State." Nowhere in the complaint, though, does the FBI 
allege that Keyser passed classified information or received. 
any payment. Keyser's defenders note that it is: 
for U.S. officials of his rank to meet with ope: 
eign intelligence agents, and that all but o: 
ings occurred in broad daylight in public plac 
gesting Keyser did not feel he had anything. 



























HIS DEBIT-CARD RECORDS A $5. 
PURCHASE AT A CHRISTIAN DIC 
LUXURY-GOODS STORE IN TAIPI 
A $333.19 HOTEL BILL THERE. 





Taiwan's Premier Yu Shyi-kun, Foreign 
Chen and Defence Minister Lee fye all told the : 
islature during questioning that they did not kno 
meetings, nor were they made aware of the issue until 
before it broke in the media. “It is our understanding that 
colleagues in the U.S., all of us, would not go and b 
U.S. laws," Yu said. "All our work is open and transparent; 
we will also cooperate with the U.S. in handling thi: 
On September 17, prompting speculation about an- 
calm troubled waters, Foreign Minister Chen left ah 
schedule for a trip to Grenada that included a transit stó 
the United States. "ue 

Tucker says she finds Keyser's arrest "astonishing." She- 
adds it would be “utterly remarkable" for Keyser to be involved - 
in espionage involving Taiwan, both because he is “a straight - 
arrow" and because "he is not particularly pro-Taiwan.” In ^ 
1995, Keyser was famously one of only two officials iu the 
State Department to object openly to the U.S. decision to grant 
a visa to then Taiwan President Lee Teng-hui. 

Bonnie Glaser, a Taiwan specialist at the Centre for Strate- 
gic and International Studies, a Washington think-tank, 
echoes Tucker. ^He's not biased,” she says. “He doesn’t work - 
on behalf of one side or another. The notion that he could. | 
be working for Taiwan, to me this just doesn't make sense." 

Jeffrey Bader, who succeeded Keyser as director of the : 
China desk at the State Department in 1995, says Keyser - 
was “one of the best, if not the best, China-policy people : 
and analysts in the U.S. government in the last 20 or 25 years.” 
In Keyser, he adds, “I never saw a hint of advocacy for any- 
thing other than American positions and policies." s 
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| INNOVATION 


BIOTECH 


From Bugs 
o Business 


Call it the Squirm Factory: A South Korean scientist extracts 
obscure enzymes from creepy-crawlies and uses them in products 
ranging from cosmetics to cattle feed. Will this biotech business fly? 


FOR DR. PARK HO YONG the moment 
was "like the apple of Newton," when 
years of toiling in microbiology and 
pathology and a personal fascination with 
insects suddenly came together in a flash 
of insight. Working in his lab in the Korea 
Research Institute for Bioscience and 
Biotechnology a decade ago, Park figured 
out what it was that enabled a common 
local spider to break down and digest 
its prey. 

It might have been no more than an 
entomological curiosity, except for the fact 
that Park started to think about some prac- 





. APPLIANCE OF > 
«Scientists discover 
|. powerful enzyme - 
_ * Discoveries are tailored 
for health, medicine 
and agriculture 


* Raw materials for 
me research are 
sourced in Asia 





36 far Eastern Economic Review 


By Donald Greenlees/Srour 


tical applications for his discovery. The 
enzyme he isolated from the gut of the 
Nephila clavata, or golden orb spider, 
exhibited some remarkable properties. 
Named Arazyme by Park, this bio-active 
substance was the key to the spider's 
extraordinary ability to decompose and 
consume a wide variety of prey: The 
spider doesn't so much eat its prey as 
dissolve it and drink it. 

In the realm of human applications, 
Park figured Arazyme might offer some 
equally extraordinary opportunities. “It 


has huge potential for the development of 


new pharmaceutical drugs and functional 
food and industrial materials," says Park. 

In the years since he discovered 
Arazyme, Park has taken his lab-desk 
breakthrough to the factory floor. The 
company he founded four years ago, 
Insect Biotech, to manufacture and mar- 
ket products based on Arazyme and 
other insect enzymes, this year started 
to bring an eclectic range of goods to 
consumers. They range from beauty- 
care treatments to livestock-feed addi- 
tives that Park maintains will prevent 
diseases that cost the dairy, poultry and 
swine industries billions of dollars in 
lost production. 

So far, Park's discovery has brought 
him scientific satisfaction, though mod- 
est financial rewards. Like many biotech 
start-ups, Insect Biotech has been slow to 





achieve profitability. Park says the com- 
pany, which he established in April 2000 
with seed money from a venture-capital 
company and three companies in the 
biotech and agriculture business, will 
break even this year on sales of $2 million. 
But Insect Biotech predicts sales will 
surge with export deals to the United 
States and China in the pipeline. 

The global business in enzymes—pro- 
teins that act as catalysts to speed up spe- 
cific chemical reactions—has grown rap- 
idly in recent years. A cornerstone of the 
biotech industry, enzymes are widely used 
in industrial and medical applications. 
They are used, for instance, to improve 
the effectiveness of washing detergent 
and to produce some anti-inflammatory 
drugs. The advantage of using enzymes 
is that they are cleaner for the environ- 
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SPIDER MAN 





ment and often more effective than tra- 
ditional chemical processes. 


Seoul National University and the Korea Park is focusing the business on thre 


Research Institute for Bioscience and — areas—agricultural products 


Although the global market is still Biotechnology that show Arazyme is very products, such as cosmetics, and healtl 
estimated at only about $2 billion, effective in breaking down proteins and and pharmaceutical products. Among thi 
biotech companies are uncovering a has strong antibiotic properties. Moreover, most promising items in the c 
wide variety of enzymes and getting bet- it seems resilient under a wide range of inventory is a line of livestock-feed add 


ter at tailoring their discoveries to spe- 
cific industry needs. The raw material for 
much of that business is being sourced 
in Asia. Some U.S. biotech companies 
say they are looking increasingly to 
Japan, Thailand, India and South Korea 


conditions—high and low temperatures tives sold as Power Cell, designed for dain 
and at high levels of acidity and salinity. 

Arazyme's ability to digest protein at 
a "very rapid rate" and its "natural antibi- 
otic activity" is the key to its commercial 
potential, says Park. “It can break apart 


cattle, and One-Q, for poultry and swine 
Power Cell is promoted as a cur: 


titis, a bacterial infection of th 


udder. This ailment, afflicting abo 
of dairy cattle, requires antil 


3101 ire 


i 


to obtain competitively priced enzymes 
for production lines in the U.S. 

Insect Biotech's Arazyme has sparked 
the interest of a number of foreign com- 
panies in the agriculture, health-product 
and cosmetics sectors because of some 
apparently powerful characteristics. Park 
points to field studies carried out with 
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a large variety of proteins. It even melts 
chicken feathers.” 

In March 2002, Arazyme was certified 
as an “Excellent Korean Technology” by 
the Ministry of Science and Technology. 
Insect Biotech has sought 15 domestic 
and international patents for bio-active 
substances it has developed. 


ment over a period of four ti 


Health regulations prevent t 
milk from cows undergoing tre 


causing significant losses to 


U.S.-based pharmaceutica 


mal-health-products giant 
Plough Corp. is interested 
Power Cell into the U.S. mar 


| INNOVATION 


BIOTECH COMPANIES ARE UNCOVERING A WIDE VARIETY OF 
ENZYMES AND GETTING BETTER AT TAILORING THEIR DISCOVERIES 
TO SPECIFIC INDUSTRY NEEDS 


Y 
v 


Mexican affiliate is currently carrying out 
two field tests of Power Cell on 100 cattle 
before the company seeks regulators' 
approval to put it on sale. Two weeks into 
the first test, Schering-Plough veterinar- 
ian Leonardo Cordova, who is running the 
study, says: "The characteristics of this 
product are very good." 

Insect Biotech has also struck a deal 
with an agricultural-products company 
run jointly by China's Agricultural Acad- 
emy of Science and the Chinese Agri- 
cultural University for $3 million worth 
of Power Cell, and One-Q swine, which 
promises to prevent a common respira- 
tory illness and diarrhoea-causing bacteria 
in pigs. These institutions are undertak- 
ing studies of the products in seven 
provinces and have proposed a joint 
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CULTURE VULTURE 


This experiment comparing Arazyme with two well-known 
antibiotics shows its effectiveness in clearing a culture 
of the common bacteria Staphylococcus aureus 


Q Arazyme Q Streptomycin Q Tetracycline 


venture to manufacture Power Cell and 
One-Q in China. 

[n Insect Biotech's human-product 
range, the most promising item right 
now is a cream sold in South Korea as 
B.A.L, a foot-care treatment which is 
designed to break down and soften hard 
and dry skin. Insect Biotech has devel- 
oping a similar cream for other parts 
of the body. 

Longer-term, Park hopes to branch 
into pharmaceutical applications for 
Arazyme. Lab tests show that it is some- 
times more effective than antibiotics 
currently on the market in combating 
bacterial strains such as E. coli, staphy- 
lococcus and salmonella. 

"Arazyme has nice antibi- 
otic and anti-inflammatory 












activity,” say Park. "It's very natural for the 
enzyme from the spider to have antibiotic 
activity. When they get their food, the prey 
may be contaminated. So it's under- 
standable they would have this feature 
to defend themselves." 

Indeed, Park argues that insects are 
a vast untapped resource, representing 
more than two-thirds of the world's bio- 
logical diversity. An enzyme Park found 
in the gut of a moth is the principal ingre- 
dient of a nonprescription anti-inflam- 
matory drug, Serratiopeptidase, sold 
through Sedona Labs in the U.S. 

Insect Biotech's team of seven full- 

time researchers has found 10 promis- 
ing bio-active substances in insects 
they now have under study, 
though Park won't reveal what 
the insects are or what has 
been uncovered. 
Myron Zalucki, a professor 
at the University of Queensland, 
who chaired the International 
Congress of Entomology in Aus- 
tralia in August, says the field of “bio- 
prospecting" is of growing interest to both 
science and commerce. And he acknowl- 
edges insects offer much potential. 

"Insects have been around since the 
year dot and they have found useful ways 
of surviving," he says. "Bio-prospecting 
involves mining that resource to see if we 
can turn it into something useful. It's 
always easy to find things, but it is not 
always easy to turn it into a dollar." 

Park admits that his strength is in 
pure research, not in business. Insect 
Biotech's growth has been held back 
by a lack of product development and 
marketing strength. He says the com- 
pany needs to form strategic alliances 
with big international companies in 
order to grow. 

“Having a first-class technology does 
not automatically mean you are a first- 
class market leader,” he says. “So there 
is a problem. We need more business 
support and more business skill.” = 

Jin Jong Ju in Seoul contributed 
to this article 
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Last year Hong Kong welcomed 3.3 million trade fair visitors. This comes as no surprise to the tens of thousands of international 
exhibitors and buyers who rely on Hong Kong’ fairs for their sourcing and selling needs. 


thousands of exhibitors into a room," says Frederique Chenard, 

an accessories retailer from France, “Obviously size is important 
~ I certainly want to see as many companies as | can — but the key 
for me is the quality of exhibitors and the ease of doing business. In 
this regard, you cant beat Hong Kong." 


S uccessful trade fairs are about so much more than squeezing 


Ms Chenard's sentiments are echoed by many thousands of the 
buyers who come each year to Hong Kong's 60+ international trade 
events. The ease of business factor, rates especially highly for small 
and medium sized companies that don't have the resources to attend 
multiple shows. 


The ease of doing business in 
Hong Kong is well Mw 
Exhibitors and buyers are well 
supported by Hong Kong hard 
and soft infrastructure — rule of 
law, efficient transportation and 
quu event management and 

cilities — and in its core sectors, 
toys, fashion, electronics, 
jewellery, gift and lighting, it 
already hosts Asia’s largest irs 
Hong Kong also boasts the multi-award winning Hong Kong 
Convention and Exhibition Centre, and is soon to be joined by the 
AsiaWorld-Expo, currently being built next to Hong Kong's 
international airport. 





China business — the easy way! 
Another key factor in Hong Kong's success is China. As one recent 








buyer commented, "Hong Kong makes doing business with China easy." 


As China grows both as an exporter and importer of products, 
Hong Kong has become a firm favourite with mainland companies 
looking for international buyers and exhibitors. Interest from China, 
which has already rocketed in recent years, looks set to rise further 
as the recent softening of visa requirements makes business travel to 
Hong Kong even easier. 


But while business is high on the agenda for the tens of thousands 
of people who attend Hong Kong's mega fairs, it's not all work. 


"While I love doing business in Hong Kong, | definitely look 
forward to the end of my working day," jokes Ms Chenard 
"In Hong Kong, I always try and make time for shopping and a little 
sightseeing." 


GG The key for me is the quality of exhibitors and the ease of doing 
business. In this regard, you can't beat Hong Kong 99 


* Strong ties with mainland companies 
* Key location in Asia — with excellent transport network 
* Gateway to the Pearl River Delta manufacturing base 


* Free movement of capital and goods 


* Familiar legal system 
* Strong intellectual property protection 
* Experienced, high-quality hospitality management 


* World-class exhibition and convention facilities 


For a free copy of the Hong Kong Services Directory, which includes exhibition services, email services&?tdc.org.hk 


For more on Hong Kong, visit www.tdctrade.com or call (852) 1830 668. 
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Hong Kong Trade Development Council Snaneuane 
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www.tdctrade.com 


www.DiscoverHoneKone com 
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Soak Up the RSS Revolution 


Getting information from the Web sent to one place has never been easier than with Really Simple 
Syndication. Next, expect to see headlines sent to your phone, fridge and... bathtub? (Well, maybe) 


tidy folders and even keep the articles you want 
to hang on to, all within your browser. Indeed, 
some browsers now include RSS as standard: Fire- 
fox (the open-source browser), Opera (the tena- 
cious Scandinavian David to Microsoft's Goliath) 
and even Apple's Safari all now offer a way to 
read RSS feeds without any extra software. 

The other obstacle is how to find the RSS feed 
you want and then put it somewhere you could use 
it. Some newsreaders and even on-line services still 
make this a bit tricky, requiring you to locate the 
feed, copy the address (all RSS feed sources are in 
the form of a Web address) and then paste it into 
the reader. But this too, has changed. Bloglines, for 


IT'S BEEN MORE THAN a year since I wrote about 
RSS (No More Information Overload, July 3, 2003) 
but if my immediate entourage is anything to go by, 
the wonders of Really Simple Syndication (or some- 
times Rich Site Summary) have yet to hit the main- 
stream Loose Wire readership. 

Every time I mention RSS to Colin, for exam- 
ple, he says something like, *Can you tell me what it 
is again? And can you speak slowly this time?" Of 
course, this could just be Colin, but this week I 
thought I'd show you some short cuts to the future 
of how we get our information. 

Basic stuff first: RSS is just another way to get data 
from one place to another, whether it's from my blog 





(or on-line journal), the BBC news headlines or Ama- , example, includes a directory of feeds, and, even 
zon's top best-sellers. What's so good about it? Well, i better, includes a little tool called a Bookmarklet 
because everyone has (more or less) agreed on the stan- (I'm not crazy about the name) that lets you add a 
dard, you can find RSS feeds all over the Internet now, H feed to your collection easily. (A tip: Adding a feed 













which you can then pull together in one program called is called “subscribing,” but one of the beauties 


a newsreader. Look for the little orange button: ESIS 
And while RSS started out as a way to subscribe to 
blogs, now it carries a much larger range of infor- 
mation, not all of it nerdy. Some examples of RSS feeds 
launched recently: news sources from ESPN to The 


Wall Street Journal and The Washington Post, a British m oe hdd 


OP o or 
= 



































employment-agency roster of new technology jobs and Lm 
even the United States National Hurricane Centre's no ra 7, metr. £1 
tracking of Hurricane Ivan. a` y» ) / IMP FM ANM = 


This all sounds great, being able to grab the infor- 
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mation you're interested in and have it all updated 4 ) 
for you, in one place where you can read it. But ‘ > = g^ 
there are à couple of obstacles that make it QU X ELS ac. 






less easy than it ought to be. The first is that 
to read all these feeds you need to 
install a special program, called a 
newsreader. 

Actually, that isn't true any 
more. There are several products 
that let you pull RSS feeds into your 
existing set-up, whether it's your 
browser or your e-mail program. 
Bloglines (www.bloglines.com), for 
example, collects all your RSS 
feeds and lets you view 
them, put them into nice 
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WRITE TO ME: loosewireGjeremywagstaff.com 





of RSS is that you don't actually have to give out any personal infor- 
mation—even an e-mail address—to subscribe to a feed. Even bet- 
ter, ending your “subscription” involves nothing more tricky 
than just deleting it from your RSS list.) 

So, just to walk you through the Bloglines Bookmarklet thing, 
because this is the way a lot of these services let you add RSS feeds. 
In all browsers nowadays there's a bit of space, usually between 
the viewing part of the browser (the main window where you 
see your Web pages) and the menu bar and the bar with the Back, 
Forward and Home buttons above it. This space usually lists a 
handful of different Web sites you might access frequently, and 
is usually preloaded with some sites—usually ones touting the 
business of the browser manufacturer. 

But it's also a good place to store more complicated bits of 
code that act as short cuts: in this case, adding an RSS feed. So, 
drag the Bookmarklet link to the top of your browser with the 
mouse. This will add an extra button called "Bloglines" or some- 
thing like it. Now, if you're reading a Web page and you see a feed 
you like the look of just click on the next to the feed name 
or description, click on your new Bloglines button and you'll be 
able to add that feed to your list without further ado. 

I’m not going to pretend RSS is perfect but it's definitely on 
the way to the big time. Expect to see a lot more than just items 
of news delivered in the future, and expect it to be delivered to 
places other than your browser. RSS will power delivery of busi- 
ness information within companies, as well as video and audio, 
and it will be delivered to your cellphone, your car, the fridge and 
a panel in the bath, just behind the taps, where you can view 

updates from the BBC while you soak. 
OK, I made that last bit up, 
but it could happen. RSS 
is here to stay, and it's 
well worth getting out of 
the bath for. & 
More tips and links 
on RSS at this week's 
Loose Wire blog 
(loosewireblog.com, 
look under the Blogs & 
RSS category) 















Trade Fairs in Hong Kong 


Restaurant & Bar Hong Kong 2004 
October 5-7, 2004 
www, restaurantandbarhk.com 

— 
[nterstoff Asia Autumn 2004 * 
October 6-8, 2004 


www.interstoff. messefrankfurt.com 
> -—— — = 


Asia Pacific Leather Fair 2004 
- Fashion Access * 
October 6-8, 2004 
www.aplf.com 

Sau 
electronicAsia 2004 " 
October 13-16, 2004 
www,electronicasia.com 

"TET 
Hong Kong Electronics Fair 2004 
(Autumn Edition)" 
October 13-16, 2004 
www.hkelectronicsfairae.com 

‘S/S eee 
13th Hong Kong International 
Toys & Gifts Show / 12th Asian 
Gifts Premium & Household 
Products Show * 
October 20-23, 2004 
www.kenfair.com 

HUE 
Hong Kong International Hardware 
& Home Improvement Fair 2004 
October 27-30, 2004 
www.hkhardwarcfair.com 

ar A 





www.hkliehtingfait.com 
> 
ASIANA 2004 
October 28-30, 2004 
www. kenfair.com 
BELLE 
Hong Kong Optical Fair 2004 * 
November 3-5, 2004 
www.hkopticalfait.com 
> — 
Cosmoprof Asia 2004 * / 
The Natural Health Fair 2004 
November 10-12, 2004 
www.cosmoprof-asia.com 
L3 — 
3G World Congress & 
Exhibition 2004 
November 15-19, 2004 
www, Sgcongress.com 
World SME Expo 
November 16-18, 2004 
www.worldsmeexpo.com 
~ — E 
Business of Design 
Week 2004 
November 16-21, 2004 
www.bodw.com.hk 
^' Medii 
Natural Products Expo Asia 2004 
December 1-3, 2004 
www.naturalproductsasia.com 











The 12th Hong Kong International 
Jewelry Manufacturers Exhibition 
December 2-5, 2004 
www. yewelrvsh ws OTe 

> 
Asia Pacific IT Solutions Expo 2004 
December 8-11, 2004 
www.solutions-expo.con 

Miis 
Asia Game Show 2004 
December 17-19, 2004 
Www.asiagameshow.con 

> 


Hong Kong International Stationery 
Fair 2005 
January 11-14, 2005 
www. hlistationeryfair. com 
> 
Hong Kong Toys & Games Fair 2005 ' 
January 11-14, 200° 
www hktovfair.con 
> 
Hong Kong Fashion Week for Fall / 
Winter 2005 * 
January 18-21, 2005 
www.hkhashronweekfw.com 
> 
World Boutique, Hong Kong 2005 
January 18-21, 2005 
www, wofldboutiquehk com 
> 
2005 Hong Kong Internationa! 
Fur & Fashion Fair 
February 25-28, 2005 
www.hkfurfed.com.hk 
> 
Hong Kong Internationa! 
Jewellery Show 2005 * 
March 1-4, 2005 
www.hkiewellery.con 
> 
China-Hong Kong International 
Golf Show 2005 
March 11-13, 200° 
WWW newy hur. com 
> 
TOC Asia 2005 
March 15-17, 200° 
Www;toc-events.com 
> 
Source It - an ASEAN event in 
Hong Kong 
March 21-23, 2005 
www. sourceit-hk.com 
> 
Interstoff Asia Spring 2005 * 
Match 21-23, 2005 
www.interstoff. messetrankfurt.com 
> 
Business Travel Expo 
Hong Kong 2005 
March 22-23, 2005 
www.businesstravelexpo com 
bu 
Hong Kong International 
Film & TV Market 
March 22-24, 200 
www.hkfilmart.com/bkfilmar: 


X UFI approved tieni 


For a full calendar of upcoming events: 
www.tdctrade.com/exh-con 























Innovation 


Gadget 
Regurgitator 


A Singapore entrepreneur takes the world’s 
scrap computers, cellphones and TVs and turns 
them into profits 





By Cris Prystay/SINGAPORE 
IN 1 , Ng Teck Lee quit his job as a truck driver for a 
plastics.recycling company and began combing Singapore's 
dumps for used electronic components. At first, the high- 
school drop-out stripped valuable metals from the junk and 
sold it to smelters in Japan. Then he realized he'd make more 
money if he reprocessed the electronic garbage himself. 

Today, Ng boasts that he's the world's biggest proces- 
sor of so-called corporate “e-waste,” including defunct com- 
puters, cellphones and TVs—junk that commonly chokes 
landfills in many developing countries, where much of 
this waste winds up. His company, Citiraya, has signed con- 
tracts with electronics giants including Intel, Nokia and 
Hewlett-Packard. It commands a 70% share of the corpo- 
rate recycling market, or scrapped components that man- 
ufacturers themselves collect and pass on to Citiraya or other 
specialists for recycling. 

"There are plenty of people who will come collect scrap, but 
we have no idea where it will wind up. There are not many com- 
panies, globally, that do what Citiraya does,” says Ian Broughall, 
Nokia's Asia-Pacific regional environmental manager. 

With governments stepping up legal pressure on manu- 
facturers to take responsibility for a mounting pile of electronic 
trash, Deutsche Bank predicts publicly listed Citiraya's rev- 
enues will double to $$237 million ($139 million) in 2006 from 
last year, while profit will almost triple to $$50 million. 

E-waste is the world's fastest growing and potentially most 
dangerous waste problem. Electronic components are full of 
toxins: There's lead and cadmium in computer-circuit boards, 
lead oxide and barium in computer-monitor cathode-ray 
tubes, mercury in switches and flat screens, and fire retar- 
dant used on printed circuit boards and plastic casings. These 
poisons leach into the ground when electronic trash is 
dumped in landfills, or is tossed aside by low-tech recyclers 
in developing countries who strip out some items from the 
e-trash, such as copper and gold, and leave the rest. 

In the United States, for example, about 8096 of the elec- 
tronic waste that is currently recycled is collected by middlemen 
from consumers or recycling depots and shipped to countries 
in Asia, including India and China. There, it's typically dumped 
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STAKE IN CHIPS: Citiraya's Ng recycles chips and circuit boards 


in massive piles and disassembled by workers who don't wear 
any protective gear. They often toss leftover chemicals that come 
out in processing work into nearby streams or rivers, according 
to a 2002 report by the Basel Action Network, an environmental 
lobby group. The 1992 Basel Convention, signed by most coun- 
tries with the notable exception of the U.S., prohibits the ship- 
ment of hazardous e-waste from member countries of the Orga- 
nization for Economic Co-operation and Development—the 
Paris-based club of rich nations—to non-OECD countries. 

The European Union passed a directive in 2003 that 
requires member countries to pass laws this year that com- 
pel electronics manufacturers to take back, and recycle, up 
to 7596 of all the products they sell in the EU. The blocs mem- 
bers have another year to start enforcing those laws. Some 
Asian countries, including Taiwan, Japan and South Korea, 
have enacted similar laws. Although the U.S. hasn't followed 
suit, the states of Maine and California have passed local 
"take-back" laws. 

Ng is poised to cash in on the expected e-waste boom, 
because Citiraya is one of the few companies in the world that 
handles such trash in a hi-tech fashion. Indeed, the entre- 
preneur decided to set up his first plant in Singapore—where 
it must abide by laws regulating imports of e-waste and 
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Photos by Munshi Ahmed / REVIEW 


meet regulations on emissions set by Singapore's National 
Environment Agency—in order to distance his operation from 
other recyclers that work in countries with lax standards. 

Citiraya, which has collection centres in 1 countries— 
including China, India and Britain—that ship electronic trash 
to Singapore for processing, is adding more in the U.S., Mex- 
ico, Hungary and Japan this year. Citiraya also operates a plant 
in Taiwan to process local e-waste. It recently linked up with 
China's Wuxi provincial government to build a S$20 mil- 
lion recycling facility there. And it plans to open a reprocessing 
plant for cathode-ray tube monitors in Wales next year. 

But Citiraya's Singapore plant is the jewel in the com- 
pany's crown. In one section of the facility, workers wear- 
ing thick boots, gloves and breathing apparatus use heavy 
cutters to break up integrated-circuit chips. The scrap is con- 
veyed to a furnace designed to melt even tough new plas- 
tics that withstand temperatures of up to 8oo degrees Cel. 
sius. Upstairs, workers use chemicals to strip out materials 
such as gold, copper and plastic resins. Monitoring devices 
installed by the National Environment Agency analyze the 
air discharged from Citiraya's stacks, and the trickle of waste- 
water that enters the city's sewerage system from the com- 
pany's treatment plant. 

Citiraya has installed a hi-tech tracking system that docu- 
ments every move that every used computer, chip or phone 
makes in the shipment and break-down process so that man- 
ufacturer-customers can prove they've complied with regula- 
tory requirements. The plant features 60 cameras linked to a 
computer system so clients can log on through the Internet 
to watch their products being destroyed. "These companies are 
waking up to the fact that they need to be accountable," Ng says. 
"We offer that, and document it, every step of the way." 


E 
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According to HP executives, Citiraya's singapore plant 
recovers about 90% of the products that the manufacture: 
ships it, partly because low labour costs allow Ng's company 
to hire staff to disassemble components by hand before pro- 
cessing. By contrast, HP's recycling contractors in ! urope, who 
use purely automated systems, recover only about 65%. 

“With Citiraya’s model, we're able to recover more. There 
arent too many global companies that operate at this level 
and achieve this recycling rate," says Jean Claude Vander- 
straeten, HP's environment director for Asia Pacific and Japan. 
He estimates HP will ship 1,500 tonnes to Citiraya this year. 


OBSTACLES 

But Citiraya faces some obstacles in its quest to extend its 
global reach. A key problem: Australia has interpreted the 
Basel Convention to mean that certain types of electronic 
trash— printed circuit boards containing lead, for exam- 
ple—are hazardous and should not be sent to Singapore, a 
non-OECD country. 

Ng says Australia is the only country to rule this way. H« 
notes that EU governments, for example, have deemed printed 
circuit boards as non-hazardous items and have signed export 
permits for circuit boards to be shipped to Citiraya's Singa- 
pore plant for recycling. 

New rules pushed by European regulators could resolve 
this debate. One recently passed EU directive requires man- 
ufacturers to get rid of many of the hazardous chemicals they 
put into electronic products by 2006, including the offend- 
ing lead solder on printed circuit boards. 

"We know we're doing a good thing, and we're doing it 
correctly," says Ng. "And the more governments start to reg- 
ulate this, the better it is for us." & 


HANDS ON: 
Employees 
disassemble 
components by 
hand before 
processing 
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INVESTING 


Where To Put Your Money 


Southeast Asia 
Bounces Back 


Strong economic performance, diminished political risk, better governance and 
initiatives to attract overseas investment have combined to make Southeast Asia 


very attractive to foreign investors. Its stochs are also relatively cheap 


LARGELY NEGLECTED BY investors 
through the first nine months of the year, 
the markets of Southeast Asia are look- 
ing attractive once again. A combination 
of diminished political risk, strongly 
growing regional economies and a con- 
certed effort by regional governments to 
draw in foreign funds could propel 
regional assets higher over the final 
quarter of the year. 

So far 2004 has been a poor year for 
investors. Although economic growth 
across Asia and much of the rest of the 
world has been robust, returns from 
financial markets have by and large been 
dismal. Rather than focusing on the pos- 
itive economic story, investors have 
instead concentrated on rising interest 
rates, high oil prices and an expected slow- 
down in world trade. As a result the MSCI 
World index has managed to gain only a 


paltry 296 over the first nine months of the 
year. In the United States, the benchmark 
Dow Jones Industrial Average has slipped 
back by 2.496. 

The performance of Greater China's 
markets hasn't been much better. As 
China's administrative measures to slow 
its headlong economic growth have begun 
to bite, the stock prices of Chinese com- 
panies listed in Hong Kong have tumbled, 
falling some 1596 since the beginning of the 
year. Meanwhile, expectations that slowing 
technology investment will hit interna- 
tional trade growth have dented confidence 
in the Taiwanese market, which is flat over 
the year so far in dollar terms. 

But the gloom is not ubiquitous. In 
Southeast Asia, stockmarkets that have 
been neglected by portfolio investors in 
recent years are once again drawing atten- 
tion. "Southeast Asia as a region is often 





By Tom Holland/SiNGAPORE 


underappreciated," says Ben Rudd, Hong 
Kong-based regional strategist at Dutch- 
owned bank ABN Amro. “In fact it has 
done well this year and I see continued 
outperformance." 

Rudd's view of the region is supported 
by Angelo Corbetta, head of investments 
at Pioneer Investment Management in 
Singapore. “These markets do offer great 
relative value," says Corbetta. "From every 
angle they are really inexpensive." 

Words like that will be music to the 
ears of government officials from the 
Association of Southeast Asian Nations. 
[n late September they are mounting their 
first-ever concerted effort to drum up for- 
eign portfolio investment in the region. A 
delegation of Asean economics and 
finance ministers will travel to New York 
to present the case for investment in 
Southeast Asia to Wall Street's financial 





Protect your family legacy. 





institutions. They believe they have a 
telling message of far-reaching, if largely 


unheralded, reforms since the economic 
crisis of 1997 and 1998. 

According to Tharman Shanmu- 
garatnam, deputy chairman of the Mon- 
etary Authority of Singapore, who is also 
Singapore's minister for education and 


a board member of the Government of 


Singapore Investment Corp., the bitter 
lessons of the Asian Crisis have been 
well learned. Tharman says that over the 
past few years, Southeast Asian coun- 
tries have tightened their regulations, 
introduced higher levels of disclosure, 
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strengthened minority shareholders’ 
rights and reoriented their economies 
toward their areas of greatest compara- 
tive advantage. “Asean is in a very dif- 
ferent position now, compared to seven 
or eight years ago,” he insists. 

Today, says Tharman, Asean offers 
investors potential gains tied to the 
region's economic growth rates of 5% or 
more, coupled with a relatively low cor- 
relation with more developed markets. 


Together, the countries ofthe region have 


a population of 570 million, a combined 
GDP of $700 billion and a consumer 
market worth $320 billion annually. Local 





STREET PARTY: Southeast Asia has a consumer market worth $320 billion annually 


asset markets todav ar: 
and liquid than befo: 
Tharman, and bond spread 
reflecting lower perceptio 
a portfolio-diversificatio: 
increasingly compelling," he sa 
Tharman's arguments art 
Nor Mohamed Yakcop, si 
minister of Malaysia. Nor believe 
increasing economic integrat 
of Asean countries competit 
other to win inward invest 
"We believe we can promot 
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HOLDING STEADY 


With the exception of Thailand, Southeast Asia's stockmarkets 


have held up pretty well this year 
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That's stretching a point. Southeast 
Asia remains a deeply fragmented region. 
It will be years before international port- 
folio investors are willing to look seri- 
ously at Vietnam, let alone Burma, Cam- 
bodia or Laos. 

Even today, many fund managers 
ignore the Philippine market as too small 
to merit their attention, while saying that 
Indonesia has too few investable compa- 
nies. Some remain wary of Malaysia, 
remembering the abrupt pegging of the 
ringgit to the dollar in 1998 and the simul- 
taneous imposition of capital controls. 

That's a memory Nor is doing his best 
to overcome. Perhaps nothing empha- 
sizes Malaysian officials' new attitude bet- 
ter than their change of heart towards 
hedge-fund investors. In 1998, then- 
Prime Minister Mahathir Mohamad 


Singapore Philippines 


Jakarta Bangkok 





accused hedge-fund managers of destroy- 
ing Asia's economies in pursuit of per- 
sonal gain. 

Today, under Mahathir's successor, 
Abdullah Ahmad Badawi, if not exactly 
rolling out the red carpet, Malaysia has at 
least dropped its open hostility to spec- 
ulative foreign investors. "We are quite 
happy with hedge funds coming in and 
taking a short-term view," says Nor. As 
long as Asean gets its fundamental eco- 
nomic management right, he adds, the 
region need have nothing to fear from 
hedge funds or other foreign investors 
withdrawing their assets. To underline 
the point, Malaysia is also to allow for- 
eign-owned brokerages and asset-man- 
agement companies to set up in the coun- 
try for the first time. 

Few of these measures would hold 





much appeal for investors if the broader 
economic and political environment were 
unattractive. Happily for the Asean offi- 
cials travelling to New York, the region's 
economy is growing healthily. And with 
this year's spate of elections out of the 
way, most investors believe political risk 
has now sharply diminished. With foreign 
investors significantly underweight in the 
region, it may now be time to begin buy- 
ing once again. 

“Indonesia, the Philippines and Thai- 
land are all under-held by foreign in- 
vestors," says Rudd at ABN Amro, "That 
means there is downside protection and 
the potential for an upside surprise." 

[n Indonesia, investors are focusing 
on the possibility of an inflow of funds 
following the apparent election as pres- 
ident of Susilo Bambang Yudhoyono— 
"by far the best-case scenario for the econ- 
omy," according to Goldman Sachs econ- 
omist Adam Le Mesurier. In the Philip- 
pines, observers are encouraged by the 
government's re-invigorated approach to 
cutting its fiscal deficit following the elec- 
tion in May of President Gloria Maca- 
pagal-Arroyo for a new term. 

Thailand is also beginning to attract 
investors interest once again. The dar- 
ling of international investors in 2003, 
Bangkok's stockmarket collapsed under 
heavy foreign sales in the first half of this 
year, falling by more than a quarter in 
dollar terms between January and 
August. With the market now trading 
at a price/earnings ratio of around 8 and 
economic growth still strong, the out- 
ward fund flow is beginning to reverse, 
say fund managers. 

"Thailand is very intriguing," says Pio- 
neer's Corbetta. "I think the market there 


could have a fantastic final quarter." & 
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SINGAPORE 


Stellar Play 


With the economy booming, Singapore has given 
investors spectacular returns 


By Tom Holland/SiNcAronr 


NOT ONLY ARE Singapore's financial markets the most liquid 
and sophisticated in Southeast Asia, they have also been 
among the region's best performing in recent months, with 
the benchmark Straits Times Index returning dollar-based 
investors a handsome 3096 over the past 12 months. 

That performance has been propelled by strong economic 
growth, with the Asian Development Bank forecasting an 
impressive 8.1% expansion in Singapore's GDP during 2004. 
The going is likely to be tougher next year, however. In late 
September the ADB downgraded its 2005 GDP forecast to 
just 4.2% from its previous figure of 4.8%. 

That means investors will have to be more selective in their 
stock picks, steering clear of companies 


that are likely to suffer from an antici- OCBC GROUP 


pated deceleration in global trade or S$ 
rising interest rates. That puts a question- — 14.50 
mark over the attractiveness of big tech- 
nology manufacturers like Chartered 
Semiconductor or property developers 13.50 
like CapitaLand. 

Instead investors should steer 
towards more defensive stocks with 12.50 
strong cash flow and reasonable dividend 
yields. Local telecommunications giant 
SingTel is an old standby, which some 11.50 
investors argue offers the potential for 
a dividend surprise. 

Investors are also keen on stocks 40.5 
which stand to gain from the restructur- 


ing under way in the Singapore economy. 2008 
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MALAYSIA 


Resurrected 


The promise of reform combined with a surge in 
domestic consumption is drawing investors 





By S. Jayasankaran/KUALA LUMPUR 


EXPECT MORE FOREIGN INVESTOR interest in Malaysian 
stocks. During a mid-September investor conference in Hong 
Kong organized by CLSA Asia-Pacific Markets, the session on 
Malaysian equities was, in the words of one participant, so 
enthusiastically attended that it “was standing room only.” 

"For the first time since I began writing this column I feel 
comfortable with the Malaysian investment story,” declares 
Christopher Woods, managing director of 


WEALTH EFFECT: As asset prices increase, 
private consumption will likely also rise 


American, fund managers,” says lan Battie, of London-based 
Newstar Institutional Managers, who has avoided Malaysia 
since capital controls were instituted in 1998. 

Indeed, on the day Anwar was freed, the benchmark com- 
posite index of the Kuala Lumpur Stock Exchange jumped 
1.7% to 842. Since then, it has climbed another 2.7% to 865 
on September 20. 

How much upside do equities have? At least 11%-12%, 
according to analysts in Kuala Lumpur, who say that the mar- 
ket is currently trading at 12-13 times estimated 2005 earn- 
ings. This puts it at a historic low when compared to the 
exchange's average of 15-16 times between 1998 and now. 

The no-brainer picks are those government-linked 
companies that have been identified as a core priority for 
Abdullah's government. The prime minister has vowed to 
restructure these companies—some of the biggest on the 
stock exchange—within three years to make them as efficient 
as their regional peers. 

Thus, most securities houses have put a buy on three com- 
panies that promise the biggest upside upon restructuring. 
The three: national phone utility Telekom Malaysia, power 
company Tenaga Nasional and multinational conglomerate 
Sime Darby. Indeed, all three companies have already surged 
over the past three months on the back of foreign interest, but 
analysts believe there is still more potential. 

The other big theme this year is the current consumption 
boom. Consumption—evidenced through car and house sales, 
credit-card use and consumer-goods imports—is enjoying 
a surge and it's emerged as a key driver of the Malaysian 
economy this year. Securities house ECM Libra has picked 
gaming company Berjaya Sports Toto, a big dividend giver, on 
the basis of the trend. The brokerage also likes Digi.com, a 
mobile-phone company with a commanding position in the 
pre-paid segment of the market. 

According to CLSA Asia-Pacific Markets, other stocks that 
could benefit from the consumer boom include property 

stocks (S P Setia), banks big on consumer 


CLSA in Hong Kong, who writes a weekly 
investment column named GREED Q 
fear. “The glass is decidedly half full, not 
half empty." 

The immediate trigger for the renewed 
interest for Malaysian equities among for- 
eign fund managers was the September 2 
release of Anwar Ibrahim from six years 
in prison after the Federal Court over- 
turned his conviction on a sodomy charge. 
It seemed to indicate that the reform 
process began in November last year, when 
Abdullah Ahmad Badawi took over from 
Mahathir Mohamad as prime minister, 
was well and truly entrenched. “His release 
removes the last big negative against 
Malaysia among Western, especially 
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finance (Public Bank), fast-food outlets 
(KFC Holdings) and consumer-services 
companies like Media Prima which owns 
Malaysia's biggest publishing house, the 
New Straits Times Press. 

Another theme is an export surge: 
Malaysian exports are expected to grow 
1896 this year. It could be one reason why 
CIMB, Malaysia's largest investment 
bank, has an “outperform” on Supermax 
Corp., a glove maker that exports its total 
production under its own brand names. 
"Between now and 2006, its revenue, 
compounded annually, is expected to 
grow 4096 compared to the Malaysian 
industry average of 896-1096," the bank 
said in a recent report. & 
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THAILAND 


Bargain Buys 
After a spectacular 2003, the Thai stockmarket 
has lagged the region—which makes it cheap 





By Shawn W. Crispin/ BANGKOK 


THE STOCK EXCHANGE of Thailand BANPU 
(SET) was Asia's best-performing bourse Baht 

last year, skyrocketing 117% in dollar 180 
terms. This year, the Thai bourse has been 
among the region's worst performers, 
shedding around 1796 since January. 

Bad news—ranging from an outbreak 
of bird flu, outbreaks of violence in the — 120 
country's Muslim southern regions and 
apparent backtracking on government pri- — 100 
vatization plans—have all contributed to 
dampening sentiment in Thai shares so 
far this year. 

After a heavy spate of foreign selling, 
the SET is now one of Asia's cheapest — 4o 
stockmarkets: Thai shares are trading at 
an average price/earnings ratio of around 
8, lower than its peers in Malaysia, 
Singapore and the Philippines. 

The Thai government played host in September to a group 
of 350 local and overseas fund managers, aimed at galvanizing 
new investor interest in Thai shares. Foreign investors have 
been net buyers on the SET since August 24, marking the 
longest period of net foreign inflows since the beginning of 
the 2003 bull run last May. 
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DEFENSIVE PLAY: Analysts think it's safe to invest in oil companies 
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Lance Depew, portfolio manager at Quest Capital, a $175 
million fund dedicated to Thai equities, is among the bulls. 
[n particular, he likes the prospects of Thoresen Thai, a 
Thailand-based shipping company which has doubled its fleet 
over the past two years and is generating big cash flows by 
shipping bulk commodities to China. 

Depew contends that Thoresen Thai is undervalued at 
its current 40 baht (96 cents) share price, predicting that 
the delay in new shipping supply scheduled to come on line 
globally through 2007 will push the Thai shipping company's 
shares up to 60 baht within the year. 

Depew also likes Banpu, a Thai energy company. Banpu 
has fed into China's growing appetite for 
commodities such as coal to meet its 
surging energy needs. Banpu is sched- 
uled to open a new coal mine in 
Indonesia later this year, which Depew 
contends will provide some of the best 
coal in Asia. 

"Banpu is one of the best China 
plays you can find in Thailand," says 
Depew, predicting that the company's 
shares will rise from their current level 
of 154 baht to around 200 baht over the 
next 12 months. 

Elizabeth Soon, director of Pacific 
Basin investments for Standard Life 
[Investments in Hong Kong, has $3.5 
billion allocated across Asia. She says she 
has maintained a "defensive" position 
in Thai shares this year, with funds 
dedicated primarily to energy-related companies with strong 
earnings momentum, such as oil-and-gas giant PTT. 

“(Prime Minister] Thaksin has done a good job in 
stimulating the economy,” says Soon. “We are quite certain 
he will be re-elected and that should give Thai stocks at least 
a short-term boost.” 

Other regional strategists agree that the SET will likely 
rise before the elections, which must be called by January 
2005. Bangkok-based Phatra Securities said in a recent report 
that over the past 20 years investors who have bought shares 
three months before general elections and sold six months 
afterwards have historically notched up profits of between 
10% and 30%. 

Therapong Vachirapong, Phatra’s chief strategist, believes 
that strong economic growth will drive average corporate 
earnings up by 25% in 2004. His top picks, Shin Corp., Siam 
Cement and Bangkok Bank, however, are all leveraged plays 
on an expected surge in public- and private-investment 
spending beginning in early 2005. 

Therapong contends that industrial-capacity usage rates 
are at their highest levels across various sectors since the 
1997 crisis, warranting new outlays in plant and equipment. 
He also notes that the government has earmarked as much 
as 1 trillion baht for new infrastructure projects over the next 
five years, obviously based on the assumption that Thaksin 
is re-elected. & 
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[NDONESIA 


Upward Roll 


Cheap credit and a consumption-lead recovery 
has helped the index climb 20% this year 





By Tom McCawley/] AKARTA 


INDONESIA'S INVESTMENT climate has taken a turn for the 
better with the successful passage of the country's first-ever 
direct presidential elections on September 20. Most analysts 
consider the likely winner, retired Gen. Susilo Bambang Yud- 
hoyono, to be market-friendly. On September 21, the day 
after the election, the benchmark Jakarta Composite Index rose 
to a new high of 829.57 points. Despite political uncertainty 
surrounding a complex, three-stage election stretching over 
five months, the index has risen 20% this year. 

Indonesia's blue-chip stocks such as cigarette maker 
Gudang Garam and telecommunications company Teleko- 
munikasi Indonesia are also set to rise. Analysts say Teleko- 
munikasi is as much as 30% undervalued. 

This year has been good for Indonesia's largest car and 
motorcycle maker Astra International. Consumers have been 
snapping up two new modestly priced car models and motor- 
cycles, spurred by cheap loans and falling interest rates, often 
financed by Astra. Even the company's agribusiness divi- 
sion has done well. 

Astra President Budi Setiadharma said in a statement in 
July that stronger sales from its top three divisions—motor 
vehicles, financial services and agribusiness—drove up net 
profit by 4596 in the first half of 2004. Revenue rose 26% to 
19.7 trillion rupiah ($2.16 billion) in the same period while 
operating profits were up by 30%. 

Arief Wana, research analyst with JPMorgan Indonesia, has 
an overweight recommendation on Astra 


stock, praising the company's efforts tobid ASTRA INTERNATIONAL 


for a stake in Indonesia's seventh-largest Rupiah 

lender, Bank Permata. Astrais3996 owned 7,000 

by Singapore car distributor Jardine Cycle 

& Carriage. Astra's shares jumped in early — 6,500 

September after it was shortlisted along 

with London-based Standard Chartered — 6,000 

bank to buy a 5196 stake in Bank Permata. 

The stake, which is likely to come cheap — 5,500 

for Astra, will be a further source of funds 

for expansion in the vehicle sector. 5.000 
Astra has been well-placed to bene- 

fit from Indonesia's consumption-driven 4,500 

recovery. As benchmark interest rates fell 

to record lows of around 7% in April this — 4,000 

year, motorcycle and car sales rose, 


fuelled by cheaper loans. Strong sales 2003 
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CLEAR LEADER: Astra dominates the car and motorcycle markets 


of the Toyota Avanza and Daihatsu Xenia, both assembled and 
marketed by Astra and priced at under 100 million rupiah 


lifted car sales by 47.696 to 106,237 units in the first half ol 
2004. Domestic motorcycle sales jumped by 47.2% to 1.99 
million from 1.35 million units. In September the company 


launched a new version of the popular Kijang car 

Car sales in Indonesia this year are projected to jump t 
a record level of around 420,000 vehi 
cles, up from 370,000 in 1997. So fai 
Astra has accounted for 5596 of the total 


Analysts and industry associations ar« 
expecting new-vehicle sales in Indonesia 
to grow by up to 10% this yea 

Astra's publicly-listed agribusiness 


division Astra Agro Lestari reported a 
127% jump in palm-oil exports in the first 
half of the year, mainly due to high 
demand from India. Astra is predicting 
domestic demand growth of 5%-0% 
annually in years to come and says it will 
look to areas from car parts to telecoms 
to raise revenue. "Astra's main challenge 
over the next year will be how to diversify 


SONDJFMAMJ/JAS * says Liny Halim, an analyst with Mac 
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PHILIPPINES 


Getting a Grip 
Tougher fiscal measures give investors hope that 
the government will put its house in order 


By James Hookway/MANILA 


THE PHILIPPINES UNEXPECTEDLY flickered onto investors’ 
radar screens in September after President Gloria Macapagal- 
Arroyo declared the country to be in a fiscal crisis. The 
country wasn't in any danger of defaulting on its debts; 
Arroyos aides say she was merely trying to focus attention 
on the importance of shoring up the Philippines' finances. 
This, investors said, was a break from the past, and promptly 
drove the country's benchmark stockmarket index to levels 
it hadrrt seen in four years. 

But while there indeed appears to be a greater resolve in 
steadying the Philippines' financial standing, is now the time 
to invest there? 

To many foreign fund managers, the country's equity 
market is simply too small to bother with. Daily turnover at 
the Philippine Stock Exchange—ranging from $5 million 
earlier in the year to $18 million after Arroyo resolved to get 
tough on debt—is a fraction of other, more developed markets 
in Asia. 

Consequently, many investors worry about liquidity. In 
their view the market is worryingly small, making it difficult 
to trade and ensure they don't get wrong-footed by some 
obscure local development. “We've got more money in Sri 
Lanka," says Hugh Young of Aberdeen Asset Management 
in Singapore. 

That said, the Philippines does offer some options to 
adventurous investors. The country is the second-largest 
sovereign-bond issuer in Asia after 
Japan, regularly floating medium-to- 
long-term debt to refinance its existing Pesos 
obligations. Despite its poor credit- 32 
rating—two notches below investment 4o 
grade on the Standard & Poor's scale— 
analysts frequently say the Philippines 28 
is actually a bit more reliable than its 26 
ratings suggest. 

This offers a potential upside for 24 
investors attracted by the larger yield the 
Philippines offers to attract cash. The 
country this month sold $300 million in 20 
bonds due in 2015 at 497 basis points 
above United States Treasuries and $700 
million in 2025 bonds at a spread of 492. 
basis points above U.S. government debt. 
These prices were cheaper than Philip- 
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FIRST PHILIPPINES HOLDINGS 










GETTING THE MESSAGE: Twenty million Filipinos own cellphones 


pine debt trading in the secondary market that day, suggest- 
ing that the spreads could quickly narrow if the economic envi- 
ronment improves and delivers investors a profit. 

"There could be a bit of an upside if the Philippines gets 
its act together and the currency strengthens,” Aberdeer's 
Young says. 

On the equity side, Manila-based analysts prefer 
consumer-oriented and energy stocks. Luz Lorenzo, research 
chief at ATR-Kim Eng Securities, has a buy rating on electricity 
generator First Philippines Holdings Corp. because of 
a general improvement in the regulatory environment in 
the Philippines. 

Now that the government is trying to sell the debt-laden 
state-owned power generator, it has introduced a new, inde- 
pendent price-setting agency. This agency has allowed power 
producers to increase prices at a higher rate than they would 
previously have been allowed. “The system is becoming more 
market-friendly,” Lorenzo says. 

Among the consumer stocks, SM Prime Holdings is 
among Lorenzo's preferred picks. "It's 
such a steady performer, adding 1096 each 
year," she says. 

Aberdeen Asset Management, mean- 
while, looks for tried and tested man- 
agement when it dips into the Philip- 
pines. Veteran property Ayala Land is a 
preferred stock because of the company's 
long experience with the ups and downs 
ofthe Philippine economy. “They are very 
conservative," Aberdeen’s Young says. 

Similarly, he says he is more com- 
fortable with stock of Globe Telecom than 
arch-rival Philippine Long Distance 
Telephone because of the quality of the 
company's management: Globe is part- 
owned by Ayala Corp. and Singapore 
Telecommunications. = 
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MALAYSIA 


A Strong Surge 


Despite higher oil prices and a possible slowdown in 
exports, Malaysia is poised for record growth 


By S. Jayasankaran 

Hotels in Kuala Lumpur, Penang and on Langkawi 
Island have begun hiring receptionists fluent in 
Arabic to cater to the rush of Middle Eastern tourists 
anxious to escape the searing summer heat at home. 
The Arabs aren't the only visitors. Leo Michael Toyad, 
the minister for tourism, said that more than 9 
million people visited Malaysia between January and 
July, up 70% from the same period last year and a 
new record for the country. According to the 
minister, the tourists contributed 18.4 billion ringgit 
($4.8 billion) to the economy. That’s more than 
6% of Malaysia’s GDP in 2003. 

The tourist figures are the latest in a stream of 
statistics that suggest Malaysia is firmly back on the 
growth track. For the second quarter, GDP grew 
at 8%, reminiscent of the heady period in the 1990s 
when spectacular growth was the norm. For the full 


COMPENSATORY 
Public consumption and investment have 
made up for the fall in private investment 
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year, Kuala Lumpur expects growth to come in at 
796, a forecast most private economists accept as 
realistic. "Outside of Singapore, it ll mean 
Malaysia could be the fastest growing country in 
Asia this year," says Manu Bhaskaran, the Sin- 
gapore-based partner of the United States-based 
Centennial Consulting Group. 

Meanwhile, a major concern of the interna- 
tional rating agencies is being addressed. On Sep- 
tember 10, Prime Minister Abdullah Ahmad 
Badawi unveiled Malaysia's budget for 2005, which 
estimated the budget deficit at 17.7 billion ringgit, 
or 3.896 of GDP, down from an estimated 19.9 
billion ringgit or 4.5% of GDP in 2004. 

It came courtesy of a slightly contractionary 
budget with Abdullah slashing spending for devel- 
opment projects by 9% to 28 billion ringgit. 
Malaysia's budget deficit—going into its eighth 
year—has been cited by international rating 
agencies as the main reason why Kuala Lumpur 
hasn't received an upgrade in its international credit 
standing. Lee Heng Guie, an economist with CIMB, 
Malaysia's largest investment bank, thinks that the 
trend indicates “a strong upside potential for a 
re-rating" of Malaysia's debt in the near term. 

Two factors, strong export expansion and 
robust consumption, are driving the current 
growth impetus. Exports are expected to grow 
almost 1896 this year, against 896 last year. In the 
absence of official retail-sales figures, economists 
monitor manufacturing sales (2096 up year on year 
between May and July) and consumer imports (up 
2596 year on year between March and May). Other 
yardsticks like credit-card spending and car pur- 
chases indicate robust consumption. Indeed, in an 
August survey on consumer spending trends by 
CLSA Financial Markets, Malaysia took first place 
in Asia for July and August. 

Even so, private-sector spending remains key 
to Malaysia's future growth hopes. Indeed, the 
tapering off in private investment since the Asian 
Crisis was the main reason why the government 
had to expand public investment in the first 
place. The ratio of private-sector investment to 
GDP declined from a peak of 32% in 1998 to less 
than 896 last year. It isn’t clear if investment is 
picking up again but signs are pointing that way. 
Capacity usage in the manufacturing sector was 
more than 8196 in the second quarter while there 
is talk that firms are re-investing on the back of 
the export boom. 

But the Malaysian economy faces external 
threats in the form of high oil prices and a slow- 
down in its key export markets, China and the U.S. 
So few policy changes are expected: the ringgit peg 
at 3.80 to the dollar will stay and interest rates 
are likely to remain low. & 
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China 88 126.67 -6.68 Bombay 5,545.82 -5.02 Coffee NY c/ib 79.70 «2271 
Hong Kong 233.58 +7.74 Colombo 1443.26 35.89 Copper NY c/ib 13195 +26.21 
Indonesia 6195 — *12.64 Hong Kong 13,221.33 +5.13 Cotton NY c/Ib 4741  -36.85 
Japan 81.64 *5.08 Jakarta 814.63 +17.74 Gold Ldn $/oz 404.30 -3.10 
Malaysia 113.47 *4.47 Karachi 5,044.77 — *12.82 Oil: Brent — dn $/barrel 42.91 +42.23 
New Zeala 198.88 = *10.01 Kuala Lumpur 865.34 +8.99 Palm Oil KL Ringgit/tn 1,450.00 -18.26 
Ph 78.04  +20.60 Manila 1,702.21 *18.01 Pulp FOEX X $/tn 622.66  *11.30 
Singapore - 148.29 — +11.33 Seoul 856.87 *5.69 Rice Bnk $/tn 235.00  *16.34 
South Korea 115.52 *8.53 Singapore 1988.11 ^ *12.67 Rubber KL Mc/kg 450.50 -4.66 
Taiwan | 111.30 -1.77 Taipei 5,864.54 -0.44 Soyabeans Chg c/bushel 543.75 -31.52 
Thailand 68.37 -14.51 Tokyo 11,082.49 +3.80 Sugar NY c/Ib 8.26 +45.68 
U.S. Total Market — 266.16 +1.32 Wellington 2,780.29  +13.47 Tin KL $/in 8,960.00 +35.55 
Euro Stoxx 50° — 2,776.10 *0.56 DJIA 10,204.89 -2.38 Wheat Chg c/bushel 328.75  -12.80 
FTSE 4,579.50 +2.29 AIG - Dow Jones Commodity Index — 145.61 +7.64 
Dow Jones Global indexes track about 80% of market 
capitalization. Calculations are in U.S, dollars. *Dow Jones Stoxx ™ Sources: Dew Jones; MoneyLine Telerate Sources: MoneyLine Telerate; Reuters; Dow Jones 
% chg on yr earlier 12-mth cumulative ($bin) Latest interest rates Bombay (3.35% on week) 
(Sept. 20) GDP CPI Current acct | Trade balance — I-mth interbank | Prime rate Sensitive index 
Australia. 3.7 (Jun Qtr) +2.5 (Jun Qtr) -34.44 (Jun) -17.28 (Jul) 5.29 9.50 5,650 
China 9.6 (Q2 '04) +5.3 (Aug) +45.88 (2003)  *16.42 (Aug) 3.77 n.a. 
EU ge^. 2.3 (Q2 '04) *2.3(Aug) *39.88 (Q2 '04) -3.96 (Jun) 2.10 n.a. 5.600 
Hong Kong 12.1 (Q2 '04) +0.9 (Jul) +15.27 (Mar) -13.42 (Jul) 0.94 5.00 
‘India 8.2 (04 '03/'04) +3.2 (Jul) +4.56 (Mar) -18.20 (Aug) 6.00 10.63 
Indonesia 4.3 (Q2 '04) +7.2 (Jul) +4.70 (2003)  +26.51 (Jun) 7.09 7.38 5,950 II 
Japan | 4.2 (Q2 '04) -0.2 (Jul) +153.66 (Jul) — *117.57 (Jul) 0.07 1.38 Sree 
Malaysia. 8.0 (Q2 '04) *1.4 (Aug) +13.41(Mar) — 18.16 (Jul) 2.83 6.00 5 500 =e IL 
‘New Zealand —3.6(01'04) +2.4 (Jun Qtr) -4.20 (Mar) -2.18 (Jul) 6.49 6.68 / ERE 
Philippines 6.2 (02 '04) *6.3 (Aug) *3.94 (Mar) -1.58 (Jul) 772 10.72 (E EL i 
Singapor 12.5 (02 '04) ^ 1.6 (Jul) 428.07 (Jun) «28.85 (Aug) 1.25 5.50 5,450 a A 
South Korea 5.5 (Q2 '04) *4.8 (Aug) *35.19 (Jul) 30.58 (Aug) 3.53 3.53 —E-—1——1- 2 
Taiwan 77 (Q2 '04) +2.5 (Aug) 425.80 (Jun) —*12.23 (Aug) 1.04 0.75 aye ETUDES 
Thailand 6.3 (02 '04) *3.1 (Aug) +7.15 (Jul) * 1.84 (Jul) 1.71 5.75 i EUN SE EE 34 
"E 2.8 (Q2 '04) +2.7 (Aug) -428.50 (Jun) -545.99 (Jul) 1.76 4.50 September 


Source: Government Statistics 


Source: MoneyLine Telerate 


FOREIGN EXCHANGE 


Key Currencies 

(Sept. 20) $1 worth Spot rate % chg YTD (Sept. 20) $1 worth Spot rate % chg YTD 
Australia dollar 1.4257 -6.89 Mongolia* tugrik 1,199.00 -6.09 
Bangladesh taka 59.25 -1.27 Nepal rupee 72.00 *1.39 
Brunei dollar 1.6922 *0.77 New Zealand dollar 1.5118 *0.98 
Burma" * kyat 950.00 -6.32 Pakistan rupee 58.88 -2.92 
Cambodia ' * riel 3,990.00 -3.43 Papua New G. kina 3.0262 *9.09 
China renminbi 8.2765 0.00 Philippines peso 56.25 -1.31 
European Union euro 0.821 -3.34 Russia** rouble 29.216 +0.08 
Hong Kong dollar 7.7993 -0.46 Singapore dollar 1.6895 +0.48 
India rupee 45.87 -0.60 South Korea won 1,146.00 +4.01 
Indonesia rupiah 9,015.00 -6.76 Sri Lanka rupee 103.25 -6.15 
Japan yen 109.85 -2.40 Taiwan NT dollar 33.889 *0.24 
Laos" * kip 10,830.00 -3.65 Thailand baht 41.255 -4.08 
Macau pataca 8.0066 -0.40 Vietnam* dong 15,741.00 -0.53 
Malaysia ringgit 3.80 0.00 

Other rates: HK$ = renminbi 1.0608 S$ = ringgit 2.248 SDR = $1.4605 * Official rate * *Unofficial rate Sources: MoneyLine Telerate; Reuters; Dow Jones 
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The revolution has 
begun. We are maki 
technology leap, as | 
homes become “sma 
and our gadgets get 
marned to each othe 

Most of us only 
half-notice what's 
happening. It's still t 
easy fo set asidi 
breakthroughs as th 
which are of interest 
to geeks, nerds and t! 
people who queue ul 
outside computer exp 

But in fact, these 
developments are 
triggering materia! 
changes in most 
individuals’ daily lives 
and have been foi 
time. Ten years ago 
e-mail and mobile 
phones were of interes! 
to a minority. Today 
vast majority of modei 
urban business people 
can't conceive of life 
without them 

What are the next 
big things which wil 
change our lives? We 
knew that computers 
had ambitions to 
become televisions. B 
did you know that mot 
phones were snatchin; 
territory from debit 
cards? Or that flat 
screens were becom! 
the most coveted ite! 
for homes? 

Regional differenci 
in this regard are 
fascinating. Are 
telecommunications 
companies going to ha. 
greater success selling 
services in Manila or 
Tokyo? The results of th 
survey are likely to 
surprise many 


"WEE Oe 2 





WIRED BUT NUT GEEKY 


Weekend Hours I’m On Home Broadband WHAT'S THE CONNECTION between kimchi and 
x0 10; 20 30 40 50 60 computers? The answer is South Korea, in which 
| | : both are ubiquitous. It's no wonder the place is nick- 
named Kimputerland. In South Korea and Hong 
Kong, at least among REVIEW readers, “Internet 
connection” and “broadband” have become syn- 
onymous. Almost every respondent from those two 
places was hooked up with high-speed links. One 
can only imagine the devastation felt by denizens 
of Seoul or Causeway Bay who get posted to the 
backwaters of mainland China for work reasons. 

Yet while Korea and Hong Kong are wired, they 
are not geeky. The real gadget addicts are found in 


the Philippines and Indonesia. Those two coun- 
tries consistently score top in questions which 
identify the level of enthusiasm for the latest com- 
munications devices and services. This is aston- 
ishing when you consider both nations are among 
the lowest scorers in access to broadband links. 
The other tech-mad community is Singapore, 





Filipinos 
Singaporeans 


South Koreans 





Hong Kongers 
Indonesians 
Australians 
Taiwanese 
Malaysians 
Japanese 


Thais 
which is almost as wired as Hong Kong, and where 
citizens spend almost as much time tapping key- 


Hours: Wi Lessthan1 1:103 More than 3 boards = Filipinos. They are nerdifying, almost 
visibly. Geekishness is infectious. = 


Average 


Weekday Hours I'm On Home Broadband How | Log In From Home 
x0 10 20 30 40 50 60 $0 20; 40 60. 80 100 


South Koreans rao sortem aant 


Hong Kongers $ 


Hong Kongers Singaporeans 
ies ota Taiwanese NN 
Australians | japanese 
Indonesians Malaysians -— 
South Koreans Australians BEEN 





Filipinos 


Singaporeans 


Taiwanese Filipinos 


Japanese Indonesians 


Thais Thais 





Average Average a 


Hours: Wi Lessthani E 1to03 More than 3 E Dial-Up Broadband — Wi Neither 
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LOVE IS BLIND. N OT YOUR PHONE. Ioday, with mobile communication entering 


a new dimension, the people and interests that matter most to you can be closer and more vivid than ever. Alcatel’s mobile 


video and audio solutions bring life to your phone, wherever you are. You can watch your favorite video clips or your 


“Nanny cam” images, share live moments with one or multiple callers, show what's around and see what they see, oi 


— — ————— M — MÀ — 


. personal video messages—whether your contacts are on their mobile or PC. Alcatel is a world leader in mobile 


broadband communications and offers a wide range of applications for the consumer and the professional on the move 


S — m m 


Alcatel is going to change the way you look at your mobile phone and broaden your vision. Welcome to a broader life 


MOBILE 
VIDEO 
SERVICES 


BY 


LÁ 
ALCATEL 





BN xe oc C ME 
TRAFFIG là FLUWING FAST 


My ISP's Spam And Virus Filters Are Okay | Plan To Switch ISP Soon 
% |_0 10 20 30 40 50 60 % |0 20 40 60 80 


Malaysians Fee re” 2 | Australians | 






Thais? "T: Lita $4 Hong Kongers A HEP re ALS, 


South Koreans 


indonesians Lusso LR D RE 
Singaporeans P = 
Japanese |. 
Taiwanese P - 
Malaysians [255 e er Site aE 
Hong Kongers —— 
Japanese M - — Filipinos [SERERE eases ion = 
Australians Singaporeans hae oe 4m. 
Filipinos — Yes South Koreans EE -— Yes 
Indonesians i i Pè 
1 T IIL AS ee 2 
No Taiwanese Maybe 
Average m 
Thais CE FS1 PS Se 7 fake = 2° a" Fo » 
No 
Average | eee LC 


My ISP's Connection Speed Is Okay 
€10! 10 20 30 40 50| 60 70 


Hong Kongers AS ANYONE WHO HAS spent time in Vietnam 


or China knows, getting an Internet connection 
and actually being hooked into the World Wide 
Web are not the same thing. You end up staring 
at hourglass icons and, like Mick Jagger, can't get 
no satisfaction. And even in more developed 
economies, a host of problems follow after we have 


Japanese 
Australians 
Singaporeans 


South Koreans 


Tai i 
Tem logged on: Actual connection speeds turn out to be 
Malaysians way below what they should be, our inboxes get 
danses clogged with viruses and spam, and when we call 
«he im to complain, we discover the tech-support people 
Filipinos Yes have gone home early. 
Thais E The least-ha surfers are to be found in 
PPY 
No Thailand, where one in five has decided to switch 


Average 





Internet service-providers (ISPs) and a further 5496 
are considering following suit. Only 2796 are 
CAFE CULTURE: Sometimes spam is dish of the day content. Malaysia's Web-users are not impressed 

| T with customer service, and they believe their ISPs' 
spam and virus filters don't work. 

The happiest surfers can be found in Australia 
and Japan, where connection speeds are fine, tech- 
support people can be reached, and most people 
have no plans to change their service provider. With 
the exception of Thailand, most places didn't 
register big problems with their broadband-con- 
nection speeds. The message: Link speeds are 
not going to derail the broadband revolution. = 





ww" | 


jimin Lai / AFP 
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MOBILE 


ENJOY ALWAYS-ON FRIENDSHIP. ‘today. vou can have instantaneous 


à INSTANT 
your friends from your mobile. Alcatel's Mobile Instant Messaging enables you to instantaneously chat with all vour MESS ; GING 


"tribes" using the most convenient medium (Internet, SMS. MMS. videotelephony, etc.). Whether your contacts ar BY 


using their PC or their mobile phone, you can check their current availability at anytime via your buddy 


list—helping you choose the perfect time and way to communicate. Alcatel is a world leader in mobile broadband v 


communications and offers a wide range of applications for the consumer and the professional on the move A L C i T E L 


Alcatel is going to change the way you stay in touch and broaden vour relationships. Welcome to a broader lif 





= NEL 


iL re. | i 


"TIME 
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Thais 
Singaporeans 
Filipinos 
Indonesians 
Malaysians 
Hong Kongers 
South Koreans 
Australians 
Taiwanese 
Japanese 


Average 


SURVEY DETAILS 


RESPONDENTS: 
1,901 


LOCATIONS: 
Ten Asia-Pacific 
economies 


DATES: 
June-July 2004 


CONDUCTED BY: 
Synovate Ltd. 





AND ANUTHER THING . . 


I'd Opt For A Single Sign-On Service 
(A password authentication process which covers 
nternet, mobile phone, PDA and so on) 


Yes 


ON THE DRAWING BOARD are a great many new 
services for you to play with. But how does one 
know which are going to be wildly popular, and 
which will sink like a stone? 

Unified messaging: You know how sometimes 
you check the spare Yahoo account you rarely use 
and find an incredibly important message that has 
been sitting there for weeks? Ouch. With unified 
messaging, every message to you—e-mail, SMS, 
video, voice-mail and so on—is collected in one 
channel, so you never miss anything. Indonesians, 
Malaysians and Filipinos liked the sound of this. 
The Japanese couldn't get enthusiastic. 

Intelligent tones: Instead of bleating, your 
phone could tell you who's calling: "It's your 
mother/boss/spouse," a voice could say, or every 
caller could have a different theme song. Again, 
Filipinos and Indonesians liked the idea. It seemed 
too frivolous for Australians or Japanese. 

Unified address book: Input a friend's con- 
tact details into your phone memory and your com- 
puter, PDA and other gadgets could automati- 
cally share the information, as if they shared a 
brain. You'd never lose a contact. Once more, the 
Indonesians and the Filipinos were most inter- 
ested, and the Japanese least. 

Single sign-on: Type a single password once, 
and you get access to all your services across à 
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I'd Opt For A Unified Address Book 
(One easy-to-use contact database which 
synchronizes all your devices) 

*/0j 120) 40) 60) (80) 


Indonesians 
Filipinos $ 
Singaporeans $ 
Malaysians f 
Hong Kongers F 


South Koreans 


Thais 
Australians f 
; | p 
Taiwanese Ma Yes 
Japanese | | Ba 
i No 
Average F | 


I'd Opt For Intelligent Tones 


(Personalised ring tones and ring-back tones for 
different callers on fixed and mobile devices) 


x|0] (10) 120) 130; (40) 150) L60 
Filipinos 





Indonesians 
Malaysians 
South Koreans 
Thais 
Taiwanese 
Hong Kongers 


Singaporeans 


Australians | ' Yes 
Japanese | |" 


Average 


range of devices. This convenience-adding service 
was attractive to Thais and Singaporeans, and to 
all other groups—except the Japanese, who 
remained impassive and unimpressed. 

If you're getting a job as a salesman for a tele- 
coms firm, ask for a beat in Jakarta or Manila, 
and give someone else Tokyo and Sydney. & 
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NU GASH, NU PRUBLEM 


THE MONEY IN YOUR POCKET is disappearing 
fast. No, I’m not talking about how quickly you get 
through the dosh as the memory of payday recedes. 
I refer to the cashless society, which will shortly be 
arriving. Already, many people in Hong Kong 
use a single smart card as a bus ticket, door key 
and petty cash. In Japan and South Korea, you buy 
soda from machines with your phone. 

It’s likely that many of us will soon have the 


option, as we enter a shop, of paying for even the 
most trivial of items (a coffee, a bar of chocolate) 
with a mobile device. To prevent shops cheating 
us, all transactions, known as “micro-payments,” 
will be listed on our phone bill. 

See that television in the corner of your living 
room? It is shortly to get married. A lot of people 
expected it to “become one flesh" with your com- 
puter. But others reckon that it will marry your tele- 
phone first. You see, the phone has ambitions to 
become a video phone, and a close relationship 


I'd Like My TV To Be A Communication Centre 


with a television will provide a large, clear monitor 
(Turning into a video-phone, telephone, SMS device and so on) tha P "I 


to make that a reality. Watch this space closely to 











$10; 15) {10} (15) (20) (25) (30) (35) 140 (45) (50) her j 
Filipino, EBENEN all Bl es find out what happens: Shifting relationships 
i among home appliances are like a soap opera. 
Indonesians The other mini-revolution at home will be the 
Maleysiana growing use of remote controls and monitors. In 
the past, only Bill Gates had a smart house, and 
Taiwanese only big corporations could set up security cameras 
y Dig Corpo p 
Thais to monitor spaces from afar. But broadband makes 
both things possible and cheap for modern house- 
rrenonne holders. You could watch your kids (or their 
Japanese babysitter) from the office. You could phone your 
television and ask it to record a programme, and 
Hong Kongers e à 
ey ask your microwave to make dinner. 
South Koreans Yes Respondents from Indonesia, the Philippines, 
Australiane E and to some extent Malaysia were very open 
No to supporting these new services. People from 
erige Australia and Japan were unenthusiastic. Œ 
i'd Make Use Of More Remote Operations l'd Opt For More Remote Monitoring 
(So | can operate devices at home from my office) (Watching children or babysitter from a distance) 
%LOJ (5) LOJ (15) (20) 125) (30) (35) 140) L45) (50) x,0j (10) (20) (30) 140) 150) (60) 170] 
Filipinos Indonesians | 
Indonesians Filipinos 
Thais Malaysians 
Malaysians Singaporeans 
South Koreans South Koreans 
Taiwanese Taiwanese 
Singaporeans Thais 
Hong Kongers Hong Kongers 
en * 
Australians Yes Japanese Yes 
Japanese Ed Australians "- 
No No 





Average Average 
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BEC ^ o 000 ET a SON Lut 
MINES FLATTER THAN YOURS 


MONITOR THIS: 
Plasma and 

LCD TV screens 
are the new 
objects of desire 


£12jniaM /UOM-9e[ 9231 





Pd Like Mobiles To Switch to Fixed Lines 
(When | enter my office or at home, saving me money) 
%| 0 10 20 30 40 50 60 70 80 90 


Indonesians 
Singaporeans 
Filipinos 
Malaysians 


Hong Kongers 


Thais 
Australians 
Taiwanese 
eu 
South Koreans Yes 
Japanese VE 
No 
Average 


What I Consider When Buying Tech Stuff 
%0 10 20 30 40 50 60 70 80 
Functionality 
Value for money 
Dependable brand 
Stylish design 


Advice from friends 


Advice from critics i 
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THE NEW-GENERATION electronic device that 
appeared on most shopping lists was the flat-screen 
television, coveted by 3196 of respondents. 

Large numbers of people are also planning to 
splash out on new mobile phones, many of which 
double as other devices. At the moment, 3G phones 
are relatively low on the list. The most popular 
category was the camera-phone. Very popular was 
a proposed service that automatically switches your 
mobile-phone conversations to a cheaper, fixed line 
whenever you step into your home or office. 

Digital cameras were also on many shopping 
lists, with Canon and Sony way out in front as 
the favourite brands among photography fans, and 
Olympus and Nikon as the runners-up. 

What do people look for when they are shop- 
ping for electronic stuff? Buyers overwhelmingly 
identified three things that made them splash 
out on a new gadget: A good list of functions, a rea- 
sonable price and a trustworthy brand name. 
Celebrity endorsements cut no ice. & 


The complete research report will be available for 
purchase at www.feer.com/reports, or book yours in 
advance by e-mailing djresearchasia(à dowjones.com. 


NEXT: How much do people earn? What's the most 
popular car? Are people travelling again? Find the 
answers to these and other questions in the third part 
of this series in the October 21 issue of the REVIEW. 


On My Shopping List 
% 0 5; 110 15}; 120) 125] t30) 135 

Flat screen TV 
Digital camera 
Laptop 

CFISSEMSCDNENSITIETUN 
Camera phone 
New mobile phone 
Mobile Internet 
Digital camcorder 
DVD player 
Home theatre 


MP3 player ay 
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3G phone EBBEEEEREEENI 


Ww, F; Sona 


September 30, 2004 


Fabric from Malaysia 
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Designs for New York 
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CURRENTS 


SPORTING LIVES 


Fight to the Finish 


What’s a former sumo wrestler to do? For fighters who never made it to the top, 


retirement can be tough. And the sport’s fading popularity could make it even harder 


GETTING THE CHOP: 
Oginishiki bids 
farewell to the ring 





ONE DAY this past spring, in Tokyo's cavernous Kokugikan 
sumo stadium, a 32-year-old wrestler named Oginishiki entered 
the raised earthen ring where he'd spent a career battling the 
top athletes in Japan's national sport. Dressed in a formal black 
and white kimono, he walked across a red carpet and sat down in 
a folding chair in the centre of the ring. An attendant stood at his 
side, holding a pair of long, golden scissors on a tray. 

These were the last moments of Oginishiki's career as an 
active sumo wrestler. The wrestler sat stoically—his oiled top- 
knot glistening under the lights—as a succession of individu- 
als climbed into the ring to gingerly take snips of his hair. Over 
270 people got to make a cut, from prominent businessmen to 
other sumo wrestlers, and the process took nearly two hours. 
About halfway through, tears began rolling down Oginishiki's 
face. Finally, Oginishiki's "stable master"—in effect, his head 


coach—took the scissors and cut free the remaining bunch of 


hair, which was held up for all to see. 

The danpatsu-shiki, or topknot-cutting ceremony, is a ritual 
performed when a sumo wrestler retires. The ceremony is elab- 
orately staged and long, spanning nearly five hours and includ- 
ing wrestling bouts, speeches and a topknot-tying demonstration 
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By Ginny Parker/Tokvo 


by one of the sport's certified barbers. The highlight 
of the event, however, is the cutting of the retiring 
wrestler's last clump of long hair, a poignant 
moment that symbolizes the end of one chapter 
of his life and the beginning of another. 

Oginishiki, though, isrit quite ready to say good- 
bye to sumo. He's one of a select group of fight- 
ers who go on to become stable masters—coaching 
and managing a sort of combination gym and dorm 
where sumo wrestlers live and train. They are paid 
a salary by the Japan Sumo Association, the rul- 
ing body of the professional sport, and receive retire- 
ment benefits when they step down. 

This option isn't open to many. The association 
limits the number of stable masters to around 
t05—not many considering there are more than 
700 currently active wrestlers. What's more, the 
stable-master job is open only to those who've 
reached sumo's highest ranks—or who have 
enough money to buy the rights to the post. It's 
also a matter of timing: In the majority of cases, 
if a stable-master position isn't open when a 
wrestler retires, then he's out of luck. He'll have no 
choice but to abandon the profession. 

Sumo wrestlers typically retire young, often 
in their 30s, when their power is waning or 
they're plagued by injury. From there, a wrestler 
is on his own in making the transition from the 
sheltered, tradition-laden world of sumo into 
modern life. 

So what's an out-of-work sumo wrestler to 
do? It's not easy. Many wrestlers don't have college 
or even high-school qualifications; they entered the 
sport as teenagers, moved into the stables and ded- 
icated their lives to training and bulking-up. That's 
gradually changing, however, as more wrestlers 
enter the sport after college—giving themselves 
more options once they leave. 

“The guys on the bottom of the food chain wind 
up as truck drivers or work in warehouses," says 
David Shapiro, an American in Japan who's been 
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FALLEN FIGHTER: Former champion Akebono (right) has struggled to make an impact in the increasingly popular sport 


writing about sumo since 1981. Others open inde- 
pendent sumo studios to teach their techniques to 
young people, though the sport's decline is mak- 
ing this a less-viable option. 

Indeed, things may be even tougher for former 
fighters in the future. Revenues from ticket sales 
are falling, and in response, the sumo associa- 
tion has temporarily frozen pay rises for both active 
wrestlers and retirees who remain in the system. 
The number of stable masters probably won't fall, 
but the association is considering making the 
criteria for opening a new stable stricter. 

By far the most common destination for an ex- 
sumo wrestler is the chanko nabe business. 
Chanko nabe is the hearty stew of meat, vegeta- 
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freedom of the outside world, they typically have more options 
than men like Naruyama. An example is Waka no Hana, one 
ofa pair of extremely successful sumo brothers who rose to fame 
in the late 1990s. When Waka no Hana retired in 2000, he 
decided not to become a stable master. Instead, he tried his luck 
at becoming a professional football player in the United States. 
When that didn’t work, he returned to Japan and became a tel- 
evision personality and sports commentator. On the side he runs 
a couple of upmarket chanko restaurants in Tokyo and Osaka. 

Other top-ranked wrestlers who've left the world of sumo 
are Hawaiian-born wrestlers Konishiki and Akebono. Konishiki, 
who retired in 1997, has become a television celebrity in Japan, 
appearing on talk shows and hawking products in commer- 
cials. He runs a restaurant serving chanko nabe, sushi and Hawai- 
ian food, and occasionally appears there to sing Hawaiian tunes 
and sign autographs. 

Fellow Hawaiian Akebono, who reached sumo's highest 
rank of yokozuna and had a fighting weight of 233 kilograms, 
retired from the sport in 2001 and eventually joined the ranks 
of fighters in K-1, a flashy sport that combines karate, taek- 
wondo, kung fu and kick-boxing, and is tremendously popu- 
lar in Japan. So far, Akebono's sumo success has not followed 










OLYMPIC DREAM 

For many sumo wrestlers, retirement means the end of all 
hopes of future sporting glory. But not for Asashoryu, sumo's 
current grand champion. He'd like to win the first Olympic 

. gold for Mongolia, his native country, either by competing in 
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-judo or—if a worldwide campaign for Olympic status by the 
= sport's amateur wrestlers bears fruit-sumo. 


. The 23-year-old has no desire to follow in the footsteps 
.. of former grand champion Akebono, who upon retirement 

. entered the flamboyant world of K-1 fighting. 

"like watching K-1, but | don't want to do it myself," 


_ Asashoryu said recently. 
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|. At 138 kilograms, Asashoryu is Mo "E ede 
MELOS s perfect, 
. relatively small for a top wrestler, says Asashoryu 


- but he has raced to the 
top of sumo. He now ~ 


holds the top rank of 

. yokozuna, and this year, he 
is aiming to win all six national 
sumo tournaments. He's won four so far, and, 
A asthe Review went to press, was doing well in the fifth. 

Asashoryu has a reputation for being something of a 
bad boy, raising questions in the conservative world of 
sumo about whether he has the dignity required of a 
yokozuna. He was once disqualified for pulling a 
rival's topknot, and this summer he had to 
apologize after going on a drunken rampage 
following a tournament win. 

*No one is perfect," the wrestler com- 
mented. "| am constantly striving to make 
myself a better person, and we all have to 
make mistakes in order to improve." 

Ginny Parker 
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STAR POWER: Konishiki has gone from wrestler 
to celebrity 


him into K-1. He's lost all four of his fights. 

Not that remaining in sumo would have been 
any easier. In addition to having a certain num- 
ber of successful bouts, a wrestler who wants to 
become a stable master must also have cash, and 
a lot of it. Buying the rights to a stable-master post 
is estimated to cost around ¥150 million ($1.4 mil- 
lion), and sometimes as much as ¥200 million. 

"It's not necessarily dependent upon how 
strong a wrestler you were," says Satoshi 
Nagayama, a veteran reporter for Tokyo-based 
sumo magazine Ozumo. "Some people get it just 
because they have money." 

Originally, the rights to the stable-master posi- 
tion were passed on to a wrestler in exchange for 
agreeing to care for his ageing predecessor. At that 
time, it was common for wrestlers to also hand 
over a small sum of money as an expression of grat- 

itude. In the past 30 years or so, however, this 
has morphed into a system where the rights 
to the stable-master position are bought and 
sold like property. 
Wrestlers scrounge the money from their 
back-up groups, which typically give large dona- 
tions in support of a particular wrestler or sta- 
ble. Others take out bank loans. Still others may 
have an easier time of it because of family con- 
nections. In the end, however, many wrestlers 
who want to remain in sumo simply can't 
because they don't have the funds. 

“Like most of Japanese society, there's 

a lot of stuff that’s just sort of understood,” 
says Shapiro. “It’s not clear-cut or based 
on a traditional business premise.” = 
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Sultan's Song 


A long way from his homeland, the singer Sultan Kurash 
is a potent voice for the plight of the Uyghur people 


HEARTFELT: Sultan 
Kurash sings 

"what we Uyghurs 
have in our hearts" 


September 30. 2004 





“DON’T SELL YOUR LAND!” Sultan Kurash’s 
voice is so powerful you can hear it echoing from 
one end of the Taklamakan Desert to the other. The 
sound has even reached Beijing: China has banned 
Kurash’s music, confiscated his sound equipment, 
annulled his business licence, placed him under 
house arrest and driven him out of his own land. 
All to no avail: His songs live on. “For 50 years, 
nobody was allowed to sing what we Uyghurs have 
in our hearts,” says Kurash. “I am the first.” 

Kurash is sitting in his apartment in the quiet 
town of Eskilstuna in Sweden, which granted him 
asylum in 1999. His road from the deserts of Cen- 
tral Asia to this former steel town has been long 
and tortuous. In 1996, he left China for Turkey on 
a fake passport. A year later, he arrived in the Cen- 
tral Asian country of Kirgyzstan carrying 10,000 
cassette tapes of his music that he hoped to smug- 
gle into Xinjiang. There the police arrested him 
and threw him into jail. They offered no explana- 
tion; Kurash blames Beijing. Nine months later he 
was suddenly released, and given 20 days to leave 
Kirgyzstan. The local office of the United Nations 
High Commissioner for Refugees arranged for his 
passage to Sweden. 

The son of a farmer, Kurash trained in Uyghur 
folk music at the Academy of Performing Arts in 
Urumqi, capital of the traditional Uyghur home- 
land of Xinjiang in northwest China. After grad- 
uating in 1988, he spent the next five years tour- 
ing the length and breadth of Xinjiang, or East 


Turkistan as he calls it, singing and playing the 
dutar, a long-necked lute. 

That experience, says Kurash, opened his eyes 
to Beijing's oppression of the predominantly Mus- 
lim Uyghurs. "We became deeply aware that the 
life of the common Uyghur was very bitter," the 
singer says. "Before then, we hadn't left the big 
cities. We had only watched TV, and we had 
believed what we had seen." 

Kurash was particularly struck by the situation 
of Uyghur cotton farmers. While the world mar- 
ket price for cotton was about $1,000 a tonne, he 
says, the Uyghur farmers were being forced to sell 
their produce to the state for just $70 a tonne. The 
need to fill state quotas left many Uyghur farm- 
ers teetering on the brink of bankruptcy. 

When land-hungry Han Chinese from the over- 
populated coastal provinces offered to buy their 
land, many Uyghurs decided to call it quits and 
sell. Official Chinese figures show that between 
1949 and 1992, the Uyghur population of Xinjiang 
fell from 8.5 million Uyghurs to 7.3 million (the 
2000 census showed 8.4 million Uyghurs living 
in China). In the same period, the Han Chinese 
population in Xinjiang grew from 290,000 to 5 
million. It's no surprise that Don't Sell Your Land, 
Kurash’s best-known political song, struck such a 
chord in the hearts of his fellow Uyghurs. 

In 1993, the authorities decided that Sultan 
Kurash had become a political agitator, and 
attempted to silence him. His equipment was con- 
fiscated, his music was banned and he was placed 
under constant surveillance. But unlike Rebiya 
Kadeer, the prominent Uyghur businesswoman 
who in 2001 was jailed for eight years—later 
reduced to seven—for mailing two local newspa- 
pers to her husband abroad, Kurash managed to 
outsmart his shadows and leave the country. 

In the years since, Kurash has gone on fight- 
ing to highlight the Uyghurs’ plight. Earlier this 
year, he was elected to a post in the newly formed 
World Uyghur Congress, which united the two 
main exile organizations. Its chairman is Erkin 
Alptekin, who has condemned sporadic acts of vio- 
lence by Uyghur extremists since the 1990 

But it is music that remains Kurash's main call- 
ing. In Eskilstuna, where he lives with his wife, his 
son and his mother, he keeps close contact with 
other Uyghur dissidents living in the country while 
developing ties with Sweden's folk-music com- 
munity. In May, he was appointed as a salaried 
“national composer” by the Swedish government. 
His new home town has sponsored a CD with 
his own music, and he has performed his people's 
music at folk-music festivals around Europe. As 
one Uyghur refugee says of Kurash, "In our eyes 
he is invaluable." ERLING HOH 
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Darker Side of Light 


The troubled soul of Japan’s master photographer Daido Moriyama 


is revealed in this autobiographical account, writes Colin Pantall 


SIMPLY PUT, Daido Moriyama is one of the world’s great- 
est photographers. The blurred, dark and grainy style he devel- 
oped in the 1960s and 1970s was both poetic and ideal for 2 
representing the spiritual emptiness of post-war Japan. : 

Moriyama's latest book, Memories of a Dog, is an autobio- 
graphical account of the 66-year-old photographer's life. Com- 
bining the first English translation of a collection of Moriyama's 
writing from the 1980s with a selection of his photography, 
it explores memory, longing, sorrow and despair. 

The book was voted Second Best Photography Book at 
France's prestigious summer Arles Photography Festival 
this year. (The winning entry was Particulars, by South African- 
born David Goldblatt.) Moriyama was also nominated for an 
Arles No Limit Award, which is awarded to work that takes 
photography beyond currently acknowledged boundaries. 

Born in Osaka in 1938, Moriyama was shaped by the dark- 
ness of Japan's post-war years. In Memories of a Dog, he recalls 
standing in the ruins behind Osaka’s station. “We were sur- 
rounded by a sea of rubble. The black masses that protruded 
here and there like dinosaurs were the burned remains of 
half-toppled buildings. . . . Shadows of people swirled around 
us in a crazy flow. It was cold and we were hungry. | was 
extremely frightened of something, my 
heart beating quickly. . .. Among all my 
memories, that desolate nightfall behind 
Osaka Station remains with me un- 
changed as a strong image, a particularly 
unforgettable ‘dark picture.’ I had just 
turned eight years old.” 

In another chapter, Moriyama 
recalls the freedoms of a sentimental- 
ized childhood spent foraging around 
old American bases in Japan. Later he [ Memories of a 
revisits a base and writes how “on every Dog ] by Daido 
street corner, a sense of weariness and Moriyama. Nazraelt 

i Press. $50 
vulgarity pervades, like a dusty sun- 
bleached painting in primary colours.” His pictures mirror 
his prose—deserted streets and faded landscapes falling away 
into an abyss of abandonment. 

Moriyama's despair deepened as the 1960s progressed. 
In 1968, he witnessed the violence of a demonstration against 
the United States-Japan security treaty in Tokyo's Shinjuku 
district, and was filled with gloom and despondency. Besieged 
by insomnia and a series of addictions to drink and drugs, he 
sought to escape through an endless cycle of travelling and 
shooting. As he travelled, he attempted to capture on film the 
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SHARDS OF LIFE 
Uncaptioned and 
undated. the 
photographs in 
Memories of a Dos 
are, in Daid: 
Moriyama's owt 





words, "vagut 
elusive fragment: 
of images 
gentle consolations of life. He writes of that period: “. . . the humanity flits, half-concealed and ghoul-lik 
faint white profile ofa woman that grazed a corner of the wind- extremes of shadow and light. 
shield . . . the gaze of a boy standing still in a field are like Though this high-contrast style was heavil 
images once seen on a screen that are burned vividly into American photographer William Klein's aggressivi 
my mind's eye." And yet, he continues, *no matter how much 1950s New York, Moriyama was also shaped in tl 
| shoot most of what I want simply flows away like water by great Japanese photographers like Shomei 1 
spilling through a net, and always what remains are only Eikoh Hosoe. Inspired by them, he made images ! 
vague, elusive fragments of images." famous for capturing on film the claustrophob 
Each chapter begins and ends with those "fragments" of Japan in the first decades after the wai 
half-forgotten memories. There are no captions to the pho- The Hunter and Bye-bye Photography —bot! 
tographs. Instead, the images refer tangentially to the text and I972—are amongst the most radical, influe: 
Moriyama's wavering mental state. He shoots the darkness sive) books in the history of photography. Mem; 
of the night and the emptiness of the road, seascapes that continues this ground-breaking tradition. 
stretch out into unrelenting black, streets and alleys where Colin Pantall is a photographer and 
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This Is Your Lucky Day 


People in Asia are finding new ways to bring good fortune upon themselves. 
So forget the investment strategies, and pass the chichen entrails 


A VAST NUMBER OF people in Asia are 
obsessed with the concept of Good For- 
tune. This is a tried-and-tested scientific 
process whereby installing a goldfish tank 
in your office will make you a billionaire 
by lunchtime. 

However, an alert reader points out that 
the concept of luck was redefined by a 
remarkable incident in Chiba, Japan, a few 
days ago. Police stopped a motorist on sus- 
picion of driving a stolen car. The driver 
then confessed that he was also a mur- 
derer. This was extremely lucky for the 
police, as the commissioner will surely 
write “Solved Murder Case" and draw a 
smiley face on their end-of-term reports. 

But it turned out to be even luckier for 
the driver, a man from Ibaraki. Investi- 
gators checked his confession, decided it 
was true and then let him go. It turned out 
that the statute of limitations had run 
out eight weeks before the man's confes- 
sion. Local press reported the incident 
under the headline “Ibaraki Man Gets 
Away With Murder." 

That's hardly the ideal way to achieve 
local celebrity, but you can't deny that this 
guy's luck quotient must be incredibly 
high. Readers from Japan may wish to con- 
tact him to ask for ideas for lucky lottery 
numbers (though they may not want to get 
too close, and might prefer to phone him 
from, say, a call box in Brazil). 

If you do get some lucky lottery num- 
bers, don’t use them in Malaysia. Thirteen 
people recently got into trouble with the 
authorities for an offbeat incident involv- 
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KNOW THE FEELING: 
At Hanoi's Noibai 
Airport reader lan 
Storey found a 
collection box 


soliciting cash "For 
especially difficult 
children." I'm plan- 
ning to put one of 
these outside my 
apartment door 


ing that subject in Selangor. The problem with the r3 tipsters was not their accu- 
racy level (supposedly very high) but the fact that they were dead. 

Thirteen ghosts in graves in Bukit Jagra transmitted lucky numbers into the 
brains of visitors, who then went off and amassed fortunes, or so the locals said. 
The spirits did this so well that there have been queues of people at the grave- 
yard for months, and a numbered-ticket waiting system had to be organized. 

But local officials decided that this was all too weird for Modern Hi-Tech 
Malaysia, Country of the Future and Home of Laksa, and recently turned up 
at the graveyard with hammers. They demolished the site, thus halting the oper- 
ation and leaving the 13 ghost tipsters, er, dead. Well, deader, anyway. Disap- 
pointed would-be lottery customers went off to pick their numbers by the use 
of more rational, scientific methods (many of which appear to involve the use 
of chicken entrails). 

Now I would not want this report to lead anyone to think that people in Asia 
have superstitious, primitive beliefs when it comes to luck. 

Absolutely not. State-of-the-art machinery and herbal bullets are the source 
of luck at the Sathit Chonlantan temple in Pattani in Thailand. It is widely 
accepted that Thai soldiers and police officers who have obtained temple tattoos 
and received a swift kick from the head monk (but only if he uses his right 
leg) become bulletproof. The whole operation is considerably cheaper than 
the Pentagon's $380 billion defence budget. 

So many uniformed men are flocking to the temple to be made invulnera- 
ble that the tattooists have had to abandon their needles and invest in an auto- 
matic tattooing machine. But the swift kick in the lower parts from the head 
monk cannot be done by machine, and is still done manually, er, by foot. 

The temple also dispenses anti-violence bullets. Instead of cordite, the car- 
tridges are filled with 108 herbs and invisible spiritual power. Carrying one of 
these means that you cannot be shot, though its protection is one-way—you can 
still merrily blast away at other people (are Asians pragmatic or what?). 

Now I need to stop writing this column, because it is nearly lunchtime, and 
| need to collect my $1 billion and decide what to spend it on. Another lottery 
ticket? A tattoo? Or a swift kick in the nether regions? Decisions, decisions. = 
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The Measure of a Mind 


An executive-placement firm uses personality assessment to make long-term, high-quality 
matches between companies and employees 


Ivo HAHN has a persuasive personality. You promote ideas of racial superiority). The testing process has come 
sense that from the moment you meet him; he has a long way since then, and is used by companies and headhunters 
a firm handshake and a steady gaze. But why go by to analyze employee personalities. It's also a popular tool among 
observation? Hahn can show you, by the numbers, college job-placement programmes. 
that his persuasiveness is a scientific fact. “You see But why should an employer trust a test that claims to rank 
here," he says, pointing to a colour-coded graph. intangible qualities such as a person's proclivity to "care"? “Psy- 
"If [a company] needs someone who is persua- chometric assessments are a very scientific and systematic 
sive then I'm probably the right guy." approach to actually understand values, motivational drivers and 
Persuasiveness is a useful trait for Hahn, who role perceptions of a candidate," Hahn says. Furthermore, Xecu- 
is founder, chairman and CEO of Xecutive Group, tive uses the test as one part of a process that winnows an aver- 
an executive-consultancy service based in Hong age of 50 candidates down to about four. “From a consultant's 


point of view [the test] is a tool,” Hahn says. “The quality of 
what comes out depends on the person that uses it." 

Xecutive's clients come mostly by word of mouth 
and recommendation. Hahn will not talk about which 
companies they've worked with. Confidentiality is key, he 
says, for clients who want to use fair hiring practices with- 
out broadcasting changes in upper-level management. 

With all this secrecy, one wonders how Hahn and his 
team manage to find the right candidates. “You 
identify the target market, the hunting 
ground," Hahn says, “and you take a fairly 
systematic approach in turning every 
stone upside down." 

Born in Switzerland, Hahn 
speaks German, French and English. 
But with a wife from Hong Kong and 
two teenage children, he has no 
plans to leave Asia. *I like the pace 
of life here," he says. "I actually quite 
like that everything is not so organ- 
ized, because that requires people 
like me . . . I take an organized, 
transparent approach.” 

Recently, Xecutive has focused 
on helping clients with transparency 
and accountability issues. On Sep- 
tember 30, Hong Kong Exchanges 
and Clearing will require all listed 
companies to have at least three 

independent nonexecutive directors on 
their boards. Hahn says Xecutive is 
well positioned to select the best direc- 
tor for a company; and they won't have 
to rely on Hahn's word alone. He'll 
= have the numbers to prove it. 

ALEX ORTOLANI 


Kong. The graph he refers to is part of a psy- 
chometric-assessment test that measures one’s 
personality in three areas: relationships with 
people, thinking style, and feelings and emo- 
tions. Xecutive has candidates take the test 
to see if they will match an employer's needs. 
Hahn says there are no wrong answers to the 
250 statements a candidate wades through. 
It's all about "the right fit between 
what a person has and what a 
company needs." 

Hahn, 47, ranks lower on the 
"caring" side. Meeting him, you 
wouldrit know it. He is quick with 
a smile, and friendly. But that's 
exactly his point. Clients often 
hire executives on the basis of 
first impressions. What if that 
person's smile turns into a 
glare in just a few months? Or 
worse, the apparently easygoing 
managerial style turns combat- 
ive? While admitting that the test- 
ing method isn't 100% effective, 
Hahn says it gets better results than the 
traditional interview and CV-check. “Can- 
didates are generally a lot more aware of 
the [interview] process and also much bet- 
ter trained at actually giving the right 
answers,” Hahn says. 

Psychometric testing isn't new. The 
Victorian polymath Francis Galton 
devised a system which would 
allow an individual's abilities to be 
compared to those of others 
(unfortunately, he also used it to 
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